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DISCUSSIONS WITH FOREIGN BANKING EXPERTS^ 

27tli January 1931. 


I^IEMOEANDUM ON COMEECIAL 
By Di 0 Jeidels 


In the exact sense of the word Commercial Banking in India is done 
by the Exchange Banks as well a& by those banks which are dealt with in 
this memoiandum, but the Exchange Banks specialising moie oi less m 
the financing of the Poieign tiade of the country are generally and also 
in the Banlnng Enquiiy consideied as a special gioup which I shall heie 
deal with piincipaliy as far as they compete with the other banks They 
do so in giving commercial and industnal and also up-country credits and 
they compete in talang deposits While the Exchange Banks have their 
head office abioad and their capital in other curiencies than lupees, theie 
exists a link between them and Indian Joint Stock Banking through the 
majority oumeiship of the Allahabad Bank lestmg ivith the E & O Bank- 
ing Corporation uliich, again, is controlled by the Chaiteied Bank of India, 
China and Australia 

Special agencies for commeicial bankmg aie the Imperial Bank, the 
Indian Joint Stock Banks and the Indigenous Bankei 

Of the Impeiial Bank and the Jomb Stock Banks, it may be said that 
they do — with the exception of foreign exchange business, which is not 
allowed to the Imperial Bank and which seems to be only slightly cuHi- 
vated by the few larger Joint Stock Banks — the regular banking business 
like English banks As far as tbeir busmess differs from the pattern it is 
maml-^ due to special Indian conditions, the limited bill and money market 
and the particular kind of merchandise servmg as security in a country of 
prevailing agricultural production and export The lack of a Central 
Banking Institution is not excessively felt, it seems, in the business of the 
Joint Stock Banks, as the Imperial Bank yerves apparently as Bankers 
Bank to satisfaction although it is not quite convenient to use a Bankers 
Bank, which is at the same time the most important competitor Very 
little or no use at all is made of bank acceptances, thiy may partly be due 
to the pattern of the English banks which formerly — ^but not any longer — 
left the acceptance business to special firms or institutions reljung them- 
selves for then woikmg capital mainly on the vast resource of deposits, the 
principal reason lies, how^ever, apparentlv in the limited moneymaiket in 
India With a development ot the monevmaiket, perhaps after the forma 
tion of the Eeserve Bank of India, the bank acceptance may come more 
in use and may widen the banking facilfties offered bv the commerciaT 
banks, especially for purposes where cheap and regular three months 
credit IS desirable 

The statement that the Imperial Bank and the Joint Stock Banks 
serve the banlnng lequiiements more or less on the English pattern, means 
that they are not doing the industrial financing busmess nor any ytock 
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exchange business which is left in England to the ptlvate banker, respec- 
tiveh the stock biokei, and that these Indian banks are not doing the 
univoisal business on the Continental Emopean or socalled German Ime 
As thcie 13 uo gifiioial agency in this country dc\oting its banking activities 
TO the business done by the London piivate banljer, it is no doubt woith 
the while to examine the question w'hetliei these commercial banks ought 
not to accept the German sa^stem of more univeisal banking It would 
not necessitate then taking up stock brokerage business as well , this could 
remam in the present condition with a somewhat closer relation of the 
banks to this oi that stockbiokers’ film which becomes useful wdien the 
banks take up mdustiial financing and issmng business I shall deal with 
this problem, so closely connected wuth Indus/trial Einance and with the 
Investment Market, when these subjects are discussed 

Prom a meie banking point of view, the principal features of commer 
•'lal banking in this countiv aie two, the large amount invested in Govern- 
ment secuiities bv the banks and the prominent position held among the 
banks’ loans b\ those given against actual meichandise deposited either in 
the banks’ go-downs or in the proper legal foim with the customer Both 
classes of banking mvestments signify a comparatively undeveloped banking 
system, but it cannot be doubted thax; under existing circumstances no 
change of pollc^ is possible The large investment in Government secur- 
ities takes partlv the place of marketable bills — ^rediscountable with a 
Cential Banking Institution — m w’estein countries, at least to some extent, 
and it will have to be seen whether and when with the Reserve Bank 
ill existence there can be a change in the present method The stimula- 
iion of a bill mailtet to replace the Government Secuiitics as practicallv 
sale liquid ie='eive, wall have to a certam extent to compete with the habit 
of the Government, in no wav illegitimate, to raise monev in a market 
in which the cash lesouices of banks create a permanent demand for 
Tieasui-^ Bills While at present no change m policy can be lecommend- 
ed, it IS to be hoped, that the Reserve Bank, the earlv estabhshment of 
which IS strongly supported by the experts, woll cultivate wuth the banks 
a srstem of piefeiential investment in bills and the holding of Government 
Securities as an additional reserve . 

With legaid t~^ the system of tangible security in merchandise for hank 
loans, I think matters mu&t also for the present more or less remain as 
thev stand While with fuithei development, wuth the increasing number 
of turns of undisputed standing the reluctance of the hanks to loan against 
bloek-mort.gage oi without securitv, w'lll bv and bv dimmish, no steps muat 
be taken to piematuieh encourage the banks to be less cautious and con- 
servatne in giantmg credits Competition among banks, in this field 
paiticularh, can be relied upon as a piogrc'^^ive element An important 
factor in icstricting the banks to the somew'hat crude forms of loaning 
againsfc peifecth tangible and ‘saleable secuiity is the legal position of the 
Indian customer It is not in the reach of a hankmg expert to devise 
changes in that system, but it is to be recommended that this field be 
investigated b\ legal experts wath a view to lemove some of the objection 
against less stringent lulcc with regard to sccuiity If agricultuial credit 
Ihci than against cleni tangible securit.v in qmcklv saleable meichandise, 
•s expected fiom the bank® then -especialh the Land Alienation Act, has to 
be revised so as to piotect legitimate bank loans 
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To enooucage more thai. at present the gi-antmg of uh&ecuied bank 
‘''ans, the ccmmeieial cuskanei oueht to .locustom bimself to divulge 
moie fieely to lus bankei Ins hnaneial position Secieey about busaness 
affairs is much more cheii&hed m India than in western countries and it 
is a great impediment to modern banking Infoimation about the custom- 
er seems to be at present gathered bj' the bankers more by listening U- 
■^lie rumours in the Bazaar, than from the customer’s own statement 
Some Indian Chamber of Commerce ought to study tins problem 
seriously wath the object of finding some system of collecting lelnble 
information ^\hlch suits the needs of the ci editor and is as much as 
nossible in confoimitr with Indian customs 

The Joint Stock Banks and the Imperial Bank are cultivating a kind 
of business which may seem unimportant fiom a western point of viev 
but has the advantage of ^encroaching upon the field of the mone3 lender, 
the loans against personal ornaments It may help to accustom a 
part of the population to the use of banking facilities for borrowing and 
for saving 

An important problem is the use of vernaculars m the various fields 
of banking Efforts are apparently being made to introduce and at the 
same time standaidise the use of vernaculars Perhaps the Imperial 
Bank sees its way to bring about in conference a joint attitude of the 
commercial banks in this matter which is also apt to accustom the popula- 
tion to make use of banks and indigenou& bankers instead of less desurable 
credit agencies 

When studying the Commercial Banking S^'stem of a country, three 
main questions occur — 

1st Are the banking facilities sufficiently extended? 

2nd Does the competitive position between the various lands tsj 
banking institutions^ suit the needs of the countir and docu 
the prospective evolution call for inteifeience? 

3rd Is the standard of nanlang throughout as high as necessary to 
protect the interests of the public and particularly of the 
depositor? 

1 The question whether the banking facilities of India are sufficiently 
large for the economic needs of the country has in the Enquiry been almost 
unanimously answered in the negative by — the non-bankers This criti- 
cism cannot be fullv upheld from an expert point of view, as the decision 
cannot he exclusively with the statement that demands for more or cheap- 
er credit are not satisfied in many localities The establishment of a bank 
or a branch has to depend equally on the prospect of soliciting deposits 
Evidence to the Banking Enquiry contradict themselves in a significant 
way, some criticising that deposits received in one district are not used for 
the banking needs in the same district, and others complaining that local 
ities not yieldmg themselves sufficient resources are not properly supplied 
with banking credits That the countiv is not bounding with untapped 
banking possibilities is sho’nn bv the development of the deposits vith the 
Imperial Bank While this bank had under its agreement with the Gov- 
ernment to open a great number of new branches in the last ten years, its 
deposits have during this period not increased accordingly, if at all. aS 
the following figures of its deposits from the public for 1919 to 1928 show 

B 2 



•1 


(m lakhb of rupees) 6821—7802—6578—5701—7420—7671—7783—7390— 
7207 — ^7130 The figures for Joint Stock Banks and the Exchange Banks^ 
in spite of the establishment of new banks and branches are quite similar, 
and the total of bank deposits have developed as follbws during the period 
20384—22630—221 14—1 9541— 19033— 20253— 20629— 20859— 20523— 

20879 

It IS even doubtful whether or not some up-country places are rather 
overbanked There is a dangei m too many banks oi branches competing 
in a locality as it leads the weaker banks to offer higher rates for deposits^ 
and aceordmgl}' to give loans at higher rates and increased risk 

The Imperial Bank has and the Eeseive Bank will have a good msight 
in the proper geographical distribution of banking facilities, and the Eeserve 
Bank should be able to exercise some influence in this direction At the 
same time the piactiee of the Impeilal Bank to. establish sub-stations m 
less important places ought to be encouraged The Imperial Bank and other 
Joint Stock Bank& ought to study the advisability of attaching suitable 
Indigenous Bankers to their organisation, we shall revert to this 

2 The competitive position of the Imperial Bank, the Exchange Banks, 
the Indian Jomt Stock Banks and the Indigenous Banlvei does in my opinion 
not call for outside interference On the whole, free competition will for 
many years act as the best guide foi progressive development No inter- 
ference by legislation or otherwise, beyond the educative influence of a 
Eeserve Bank, ought to prevent to any extent the appearance of new and 
the disappeaiance of unsuccessful banks A chance must be given to the 
fltte&t Official assistance is given to some Jomt Stock Banks in a few 
Indian States, but I do not recommend it for imitation, although it may 
not be unsuited for smaller independent districts The Government 
balances should remain concentiatcd with the Imperial bank Thej will 
anyhow, in future be administered by the Eeseive Bank and in the mean- 
time I doubt vheiher uith the Impeiial Bank the financed benefit of vai’^- 
ing Government balances is not counteibalanced bv the inciea‘=<ed perma- 
nent expenditure connected with the services to Government 

The Imperial Bavl in ns present foim and moie so even in future, 
when it will be purely the biggest Indian loint Stock Bank deserves and 
may expect a piospeious development In anothei section of oiu discus- 
sions I vould like to investigate, whether the bank’s actniti could oi 
should not expand to cultivating sound methods of industnal finance Thr- 
othei Joint Stock Banks geneially aie in m^ opinion bound to benefit, if 
the Imneiial Bank can thiough its own saiccessful caieoi stiengthen gen- 
eral confidence in Indian Banking To give the Imperial Bank the light 
to deal in foieign exchange even previous to the automatic removal of 
the pie&ent lestiictions, when the Eeseive Bank comes into exisf-ence, is 
scarcely to be advocated although the building up of a net of interna cional 
conncf’tions vould probably beneficial under raan\ aspects Its present 
capacity as Banker’s Bank, the Government business and the completion 
of the up-country organisation mav not allov a further extension of the 
bank’s sphere of activity, before the i other radical change in its constitution 
comes naturallv with the appearance of the Eeserve Bank 

The future development of the Tnmt Sfoclc Bdnls with the exception 
of the small number of well established institutions seems less secure 
East unfavourable experience is not certain to have led to a thorough 
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change ot system Theie is no eo-opeiaiion between Joint Stock Banks 
-u'hich could impiove the standaid, eliminate weaker elements and fostei 
the combination of smallei banks to laigei units Almost all countries 
know besides such institutions which serve special ]oint puiposes like 
dealing Souse Associations, Bankei’s Institutes, etc , some organisa- 
tion to fuithei the interests of the profession, offering expeit advice to the 
Government and endeavour mg to uphold and unpiove the professional 
standaid among the members Such co-opeiation and the creation of a 
Joint Stock Bankei’s Association is strongly recommended It wiU be 
helpful to safeguaid the members’ interests when the Eeserve Bank wilB 
establish a policy of classification among those banks woth which it intends 
to do business , A -valuable pattern is supplied by the Banlcer’s Guilds in 
China which organise and educate their own members and keep in touch 
with other groups Some mateiial is available with the experts No 
obstacles should be put m the war of meigeis between smallei Joint Stock 
Banks bv stamp duties oi taxation, and if such obstacles exist thev should 
^be removed 

One of the most iinpoitant problems of Commercial Banking in this 
country is the future position ol the Indiqcnovs Bankei Can he be 
linked up to the rest of the banlang s-sstem’ The Banking Enquiry has 
brought to light much interesting material on the Indigenous Banlcer m 
the various provinces, but it calls for further penetration and the experts 
suggest it foi special discussion, evcntualh in conjunction with some Com- 
■mercial Banks There mav be seveial w^avs, how the Indigenous Banker 
can be linked up more closelv to the banking svstem He mav for himself 
and others wuth w^hich he alreadv does business, form a jomt stock bank 
“The Impenal Bank or -other Joint Stock Banks mav affiliate him as agents 
for collecting deposits or giving loans under supervision This position may 
be strengthened bv a rule to be established bv the future Beseive Bank 
which, if he complies to it, would create a distinguished lank of indigenous 
bankers Al] these possibilities ought to be further examined and discuss- 
ed betw'een Committee and experts The future Eeserve Bank will have 
an important influence on the development or decay of this banking agency 
and it mav here find an instrument in expanding the habit of commercial 
bills 

The Co-operative Credit Institutions have tiied to build up a banlang 
business among its members in the familiar triple oiganisation of local 
societies, district or central banks oi banking unions and the piovmcial 
apex banks The competition of the co-opeiative movement wuth ordinary 
hanking as w^ell as wath Indigenous Bankers is not liable to create much 
sympath-\ for the movement just in banking circles and particularly so 
wffieie the co-operative credit organisations appeal also to out&ide depo- 
sitors who are not members The co-operative movement in spite of 
imperfections and of unavoidable setbacks deserves everv possible assist- 
ance fjom all quarters, because there is no better instiument for larsmg 
■ the level of the agrjcultuiist of this countrv than the co-operative effort, 
and a strong ajipeal to the banking interests of tlie countrv to assist this 
movement seems not at all out of place The Enperial Bank particularlv 
ought to continue and to increase its endeavours to supplcmenT the present) 
organisation of co-operative credit with expert advice in a business spirit 
and with financial assistance It mav be a source of profitable business 
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for the Imperial Bank A well-known German Bank 25 j^ears ago estab- 
lished itselt m a special depaitment which is quite piofitable, as an apex 
bank to one of the two laige co-opetalivc in«tiLutionc; of the countrj A 
publication by the Dresdnei Bank is available 

3 With legaid to legislation to protect the public against abuse on the 
part of dishonest oi incompetent bank management a general observation 
must precede the examination of actual suggestions 

The piinciple followed in some couiitiies, eg, in Germany, of regula- 
tmg all stock companies, banking and otherwise, in one company law, hosf 
great merits The protection of the shareholder includes automaticallv 
and efBciently the protection of the creditor The companv law con 
regulate for all stock companies the minimum capital the provision to 
nut up new capital m real cash, tlie dutie'^ and lights of the Bnaid, lules on 
the diS'tiibution of profits and the foimation of reserve funds etc A 
special leg slation is larelv a real protection if it is evaded and if it does 
not prevent bank failure and mismanagement, it is liable to reduce in the 
population the respect of law' In the II S A m exciv ciisis as again 
in the present one, hundreds of ‘unallei loint Stock Banks fail with the 
effect of shatteiing .geneial confidence All those banks comph wnth uhe 
numerous legal provisions have their balance sheets audited and publish 
a weeklv statement Their failuic is attributed b\ «ome largeh to a special 
legislation wdrich attempts to prevent a domination of the country b^ ''arge 
branch banks-sittmg in the big centies of the count n the popularly so- 
called monev-tiust, and which n* meant to encouiage the development of 
local economic resources With these piiiposes the American Law partly 
federal, partlv state laws, forbids the opening of bi ruches mtci state and 
with the exception of about 10 states also in'Jidc of a stale preventing 
thereby a sound distribution of risks 

Of the proposals made during the Banking Enquiu, which has been 
partiCulaiL fertile in suggestions of this kind the following deserve ru'-st 
sympathv — 

(a) Who should be entitled to use the name of ‘Bank’ oi ‘Banker''' A 
proper definition seems very difficult and rather unnecessary in a coirntrv 
w'here the majority of the population is illiterate and more famrliar w th 
the moneylender than wuth the banker A compulsor\ separation of trade 
from banking in order to give banking a privileged position may in future, 
but seems not at present a policy to be recommended and to distinguisb 
a banker by a license svstem is at least at present a doubtful measure 

(b) Minimum capital foi Joint Stock Banks — As obvious at first sight 
such prescription is difficult and ineffective m practice It would have to 
be provincial regulation because in some districts the minimum can be- 
low'er than in others, but even the province wall piove to be too large a 
legislative unit A capital of one lakh may be used to establish a sormd 
little banking institution, while five lakhs of capital may be utterly mis- 
managed What seems really urgent is to abolish the abuse of a large 
authorised and very small subscribed and a still sunallei paid-up capital 
It IS found and certainly sometimes meant to mis-lead the public It 
would be advisable to give authority to the legistiai of companies to in- 
hibit this abuse 

(c) Auditing of balance sheets Inside of the provisions of Companv 
Law, making the audit compulsory in India like nr most but not all 
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countries, there is a great variety of possibilities to ensure competent audit 
ing, and the experts will give advice m a special memorandum based 
mostly on English, American and Canadian experience This is one of the 
matters in which the proposed Joint Stock Banker’s Association can do 
helpful service to the profession Auditmg is much more efficient if the 
selection of auditors is backed by the common interest of a community 
desiring to improve the professional standard 

(d) P^ihhcity The future Heserve Bank will be the best authority to 
rule on a standard of such publications as it is done in many foreign 
countnes It requires, of course, an education of the public to read such 
c:*-atements and the -best judge vill be again the Heserve Bank 

Attention may be dravn, without making it a formal suggestion, to a 
Berman form of Joint Stock Company which is used there to a ceidain 
extent by banlcers A short memorandum is submitted on the institution 
of what mai 'be called ‘m translation’ Limited Companies in partnership 
with imlimited liability of the partners’ The ‘Kommanditgesellbchaft auf 
aktien’ is a joint stock company v here at least one peison who also manages 
the company but does not necessarily hold shares, it, personally liable to the 
creditors of the company This or these persons are so-to-say the partners 
of the commumty of stockholders, their position towards the stockholders 
IS therefore more independent than that of a manager or managing director, 
hrs income consists in a share of the profits The form had been almost 
abandoned m Gennany but has come in use again more recently with banks 
because it naturally increases the confidence of the depositors One could 
imagine that this legal form has some attraction with smaller joint stock 
banks in this country, because it removes the depositors’ apprehension that 
the directors may, as has unfortunately been the case occasionally, manage 
the bank unduly m their ovn interest, and it may appeal to the indigenous 
bankers to form a joint stock company m which they wiU occupy an inde- 
pendent position justified by then peisonal liability Every company law 
ought to ofiei various models of Jomt Stock Companies for selection, and 
this may be one among others 


Mr Khatlan Would you kindly toll us whelher in Germany banks, 
which have got their head offices abroad, do penetrate into the interior 
and compete with German banks ^ 

Dt Jeidels We have practically no foreign banks 
Mr Khaitan Hot even at the Ports? 

Dr Jeiclcls No 

Mr Khaitan It follows that all the commercial banking in Geimany 
IS done by German banks? 

Dr Jeidels In order to arrive at a proper comparison you must take 
into consideration the special conditions obtaining in Geimany at present 
The country during the War lo^t practically its entire liquid capital and 
therefore it is using at present to a very large extent foreign capital If 
foreign banks grant facilities to German firms they do not administer Hus 
service in the country itself The business is done from then head offices 
m other countries, c q , New York, London, etc 

Mr Khaitan So the puo.tion is that the foreign banks have not got 
their offices ip Germany but that there arc connections between German 
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juoJis and foieign banks m othei countnes to facilitate commeicial bank- 
ing 

Dr Jcidols Yes 

Mr Khaitan Is that connection more in the spbeie of international 
trade oi in tbe spheie of national tiade^ 

Dr Jeidels As fai as ci edits by foieign banks to German commeicial 
paities aie concerned, they aie mostly international ciedits But the buUc 
of the foieign eiedit given to Geiman commeicial paitics is not given 
directly to the commeicial parties but through the Geiman banks 

Ml. Klimtan Has theie been an;v instance in Genmn\ of a foieign 
bank establishing its bianch in the county'*? 

Dr Jeidels Excluding the peiiod of mihtarv occupation I do not think 
theie are foieign banks woilcing in the countn 

Mr Buckley The Charteied Bank has a bianch — There may bo one or 
two instances 

Ml Khaifan Do the Hongkong and Shanghm Bank and Ihc Baiclaas 
Bank leccivo deposits fiom the nationals of the countrv^ 

Di Jeidch I do not kuo\^ to wliat extent they actually do 

Cl’Miman Mi Cassels, do you think you vill be able to tell us as to 
nhethei the deposits in the Bai clays Bunk of Geimany aie fiom Gennans 
01 fiom othei foi signers who arc trading m Germany? 

Cassels I thinl\. fiom both Theie is no restriction in ]n^^ 

Ml Shanmulxham Chetty You rcfei to the peiiod of mihtaiy occupa- 
tion in ceitain distiicts of Germany Dining that peiiod some foreign 
hanks weie established there 

Di Jeidels Yes 

Ml Shanirahham Chetty Aftei the military occupation ceased, were 
these blanches taken away*'' 

Dr Jeidels Yes 

Chaitman Is Mi Chetty coriect m assuming that these toieign banks 
01 then blanches established in the occupied teiritory had as then clients 
tne foieigneis vho came to the occupied teiiitoiv’ 

Dr Jeidels Not exclusively, I think 

Chau man Will it be collect foi us to take that most of the blanches 
of foieign banks had to go out as the lesult of competition*^ 

Di Jeidels Yes thev could not stand the competition, when the occu- 

pation ceased 

a Ml Manu Suhedai Aftei the militaiv occupc'tion ceased the Geiman 
banks established themselves back again in those teiiitoiics 

Dr Jeidels They existed even duiing the occupation period 

Mr Mann Snbedar Has Geiman cuiienm and ciedit legained the pie 
vious position*’ 
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Dr Jcidch Yes, the baalung tacihties available through German 
banks aie sufliciently ample to make it possible to dispense with direct 
loieign banking facilities foi tiade 

Mr Manu Suhcdar When Geiman credit and cunency is normal, 
would you find it veiy surprising if a German vent to a foreign bank which 
offered the same facilities as a bank of the country? 

Dr Jcidcls Not at all 

Mr Manu Suhedar Do }ou not think that a patriotic German would 
be impelled by his sentiments to patronise a German bank rather than go 
to a foreign bank’ 

Dr Jcidch There is no question of patriotic sentiments in selecting 
a bank 

Mr Manu Suhcdar You spoke of the rate of deposits in Barclays Bank 
being a little more than the other banks 

Dr Jcidch If it were higher it would attract deposits 

Mr Manu Subcdai Would they ha\e attracted deposits if the rate is 
the same ? 

Dr Jcidch Possibly 

Mr Manu Suhcdar Havi^ you in Germany any institutions in which 
controUmg inteiesls have been acquired by others’ 

Dr Jcidch There are a few banks m Germany, the shares of which 
belong to foreign binko 

Mr Manu Suhcdar But not controlling interests*’ 

Dr Jcidch Yes 

Mr Manu Suhedar You welcome in Geimanv the acquisition of your 
institutions by other concerns ’ 

Dr Jcidch Prom the point of view of the banker, this is not very 
welcome 

Mr Manu Suhcdar Ha‘? tin phenomenon of acquiimg mteiests by 
feieigneis occuned in Germany’ 

Dr Jcidch Internal change ot hands has occurred, but not, as far as 
I remember, b\ foreigners 

Mr Manu Suhcdar If it occrnied, would the public opinion in Germany 
regard it with uneasiness*’ 

Di Jcidch T think the German public opinion obiect veiy much to 
the change of hands in joint stock companies’ majority holdings 

Mr Manu Suhcdar How would you regard from the pomt of view 
of India thao a very flourishing institution like the Allahabad Bank should 
bo acquired by foreigners’ 

Dr Jcidch I see no objection, if the parties who acquire majority 
ownership of the bank are efficient and if thev are not mteiested in cnpphng 
the bank Increased competition is increased efficiency 

Mr Manu Suhcdar The Allahabad Bank v^as working hero as an inde- 
pendent institution This Bank has been acquired by another bank Ths 
competition is not increased but diminished — 



Dr Jeuleh The Allah ibad Bank competes much more with the Iru 
penal Bank and the Indian ]oint stock banks with the Bxcliange banli 
Competition is neither increased noi diminished 

Ml Manu Siihedai The Lloyd’s Bank is one of the biggest banks in 
the MOild If it wanted to acquiie the Impeiial Bank, it could do so? 

Dr Jeidels I do not know 

Ml Manu Subedar Supposing they wanted to acquiie the Impenal 
Bank, would jou welcome that fiom the point of view of India ^ 

Di Jeidels If the Impenal Bank would be acquiied by speculative 
parties, Indian oi foieign, I w'ould consider it very unfortunate 

Mi Manu Subedar ith regard to the bnnehes of foreign banks 
which aie established in Geimany do 3011 know' whether the jieimission of 
the klmistei has to be taken ^ 

Di Jcideh Iha\e wiitten a iiapei on the subject which circulates with 
a hst ot minoi provisions as tliey exist m the single states There is at 
present no Bedeial legislation on the niattei 

Chaiimaii We lna^ iesei\e that discussion and deal with it m connec- 
tion W'lth the question of foreign banks 

Lala Haibishen Lai Suppose I bu\ goods m America What w'oulc! 
be jour advice how to tiansmit m\ monev to America'? 

Di Jeidels You liaA'e to brn dollais You can buy as man'v dollars 
as 30U like You can sell -^oui lupces You can establish direct banking 
connection in Xew' Yoik if thev know you 

Lala HaiLishcn Lai You ha\e said that the Commercial Bank lends 
money on personal secuiity which means the cicdit of the company oi of 
the partnership or of the inchvrclual as the case ina\ be Then you have 
said that the Commercial Bank may lend money on stock exchange secu- 
rities Then ■sou have said the Commeicial Bank might lend money 
occasionally on mortgages and "vou have told me that it might do re- 
mittance business How' would the Auditoi value the securities — whether 
they aie good enough'’ 

Di Jeidels That depends fristly on the ]udgment of the management) 
The Auditor does not manage the company He w'lll make his remarks 
after he has gone into the loans and investigated how manv aie secured 
and by what kind of security It is not the Auditor’s business to form 
a yudgment on the quality of the securities He cannot replace the 
judgment of the management He would merelv comment upon it 

Lala Hailnslien Lai The Auditor is not required to value the securi- 
ties? 

Dr Jeidels We have no compulsoiv auditing in Germany It is 
optional with the Board The Boaid is responsible not for appointing 
Auditors but foi the balance sheet They may or may not be audited 

Jjala Harhshen Lai In India all balance-sheet must be audited 

Dr Jeidels, In Germany balance-sheets of banks are generally not 
audited by outside auditors, because the banks have their own auditing 
depaitment 

LflZfl Harlcishen Lai A good deal is said in Ind’a about soundness and 
liquidity' How is the soundness of a bank judged in Germany by the 
public 01 by the critic'? 
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Dr Jeidels The fiist authority is the management The second 
authority is the Boaid, and the thud authoiity aie the shareholders 1 
do not know of any other authority foi ]udging the soundness of a hank 
unless -vou may say the client 

Lola Ilarlmhen Lai How is liquidity guaranteed or assured’ 

Dr Jeidels While in this country Government securities formed a 
piincipal liquid investment, in western countries, with an established bill 
market and a Central Banking institution, this liquidity is supplied by 
investment in bills, principally 

Lola Harihishcii Lai The cash in the till is liquid? 

Dr Jeidels If thej' are good rupees, j'es 

Lola Hailaslien La] I thought it w^as gold iheie The cabh in the 
till IS liquid The bills — 3 months. 6 months — are considered to be 
•liquid 

Di Jeidels What is to be consideied real liquid depends very much 
on the existence of a Cential Banking Institution 

Jjala Harlashen Jjal Leaving that aside, you wall call the bills held! 
by the Imperial Bank as liquid? 

Dr Jeidels I suppose so They can raise enieigencs currency on rt 

Lala HaiJcishen Lai It may be bad water, but after all it is liquid’ 

Dr Jetdeh Whether it illiquid depends on the possibilitj of its bemg. 
rediscounted oi similar anangements 

Lala Haihshen Lai Liquid is liquid wdietbei it is stinking or putnd 
water ’ 

Dr Jeidels iNo, not at all 

iaia Ha-kishen L'll Government secuulies are liquid’ 

Di Jeidels They are not in every case They are liquid for th^ -Joint 
Stock Banks which rely on the Impenal Bank giving advances against them 
Ti you read the memorandum you wall find observations on the various 
classes of liquid assets Of course, the rupee, the gold, the cash is the 
most liquid Then come the bills, commeicial bills if there is a central 
banking institution Then there come certain kinds of Government secu- 
rities To make bills a liquid asset, it is necessary that there exists some 
body w^ho is prepared to re discount them Government paper rs liquid 
provided you find somebody to advance money on it Securities, if theyf 
are saleable may be a fairly liquid investment If they are not saleable 
they are an unfit investment Debentures of Joint Stock Compames, 
corne a little further down m the list, but they may still be 
counted as fairly liquid They aie semi-liquid All self -liquidating secu- 
r’ties and all self -liquidating loans, loans against ]ute, for mstance, which 
IS on its w'av to Calcutta — are also liquid They are perhaps one of the 
best liquid assets because you do not have to liquidate them, — they liqui- 
date themselves 

Jjala Harliishen IjoI Advances made in this country against produce 
are also liquid’ 

Dr Jeidels It depends It mav be difficult at times to sell iL, 
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TjoIcl HaiKishcn IjqI Ig g counfciy like Indifl., where the Goveinnienfe 
paper finds difficulty in selling, where the bills aie very few and there is 
no le-discount market ready, where these goods on which w'e advance Sre 
speculative, — sometimes they arc saleable and sometimes they are not 
saleable, souietiraes they go up m puce and sometimes they do not go up 
in price — and also debentures if issued bv Joint Stock Companies^ do not 
find a leadv market, what slVould the bank do to find liquid assets ’ 

Dr Jeidels If there is nothing else, then }ou should hold more cash 

LaJa Hailashen Lai How do you ad\ise that the banks m India should 
keep tiieu cash balance? Would you fi\ any limit, whether lhc> should 
beep 25 per cent or 20 per cent or 1 5 per cent of the deposits ? 

D) JghIgis It depends Aer\ much on the nature of the deposits aud 
on the nature of the loans outstanding, — ^wdietlici they aie laigeH of & 
self-liquidating nature 

Lain Ha-iUslicn Lai It means that we shoull use our own judgment? 

Dr Jcidels If you put the question quite logically, I think I ought to 
reter to w'hat w^e have to say on the advisability and even necessity of a 
‘Central Bank 

Laia HaThshe7i Lai What is the mteiesl now being paid to depositors 
iby the German Banks'- 

Di Jcidols It IS rn accordance with the bank rate of the Central Bank- 
ing Institution 

Lala Hailxtshcn Lai There is a connection between the bank late and 
the deposit rate for short term*’ 

Di Jcidels Yes Short-term includes deposit to be withdrawn with- 
out notice We generally make it 1, 2, 3 oi 6 months Wo generally take 
a fixed term in w‘hich case there is no question of notice At present the 
bank rate is 5 per cent If I remember correctly, w'o then pay 3 per cent 
on accounts on which no commission is charged and 4 per cent on accounts 
^011 which commission is charged TVu longer than one to G months’ deposits 
we pa^ up to the bank late, even the bank rate and eventually above, if it 
Jb foi a particular term which justifies it T'or loans wt normally charge 
at a maigm against bank rate of 2 per cent Tins maigm represents one- 
half per cent commission for 3 months and 1 per cent pei annum above 
bank rate We have no deposits for 2 and 3 years — or 1 1 least vor\ seldom 
Tire time for winch deposits are received generallv does not exceed six 
months, normal commercial bills are foi 3 months, sometimes 6 months, 
particularly m international trade but in domestic trade you can sa-s it is 
almost exclusively up to 3 months 

Lala Hailishcn Lai You have said that the Commeicial Bank might 
lend mone\ on mortgages? 

Dr Jcidels Ho It mreht lend mone-y and take mortgage as security 

e do not loan on mortgage Lending ap-ainsti mortgage does not mean 
that vou give the moire » as mortgage The customer receives a short 
•berm loan and gives a moitgage as securjt^ 
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Lala Haikishen Lai We have a system here by which title deeds are- 
deposited The title deeds are really the proprietary title deeds You: 
mean, the customer gets a loan secured by deposit of title deed’ 

Dr Jcidels It must be bills 

Lala Harhishen Lai If a concern issues debentures and the debentures- 
were really good, then will you advise advancing money on the security 
ot these debentures? 

Dr Jetdels Yes, I see no objection 

Lala Haiktshen Lai A good debentuie ought to be a good securitv 
I mean for these bills, if the debentures are really maiketable’ 

Di Jetdels I really do not see the link bet^^een a bill and a deben- 
ture 

Lala Hailtshen Lai A loan on a promissory note’ 

Dr Jetdels You always have these promissory notes in youi mind. 

1 imdeistaiid, that if you give somebody a loan, you wish to be sure and 
ha-ve some document, which is the promissory note It is an insfciiiment 
of credit As a matter of fact the customer gets a loan, now, if he ofiers 
you a good debenture as security, why should ^ou not take it’ 

Lala Harktshen Lai I, want to ask you one question which really has 
bt en giving us trouble elsewhere — not here — and that is the mode of re- 
ccveiy When it becomes a bad debt or the debt is not paid m due time, 
how are you 'going to recover’ 

Dr Jetdels It depends on the secuiity which you have in hand. If 
vou have a security which you can realise, which you can sell and turn 
into money, then the matter is comparatively easy If it is a less liquid 
merchandise, then it becomes less easy, to realise the security And if 
it IS a mortgage, then, of course, it is still more difficult In this case, 
jf the debtor goes into bankruptcy, his estate is put up for auction and 
the bank has to wait till somebody will buy the estate and pay the oankei 
Therefore, if a mortgage deed is taken by a bank as security, it ceitainly 
ought to be a mortgage deed of indubitable iplue Even then only a 
limited amount with a margin ought to be given on that mortgage The , 
banker should, when accepting a security, always ask himself if I have 
to realise the security, do I get my monev or do I have to buy m the 
becu''uv Joi myself? 

Lala Harktshen Lai That is at the stage before the loan is made 
You are giving advice how the loans ire to be made Now, you have 
given the loan I have been carrjung on banking on lOur f.dvic^ and 
I w^ant to leeover my loan I want voui advice m that matter Will you 
tell me how'^ they do it in Geimany’ 

Di Jetdels My advice has been taken, it seems to me, when the 
child has fallen into the w^ater, to get it out What you have to do then 
'as a bankei, is to consult exclusively your mvn position I think that is 
the only answ^ei I can give You have not to considei the general econo- 
mic condition of the country nor the situation of vour customer, but onl\ 
you' self 

Lala Hatlishen Lai T am asking this, because the question of re- 
coierv in India is a verv big question in banking and m a local report we 
have found that in the rate of interest that the mone\ lender charges he 
rakes into consideration the percentage of recovery and also the cost of 
rseover^^ The methods here are verv' tortuous and I want your opinion 
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ic move ttie Legislature hereafter, if possible, to facilitate the method 
of recoverv m this country That is why I am asking this question 
Eecoveiy is rerj difficult in this countiy When a suit is biought for 
the recoieiy of money the bank finds, that the Judge leduces the late of 
anteiest Sometimes he says that the money should bo paid in three 
yeais without inteiest We get that kind of Older, and I want to know 
whether similai things happen in other countries? 

Di Jeidels 1 do not think we ought to take the moneylending busi- 
'ness into account 

Lola Hathishcn Lai What we aie speaking of is banking business and 
as to what aie the lates of inteiest chaiged 1 am telling you from my 
own expel lence that even wdiere we charge a model ate rate of interest, 
the Judge might rule that w'^e ought not to get any future interest The 
Judge might also lule that we should get a smallei late of interest He 
tieats us theiefoie exactly as he would tieat a moneylendei I want to 
irnow' whethei the banks m youi countiy are tic-ated in that way? 

D) Jeidels In the memorandum submitted I deal W’lth this subject, 
and I would suggest that you read it as it contains a suggestion 1 deal 
.extensively with the difficulties of the banker in this country to giant loans 
against othei than easily realisable secuiity and I discuss in the memo 
what these difficulties aie 

Sir Hugh Cocke Yesterday you said m discussing the future of the 
private oi indigenous banker that there w'ere four courses that might take 
place In the first place, he might go into voluntary' oi involuntary liqui- 
dation, he might be bought up by a public banlc, he might possibly go 
into partneiship with the bank, or he might cniiy on and survive What 
I should like to know, having regard to the fuf.ure of Indian banking, is 
which of those courses, if any, is likely to matuie m India 

Dr Jeidels This question is most interesting and veiy important, but 
I have no answer to offer It is no use to give you an answ'ei which is 
not definite 

Sn Hugh Cocke It is a matter of e^olutlon and there is no sugges- 
■ tion you can make^ 

Di Jeidels 1 really could not, but I would like to ask my co-experts 
whethei they hiAe an opinion on it It is not only my own opinion 
which ought h be solicited 

Dr Tiip 1 got the impression from some of the provincial reports, 
especially the Piepoit of the Central Areas Committee, that the position 
of Indigenous banking in that part of the countiy is w'eakening practically 
at piesent owing to the competition caused In the spread of com'- 
mercial banking It is stated in some of the reports that his position is 
w'eakenmg at present 

Sir Hugh Cocke That is the process of natural evolution There is 
nothing definite you can suggest to this Committee whicli w'e can lecom- 
vinend in the way of legislation wdnch w'ould bring that about more quickly? 
Many of the questions put today have een in the nature of queries, but 
they do not seem to have been put w.th the object of improving Indian 
banking Thi^^ is a question on which we want suggestions, if tlieie am 
any, to be made as to what extent and in what manner the indigenous 
banker can be improved or absorbed, and thereby the banking system of 
ihc! countiy improved' 
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Dr Jeidcls My own opinion on tho subject is to leave tlie de-velop- 
ment to its own couise, and not to do anything against noi to do anything 
particulaily in favour of the indigenous bankers, so that he finds his place 
just like puvate hankers m the rest of the uorld have found it This is 
only 1X1} peisonal opinion 

Dr Tup I cannot say that 1 am of a diffeicnt opinion because I do 
not know enough, about it If it weie feasible, I think it would leally be 
1. veiy good solution if some measuies could be found in ordei to brmg 
him closer to the commercial banking communit\ , as I said already yester- 
day, but uhat makes the question so difficult to answer is that the mdi- 
genous banker, if I am not mistaken, js not purely a banker He is a 
banker and a trader, and so the fiist question which would arise in my 
opinion — but of course we have not enough knowledge about him to give 
a decisive opinion about that, — ^is whether -^ou can make him exclusively 
a banker If that could he done, I think it would he very advisable to 
link him up to commercial banlcing, and I gather from the evidence given 
especially by Mi MacDonald, that some link already exists between the 
mdigenous banker and the Imperial Bank On behalf of the Imperial 
Bank they cash cheques and bills and make payments and if m particulai 
"Mr Macdonald says from experience that this business relation works 
favourably, I cannot at this moment see a leal objection agamst extending 
that process I think it would be very much in the interests of banking 
m this country if that process could be extended 

Str Hugh Cache One suggestion thaD has been made to us is that 
■the indigenous banker should be compelled to file some returns with the 
Begistrar to show vhat his figures aie That uould give publicity to his 
standing At present nobodv knows whether he is very strong oi very 
weak and that is the suggestion that has been put to us From what 
vou have seen of the banking conditions, do you consider that it would 
fie feasible to ask him to file a return’ 

Dr Trip I should like to leave it to him whether he would like to be 
hcensed or not If his position is of that land that he would like to be- 
come a banker in the proper sense of tho term and be linked up to the 
general banking community, then of course he could apply foi a license 
The conditions for obtaining that license could be made known to him 
and he could decide whether he would fie prepared to accept them or 
net 

Mr Devadhar When in Geimanv an indigenous banker found that 
he was being displaced by othei bankers, did 1 e expect Government to 
give him any considei ation at all Were his services employed bjj other 
banks in places where it was not possible to open branches’ 

Dr JcidcIs Yes, sometimes cashing cheques Every banker m 
Germany has at least one banking account in the capital of the country 
It is quite different fiom heie I think I am not making an exaggerated 
statorneut vhen I say that in a countrv like Germany, which is in this 
regard not different from other Westein countries there is not one single 
banker in the provinces who does not hold an account mth at least one 
of the big banks in the capital It stiengthens their position if they 
hold a banking account and iheiefiv keep up a connection 

Mr Khaiian You think that if indigenous bankers have a diiect 
account with banks their position would be strengthened? 
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Dr Jcideh I think so 

Mr Dcvadhai In youi opinion that would be a procedure which 
should be adopted to bring him into line with tlie general banking system?" 

Dr JeidcJs I think it would be a really good start 

Mr Devadhar One more question which relates to another depart- 
ment, but I put it now Supposing a banker who is doing both banking 
as well as trading has to be selected as one of the agents foi the manage- 
ment of a branch of a bank If there be a co-opeiative institution doing 
banlcmg theie, \^ould the management of that bank think of choosing 
either the co-opeiative institution oi the indigenous banker? 

Ml Jexdels Thej' may, if they do not intend to open a branch, tiy 
to get a hold in that place by establishing some connection It depends 
on circumstances I should say that the indigenous banker is better fitted 
for it because he is a trained banker 

Mr Devadhai One more question Has the mdigenons b.mkei, 
having seen the position that has been created for him, begun to appie- 
ciate the value of education and modern methods? 

Dr Jetdels 1 do not think that technically the piivate banker is in- 
ferior to a larger banker The technique of banking is no scciet, it is not 
even very diflicult and he can employ somebody who has had a training 
in a large bank There may be a little infeiioiity in a technical sense 
but this IS made up for by the more individual style of business, the more 
sjmpathetic connection, existing betw'een him and Ills customer So, I 
would say, from the point of view of efficiency of handling business, the 
indigenous or private banker is probably as good as the larger bankers 

Mr Devadhar On account of his being able to employ less staff, does 
he do his business cheaper*^ 

Dr JcjdcJs I do not think so In the competition of a middle-sized 
bank wath a large bank I think that diffeicnce counts, but it is not like 
an mdusti> where the technical aspect counts in every small detail The 
mechanical pait in banking business does not count so much 

Mr Devadhar Is theie any vel^ laige dilfeience between the rates of 
interest charged by him and any local bank? 

D? JeideJs I tried to touch on that in another place, not in tins con- 
nection, w'heie a small bankei’s dUlicuUies in western counbnes begin is 
this In order to compete for deposits he has to offer some attraction in 
the late of interest, and then he has to chaige more mteiost on his loans 
The difference betvfeen an indigenous bankei and a joint stock bank on 
the one band and the moneylender on tire otliei as I understand it, is that 
he takes higher interest than the joint stock bank and low'cr inteicst than 
the monejlendei That is the place whoie t put him in the banking 
system 

Sn Hvgh Code You talked of advancing on fiist class secuiitv, and 
secondly, on less realisable security, and, thirdly, wntliout secnnti/ and 
^ou expressed surprise that in India there was comparatively little 
advancing on the thud without security, that is on the good name of 
the borrow^er Tiom wdiat von have seen, would yon describe that as 
being due to lack of enterprise on the part of the banker? 
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Dr Jexdels If you wiU allow me, may I lefer to the memoiandum 
In which I expiessly say that I ceimot lecommeud. a change of pohcy I 
think it IS a special featuie of the banking system m this coimtry that 
■juch loans aie so infiequent 1 1 egret it, but I do not advocate a change 
of policy I tiled to give the leasons foi it It, leduces the scope of the 
banking business of the countiy if only -veiy limited kinds of security can 
be accepted, but, if you ask me what I would do as a bankei m this country 
under present conditions, my leply w'ould be that T would piobably do 
the same 

Mr SliammiLham GhotUi What aie the special conditions that you 
-lie thmkmg of in this countiy? 

Dr Jeidch It is partly the agiicultuial charactei of the countiy and 
paitly the legal position 

Mr ShanmulJiam Choify Will jou kmdl}’- just develop the idea of 
the legal difficulty? 

Sxr P in sliotamdas Thakindas I wish to ask two questions m connec- 
tion vith those two paiagiaphs, because I attach consideiable importance 
to the view that }ou take legaiding the outlay of banking institutions in 
this countiy In leply to Lala Haikishen Lai you ahead} made clear 
vhat }OU mean by commeicial bankmg and I have undei stood youi reply 
to mean all banking excluding what is speciahsed, namely, industiial 
banking oi co-opeiative banking oi mortgage banking and exchange tanks 
In India we all undeistand this as something sepaiate The lest is what 
I mav put in one woid as geneial banking Now, you have stated in your 
memorandum — ^I will read the sentence “Exchange banks do so in giving 
commeicial and industiial and also up-countiy ciedits and thev compete 
in taking deposits “ I wondei if }Ou ha\e ascei tamed the extent to which 
exchange banlcs give commercial and industiial and upcountiy ciedits 
T do not want to put you any questions but it has been biought cud in 
evidence that exchange banks give ciedits upcounlry only as far as export 
commodities aie concerned and that otheiwuse the pait exchange banks 
nlav in geneial banking is compaiatively small I then wi'jh to ask whe 
ihei in voui second paragraph wffieie you say “Special agencies foi com- 
meicial banking are the Imperial Bank, the Indian Joint Stock Banks 
and the indigenous banker”, vou do not piefer, instead of^^the woids 
‘special agencies foi commeicial banking”, the w'ords “specialised 
agencies” oi “exclusive agencies foi commercial banlnng”*’ 

Dr Jeidels Yes, this is what I washed to express 

Sir Purslxotamdas Tliahurdas Dr Jeidels, I shall give you the figures 
-•f banks and bankers in this country 


Rs 

No of Banks and Branches and Agencies including Provl. 

and Central Cc-operalive Banks , • . » 750 

No of Indigenous Bankers and money lenders . 2,64,000 

Erom the figures that I have given you I am sure you wall have leahsed 
the numerical importance of this commumty of the indigenous bankers 
and the very important part they play in the internal trade of the country 

o 


VOL IV. 
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Now I put it to you whether this important class of bankers can. be easily 
leplaced or whethei efforts should not be made to strengthen them, to 
punfy them and to make them moie useful assets in the financial orgam- 
sation of the countiy? 

Jeidels Mi Chaiiman, peihaps you will allow me to say that Sir 
Puishotamdas Thakurdas has put the whole situation in such an excellent 
form that I would naturally w^elcome an opportunity to say a few words 
In the minds of eveiy one of us, so fax as real banking is concerned, theie 
IS the feeling that in India, with the exception of foreign banking, the 
surface is scaicely scratched I do not know how’^ far the moneylender 
enteis into the banking system of the countrj 1 would make my meaning 
moie clear by giving an illustration If you take, for instance, the 
medical advice administered in a country, -^ou find a number of ph-vsicians 
and surgeons w'ho are scientifically educated, but in addition you have all 
over the countiy medical senicc administered by all kinds of people who 
have been educated and trained in their own nay Now the question is 
whether in dealing with the medical conditions one ought not to limit one- 
self to the extent and possibilities of scientific medical md only 

8n Purshotamdas Thalvrdas May I ask w^hether in your opinion the 
mdigenous banker does not understand Ins business? 

Dr Jeidels I said with full intention that in this field of commercial 
hanking the Imperial Bank, the Indian -joini stock banks and the indigen- 
ous banker have then special place but I did not include the moneylender 
I ceitamlj do not wash to identify him with the banlong system of the 
country He may do some service in his owm w'ay, but in my opinion he 
does not forni any pait of the banking machinery of the country Gene- 
rally speaking I would not call a moneylender a banlrei, because I cannot 
imaeme a banker who does not take deposits, in my opinion the taking 
ui deposits IS an essential feature of the profession If he takes excessive 
interest, I would again lilce to exclude him because in that case I would 
consider him a usurer and not a banker I w'ould not like to be in the 
same profession wuth him 

Sn Pui slioiamdas Thahwdas Dr Jeidels, I understand y'ou to advise 
that the indigenous banker should be left alone Don’t \ou think that 
this would be a sure w^av of his climin.ation from the banking system of 
the country*? 

Di Jeidels "Why should he disappear^ 

8n Pur slioiamdas Tlialmidas Because he has slowly gone down during 
the last fifty years and I can support this from the experience of my 
own firm WJiethei it is right or not is a mattei for the Committee 
I wall come to the constructive part I wonder whethei you have seen 
the evidence before th s Committee of the Marwadi Chamber of Commerce 
of Bombay and of the Indian Chamber of Calcutta Practically 90 per 
cent of the Marwadi Chamber are indigenous bankers They me mer- 
chants, their forefathers wmie merchants They found that then indi- 
genous banking business wyas getting smaller When it was o-ettint^ a 
little humiliating to have to wait at the dooi steps of somebodv*"to ^et a 
credit they turned to commercial business Thev have definitely'’ said 
that they wmrrld agree not to charge more than a certain maximum rate 
of interest if in piopoidion to then standing and their needs eithei the 
Imperial Bank or the Deserve Bank whichevei may- be the agency, agree 
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to discount their drafts They said further that they would agree to 
heep regular books of accounts and get them audited by an ^auditor 
selected out of a panel named by the Central Government, they further 
said that they ^^ould agree not to speculate or trade Now, the way m 
which this has been discussed very fully in Bombay in various com- 
mercial circles has been extremely businesslike They do not want to 
oblige this Committee or the country They say that if a man has 
Es 50,000 cash, he earns his 6 or 7 per cent on Es 50,000 Then on 
that ho gets credit for Es 1 lakh or Es lakhs and if he gets a turnover 

of 3 or 4 times, he can have a margin of 2 per cent You can imagine 
he gets a decent income on that Es 50,000, taking all the time that he 
IS doing safebusiuess They said that if they were assured of this, they 
need not trade or speculate or do ’an}’ other business Whether the 
monej -lender lo-day should be called money-lender or indigenous banker 
IS a matter of detail depending on how we define them The question 
IS out of these 264,000 you get 6,000 people who are prepared to fall in 
a line with this Are you at one stroke going to open 6,000 branches 
all over the country and hang them? Eespectable people will not find 
enough living out of the business, and others are induced who have 
temptations to charge exorbitant rates of interest 

Chairman 1 know that mauj other members w'ant to put questions 
on that point The point that Sir Puishotamdas put does not really arise 
here It arises later on, and his point was to put the facts before you 
so that } ou maj consider the matter and wEen the stage comes you might 
be in a position not onI\^ to answer his questions but also the questions 
which I loiow, will be put to jou in that connection by many of m$ 
otliei colleagues The point piecisely is this The number of 264,000 
does not matter , because all the 264 000 may not subscribe to these con- 
ditions Thej do not leally satisfy even oui definition of an lndlgenou^ 
bankei But the number is not reiy relevant It mayf be that 5,000- 
oi 6,000 of tliern aio willing to subsciibe to these conditions I shall ask 
the Secretai^ to diaw yotir specific attention to the conditions to which 
they are willing to subsciibc You see the leal difficulty at the present 
moment is ibis They cannot gel — at least that is the complaint, I am 
not prepared to say wdicthei it is so or not at the present moment, because 
my news may not he the views of mv colleagues — but then grievance is 
that thev do not get proper facilities foi the le-discounting of then bills 
and thciefore that results in then being giadually ousted from the busmess 
But if they are given piopei discounting facilities by the Eeseive Bank 
of the futiiie or by the Imperial Bank, they are willing to subscribe to 
certain conditions I will ask the Secretary to draw voru specific attention 
to these conditions If that is so, the point is whethei this Committee 
will not be pistified in recommending that that concession of re-discovmtmg 
should not be extended to them, provided they subscribe to those condi- 
tion': That IS a matter to winch von have to devote your serious atten- 
tion, and w^e should like at the appiopnate time to have your view's on 
that subject Yon can see the obvious need for it Theie aie these 
5,000 or 6 000 it is a modest estimate — hut they are there They may 
not he doing commercial banking m the restricted sense of receiving 
deposds hurthev take part m the busmess which forms an item of com- 
mercial hanlnng, that is, the movement of internal trade If it is possible 
for ns hv anv means hv anv reasonable means to keep them alive, we 

0 2 
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would ceifcamly achieve one of oui principal objects — the development of 
hanking in India If will kindly considei the answei, we shall then 
put questions to you at the appiepiute moment? 

Di Jeidels I think it is a veiy good piocedure to levert to tins 
wbject when we come to it I may, howevei, say that this discussion 
will be an argument foi me to extend to the indigenous bankeis what 
I have said in the memoiandum about an oiganisation foi the lomt 
i 3 tock banks ‘Whethei such oiganisation should be piovmeial oi foi single 
communities oi for the country at large, whethei it should be something 
like the Chinese Bankers’ Guilds, — ^in any case it would gi\c them a 
good chance to establish then own standard as bankers 

Gliaxrman We will come to that latei on, so that you may meanwhile 
read all the liteiatuie on the subject You may also see what Mr 
MacDonald of the Imperial Bank has said on the subject I shall ask 
the Secietaiy to diaw youi specific attention to that point also and also 
to any othei specific lefeiences in the mattei of other Indian Joint Stock 
Banks 

Dr Jeidcls Will you kindly ask Mi Ayangar to point out to me the 
relevant portion in Mi MacDonald’s evidence, because it will be difficult 
for me to find it 

Chav man He well do it 

Sri Purshotamdas Thahurdas I just w'ani to add one thing inoic betoic 
I leave this pait I do not want to anticipate anything, but it is rather 
liertinent I have said how the indigenous bankei has, to my mind 
certainly, been olbow^ed out of his field during the last 100 jcais The 
same applies to the bill question — ^bills not being the fashion m India 
Bills were loiown in India as Hundies centuiies back It is since the 
Western banking came in that youi cash credits became the fashion 
A film which had an oveidiaft oi cash credit in n bank was considered 
moic respectable than a firm wdiich could discount bills foi Es f lakh 
oi Es 2 lakhs One was considered "native” fashion, to use a word 
which is now out of fashion, the other w^as considered to be the office- 
wallah’s fashion or European fashion It is in that waay that the hundi 
has been lolled I am not criticising anybody again I am onh mentioning 

Dr Jeidcls Who kiUed? 

Su Purshotamdas Thalturdas The system, Sii 

Mr Shammuhham Chetty I may tell you that, supposing, for ins'^ance, 
I want an option of cash credit of Es 50,000 oi an option to discount 
bills for Es 50,000, the bank would sooner give mo the cash credit than 
facilities foi discounting bills 

o 

Chairman I should like you, Dr Jeidels, to examine that mattei too 
in connection woth the question of monev market You will also find 
something on the subject in Mr MacDonald’s evidence 

Sir Purshotamdas Thahurdas Before finishing, I would say only cue 
word regarding bills India has to relearn wdiat it has been tau^hr to 
forget during the last 50 yeais Theie is nothing new about it It is 
only a question of putting the system on the nght lines for bills to become 
the fashion If the Chetty, the Mooltani and the Maiwadi does not 
know how to handle bills, there is no one who Imows The system has 
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got to be so oiganised that biHs will be in vogue within 5 yeais I only- 
wanted to mention it 

Di Hydei Since theie aie gentlemen fiom diffeient countries I want 
to aslr each one of these gentlemen beginning with Di Jeidels whether 
he agiees with this opinion I am quoting two passages — 

(1) The decline of Geiman piivate banking m part absolute and 
in pait lelative is moio stiilnng in compaiison wuth the 
rapid strides towards concentration of banks 

{2) More impoitant, as showing the decline of the piivate bankeis- 
as a class, is the lelative number of those particrpating m 
the giro business 

The only point on w'hicli I ask your opinion is this, whether this decline 
of indigenous banking has happened m Germany and also in Europe 
generally? 

Dr Jcideh Certainly 

Chairman You might leave that over until ive come to the question 
of indigenous banlcei 

Dr Hydei I leally wanted to say that this was not an isolated 
phenomenon, but general all over Europe — the decline of the private 
banker 

Di Jeidch I shall keep all the aspects m mmd 

• 

Chap-man You will take every aspect into consideration, and later on^ 
yiu TT 11 be able, both of you, you from the pomt of view, of the mdi- 
genous banker and you Dr Trip, from the point of -view of the bill 
naoit, to give your considered views. 

Ml Baindas Pantulu May I understand that m Germany the banks 
give all facilities to customers to discount toieign bills? 

Di Jeidels Yes That has been already explained 

Ml Rainadas Pantulu. There are no banks which speciahsg. m. financ- 
ing foreign trade I want to put one question upon this aspect In reply 
to Ml Chetty you sard that some foreign banks had disappeared owmg to 
competition noth these banljs The Geiman banks then give all the 
facilities ? 

Dr Jeidels Yes 

Ml Ramadas Pantulu Is there any restriction agamst any foreign 
country doing banking business in Germany 9 

Di Jeidels Excepting a few^ foraiahties, generally speaking everybody 
may offer banking facilities 

Mr Ramadas Pantulu Do the foreign banks require the permission 
of somebody*' 

Dr Jeidels Permission to establish is required from the States, but 
this regulation is practically a formality 

Mr Ramadas Pantulu The permission of the States is necessary. 
Supposing a foreign country wanted to establish banks to cheapen 
German money, do you expect Geiman States to give poi mission in 
view or the benefit to the consumer ^ 
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Dr Jeidels The case is so hypothetical and theoietical that it is 
very difficult to answei Banks coming into Germany will not come 
i\ith a big bag of gold If they weie to open business and tiy to leceive 
■deposits, that means they would have to entei a business vliich is already 
stiongly cultivated by the existing banks Although there would be no 
political 01 legislative difficulty it would not be easy and scaicely piacti- 
cable foi foreign banks to entei because they would have to compete with 
existing stiong banking institutions, iheie is coinpaiatively little chance foi 
them to do business They would have to employ German staff, because 
then own staff would probably be moie expensive and does not speak 
the language They would have to enter a business wdiich is, I do not 
want to say oveiciow^ded, but certainly cultivated by a sufficient number 
of banks It would be very difficult indeed for a new bank to establish 
itself in Germany, even if there is no sentimental or legislative or political 
interference 

M? Bamadas Pantulu Then the fact that foreign banks ha%e not 
established themselves m Germany is due to the difficulties m the way 
and not due to the sentiment of the Germans^ 

Di Jetdels 1 think so 

Ml Bamadas Paniuln In India there is a ieeling that all the tiade, 
mdustiy, commerce, are in the hands of practically foreign banks and 
competition with these banks is practically impossible and there will be 
no chance of Indian banking business being developed If this is true, 
then do you think that this Committee should saj something about 
protecting Indian banking interests from being exploited b}' foreigners, 
who can afford to get money cheaply who can finance tiade industry 
and commerce more efficiently than w-e do at present But we hope 
to do it more efficiently than we do now if the competition is put out 
of our way and we are allowed to develop on our owm lines 

Dr Jeidels If you take the bankers’ point of view, the banker is 
very happy over every competition which is removed From the country's 
point of view’-, I think it would be a very tragic necessity if it had to 
dispense with an efficient existing banking system 

Ml Bamadas Pantulu Take the consumci foi instance If w^e 
prohibit the impoit of foreign cloth into this country, he is hit, he has 
to paj a laigei amount, but w’-e are trying to bojcolt foreign cloth, to 
put import duties on foieign cloth with the idea of oui bemg able to 
develop oui industry To me it seems that baulang is on the same basis, 
and if we impose restrictions on your coming and exploiting, there is 
some chance of developing ourselves 

Di Jeidels I think there is a fundamental eiToi If a country wishes 
to develop its lesouices, the fiist question is whethei its banlang system 
IS efficient Whethei it is a national banking system is a secondary 
question Is anybody wdio washes to develop the economic resouices of 
the country really ]ustified in asking the country to dispense wuth bank- 
ing facilities which are ‘efficient and which are available, in order to 
protect one single trade, banking*’ 

Ml Bamadas Pantulu Do y^ou think that if the national system is 
to '‘ome — wliethei we lie right or wrong we want to take that line — the 
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Indian banking eonceins can compete on fan and equal terms with the 
foreign banks? 

Dr Jeidels Absolutely fan, absolutely equal and absolutely free, 
because nobody is obliged to go to the exchange banks, foi instance, and 
deposit money theie Nobody foices them to do so 

Ml Eamdas Pmitulu Have you studied the questions put to the 
exchange banks as to why deposits aie going to the exchange banks It 
is not meiely competition, but it is due to vaiious kinds of advantages 
which they confei 

Di Jeidels It can only be some soit of advantage theyr offei Nobody 
can be foiced to use then sei vices Foreign banks "supply banking 
facilities,’’ I would lathei take that view than that thej txplo t They 
buppl} banking facilities and they supply it to eveiybody who w ants them 
If somebody does not want them, the banks leave him alone He can 
go somewdiere .else 

Ml Manu Suhcclai Where can he go? 

Di Jeidels That is %vhat w'e are discussing I think we have the 
Impel lal Bank and the Joint Stock Banks 

Ml Manu Suhedar Imperial Bank gives no interest on current 
account The Imperial Bank is not open to them 

Di Jeidels But they gue interest on deposit account 

Ml Manu Suhedai You said he could go elsewhere Where can 
he g( “> 

Ghaiiman There is the expiortei of produce He must operate through 
an exchange bank He cannot go to the Imperial Bank or to many of 
the joint stock banks Few of the Jomt Stock Banks are 
aclually talnng part in this hnancing of trade Therefore, ihey must go 
to one of these exchange banks, because similar facility is not available 
from any other source You may perhaps say, w'hj should not one of the 
existing ]oint-slock banks assist that man m regard to the financing of 
foreign tiadc There are difficulties there It is a question largely ot 
loieign connections That is really Mr Subedai ’s point When a man 
goes to one of these exchange banks he does so because he feels that 
there is no other bank wffiich wall give him the necessary finance The 
Imperial Bank has kept out of the field of financing foreign trade 

Di Jeidels As w’^e all know, if the Reserve Bank comes into existence, 
automatically the Imperial Bank wall be entitled to do exchange business 
for wdiich it IS ceitamly well-fitted Now'^ the country has technically 
first class firms m foreign trade finance, offering competitive rates Tire 
customer has a nice selection He finds the best accommodation I do 
not know of ai^'^ complaint From the customer’s point of vlew^ what 
is the objection to taking it^ Could lie ever ask foi anything else but 
that the Bank was reliable and that it offered proper and competitive 
teams'''’ 

Chairman The point of -view that Indian watuesses have placed 
before ub is this It is not the source of the banker to which he objects 
or to his colour or caste or creed But there is a general feeling that 
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he IS nofc given ihe same tieatment as the foieign class of customer is 
given 

Di Jeidels I quite see the point, 1 have xead this sentiment m 
dozens of statemcints 

Mt Shanmuliham Clietty This foreign exchange business is con- 
centiated m the hands of foieign banks and tbov make it invariably a 
condition, though not explicitly expiessed but imiJlicitlj^ m then conduct, 
that they would encourage then customers to have then insurance effected 
only with foreign insurance companies theiebj creating a block agamst 
the development of Indian insurance Suppose the biggei interests of 
the country suffers Then what would you suggest? 

D? Jeidels I have put the question vhethei the banking system is 
efficient The system of the 16 or 18 banks is efficient, is fine, high 
class and cheap 

Mu ShanmiilJiam Ohetty It is certainly so high class that none of 
us approach rt 

Dr Jeidels If you do not contest its efficiency' but only say it is 
not available for Indians, then I can answer 

Chairman It is generally conceded that those banks aie efficient 
The majority of us admit the efficiency 

Di Jeidels I can answer the question I cannot say that I have the 
impression that the Indian meichant, the Indian business man, is more 
or less excluded from the benefits of this class or tbat class of banlving 
We have 16 foreign banks Many of these banks — 1 do not state this 
as a personal opinion, but take it from various papers of the committee 
submitted to our knowledge — ’are domg the majority of then business in 
India They have to do as large a business as they can m India and 
vith everybody in India vho is a good customer The ochei class of 
foreign banl^s, not doing most ot then business in India Dutch Banks, 
a Blench Bank, Japanese Banks, a Beisian Bank, a Chinese Bank — could' 
they be interested m leaving any' good customer out? Do you think that 
all these banks of all nationalities could have a common police in that 
direction^ Do you think one could bring the American Banks or English 
or French or Dutch or Japanese Banks to an agreement, to exclude a 
certain class of Indian customers? Is that imaginable, gentlemen? It 
IS quite hkeljy that the business of banks witb their various classes of 
customers is different in practice If a customer comes to a bank and 
cannot speak my of the business languages, it makes a difference m 
his tieatment If he cannot give mfoiTnation about his standing, it also 
makes a difference Banking business requires to distinguish the quality 
of the customers But that any customer w'ho is likely to bring to the 
Bank a profitable business — a small one oi a big one — should be excluded, 
IS not imaginable The mentality of a Bank is to do all the business 
possible Its fundamental principle is the distribution of the business 
among as many customers as possible If you v'lsh my opinion, 
I give it unreservedly as follows The Exchange Banks are 

competing fieicelv among themselves, with the result that everybody 
has full chance of getting the banking facilities which he needs A Bank’s 
business is not. a favour winch it does to the customer I know that 
many of you and manv of your watnesses hold a different opinion. 
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but I must tell jou that I considei that opmion as eiioneous The ques- 
tion ought to be regaided fiom the point of view of the development of 
the economic resouices of the country I do not at all dispute the national 
spirit, it IS one of the highest sentiments and it exists m my countiy too. 
It IS not out of place geneially, but it is out of place m refusing Banking 
facilities I vill stick to this point of view and see no possibility of 
changing my opinion on this geneial line You must inciease and improve 
the banking facilities of the country, and if you wish to do this, there is 
no room for national criticism of institutions which as banking institutions 
are in my opinion highly efficient Now with regard to the insurance 
question A bank lending money against security has the right to select 
the security If a bank gets as security merchandise, it must be satis- 
factoiily insured To decide what is satisfactoiy must also be left to the 
bank, ]ust as it must be left to them to decide to whom to grant loans 
as the bank must be satisfied that the loans will be repaid on maturity. 
The bank is entitled and obliged to select the security and therefor to 
select the insurance I do not know to what extent the banks tiy to 
our-distance certain insurance companies, I have not heard of it, I have 
only heard that they select the insuiance companies My own bank in 
giving credits also allows onlv a small number of Insuiance Companief 
and accepts well-known foreign insurance companies which offer the same 
guarantee But we do not accept many other insuiance companies because 
w’'e do not consider them is entiiely fit foi our business If w’'e give 
credit we have to select the secuiity and an essential pait of the security 
IS insuiance I have studied the insurance problem m this countiy from 
the point of view of the capital available for mvestment in India by way' 
of premium reserves I find that life insurance business is smaller with 
non-Indian companies than with Indian companies Business m non-life 
insurance is smaller with Indian than with non-Indian insurance companies, 
but it has developed considerably during the last few' yeais, and it is 
certainly to be hoped that business of Indian companies will fuithei 
progress It should be an important field of activity and be cultivated 
like all national energies and lesouices m business This does not mean 
that oveiv single specialty of insuiance business which is done satisfactonly 
by the big international companies, must by all means be taken up by 
Indian companies They ought to select the most piofitable fields T 
agree with Mi Subedai that the countiy at large needs efficient msuiance 
against file, for transport risks and so on, but whether the insurance is 
supplied fiom India oi Germany oi some othei countiy, really makes no 
difference in my opinion It must be efficient insuiance, and this is ]uat 
as important for the Indian as for the non-Indian customei of a banlc 
which tries to select the insurance according to its experience about effi- 
cient insurance Mv term of efficiencv as guiding principle applies in 
banking matteis as to banking itself so also to insurance connected with 
bank transactions 


Sii Hugh Cocke I can say fiom experience that all that Mi Chetty 
said may have been true 10 yeais ago It is ceitamly not true now, that ex- 
change banks demand only certain European companies Indian com- 
panies are accepted to-day T have seen many' policies 

Ml Shanmukham Chetty You might lemembei the evidence given hy 
Mr Lal]i Naianji on this point m w'hich he gave a very good account of 
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8ii Hugh Gocho On the question ot a change of ‘luditois, Mi Lalji 
jSIaianji is leported to have lecommendod to the shaieholdeis that the 
Euiopean film should be letained because the fact that the accounts "weie 
audited bj- the Euiopean film helped them in then Imsmcss 

Ml Blianmuhliam Ghetty If an Indian Insuiance Company i<5 lestiict- 
ed even in legaid to the choice of auditois, fiom that we can understand 
the plight of Indian insuiance companies 

Sh Hugh Goclc I have only told ’Sou what he said the other day on 
the point 

Ml Mami Stibedai The disability however exists, whether it is diluted 
by the appointment ot English auditor oi not and the insuiance is only 
accepted within certain limits 

Ghanman I suggest that this might bo tahen up uhen we are 
•dealing Avitli that particular subject 

Ml Ramadas Pantuht Assuming that foreign banks are efficient, 
that Euiopean management is * most efficient, would }0u consider that 
eflficiency rules out all considerations of development of national hanking’ 

D? Jeidels Yes, decidedly so What I ha\c m mind is to help the 
development of Indian economic condition b^ supply mg a good and effi- 
cient banking system 

Di Hydei Have there not been in \our country from 1870 to 1918 
other factors vhich influenced the situation such as taiift policy, etc ’ 

Di Jeidds Development of the economic icsouices is the piimtii\ 
object and it requires the best banking facilities fiom Mheic\ei one can 
get them This is true for my country as veil as foi eaeiy othci it is 
essential to develop and ujihold the lesouices of the country If not all 
hanking faciht-^ and organisation is available at home then it ought to 
be taken fiom wherever possible 

Dj Hydei Agriculture, mdustiy and eommeice etc, haic an im- 
portant bearing Have they not’ 

Di Jeidcis Of course Bui an ePlicienl banking sNstein is of the 
greatest help 

Di Hydei If the Chinese agriculturist vcie far better than jour 
own agriculturist, jou would give away your land to the Chinese’ 

Di Jeidels Are ve speaking about Chinese agricultuijsts’^' 

Ml Manu Subedai In place ol jour banks vould you take the effi- 
■cient foreign banks in India? 

Di Jeidels That is a somewhat big question [f ve veie not satis- 
fied, that means, if our industry and commerce w ue not satisfied vith 
the banking facilities thej get at home — they feel sometimes not fully 
satisfied — they might If they can get those facilities in Germany , they 
will take them, but if they can get them better somcvheie else, then 
they take them there If a German Bank would open a hianch in 
London — as has been the case up to the war — it vould try to do its 
best to its English customeis 

Dr Hydei Why did vou want to have mark payments instead of 
sterling’ 

Di Jcidch Every country tries as far as possible to intioduce its 
nvn currency In Germany we w'eie not quite able to do so before the 
w>^ar, but with the liquid resources of the country growing and the rate of 
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inteiest neaimg the international level we largely succeeded However 
even in the last yeais befoie the wax we had to piocure for oui customers 
English, Swiss, French bank acceptances, because they weie cteaper 

Mr Manu Subedar The foieign banks aie veiy efficient and they 
give piopei service^ 

D? Jeidels 1 am not ciiticising the customeis’ attitude demanding 
ioieign facilities It is unavoidable Greim’any has to export eveiy year 
10,000 milhons of maiks which is about one-quaitei of the industrial 
pioduction of the country In oidei to compete with other countries 
-opeiating in the same markets, it is necessaiy to have the lowest possible 
woikmg costs mcludmg the cost of financmg If therefoi the financing 
IS absolutelj offered to our customeis cheapei or more abundantly by 
foreign banks, the German bankei may legieb it but cannot criticise it 
Ml Manu Subedai Whj. do thc^ i egret it^ 

Dr Jeidels Because we are oidinaij'^ human beings thinkmg of oui 
onn busmess 

Ml Bamdas Pantulu I take it that your considered opinion is that 
if this Committee taking eveiything into consideration thinks that Indian 
banking development should take place by affording facihties to Indians 
and bj lestiictions on foreign banks, it will not be lights 

Dr Jeidels Every sort of restriction which you put on any banking 
facility existing nr the country is in my ojimion, to the detriment of the 
economic development of India and I am therefore thoroughly against it 
Mr Manu Subedai The biggest bankers in the world are Scotchmen 
"Why have you not imported them in your own country’ 

Di Jeidels I shall ask my colleagues at home, why we have not 
Ml Manu Sudodar On the question of efficiency, we agreed to differ 
Now, I ask wdiv ur Germany the best article in the w^oild m the nature of 
a bankei, tlie Scotchman, has not been imported If you disagree that 
the Scotchman is a great banker, I w'^ould ask who is a great bankei Why 
have you not imported them in Germany’ 

Di Jeidels I only know that in German banks everybody finds his 
place if he does good service, independent of nationality For instance, 
in the foreign exchange business of banks in my country, Austrians, 
Swnss, Hungarians, etc , are employed Switzerland is a comparatively 
small country and its citizens seek and find employmient all ovei the 
world Oui banks take experience and competence wffieievei they can 
get it German banking gets of course most of its staff from its owm 
country We have 63 million people of wffiom two-thiids are living in 
Industry and Commerce, it has not occurred to us that we should import 
bank clerks Besides, I do not think they have offered themselves to 
anv extent 

Mr Manu Subedar Won’t you like to leplace these Swnss w roui 
bank ’ 

Dr Jeidels Thev have done us very good service 
Mr Manu Subedai When they retire, would you like to put Germans* 
Dr Jaidels We shall look for the most efficient holders of the place 
If we would particulailv cultivate Indian or Chinese business, vre would 
have to look out for somebody who Imow^s Eastern business Be he 
Scotchman, be he a Swiss, he is welcome I do not think that the 
national or patriotic element has reallv occurred 
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28th January 1931. 


Lala Harlmhen Lai You have used in your memorand^ the ex- 
pression ‘ on the English pattern” and you want to distinguish that from 
the Greinaan banking system which you call comprehensive banking 
Will you loudly tell me uhat is included in the compiehensxve hanking 
system which is excluded fiom the English pattern? 

Di Jetdels I want to ask whether we ought to discuss that here oi 
whether it should not be discussed undei Industiial banking 

Lala Hailmhen Lai I want to know whethei this is the only dis- 
ciimmating featuie oi is there any other? 

Di Jeidels The definitions m banking aie not very shaip as you 
know, and they oveilap to a ceitain extent I make a diffeience between 
industrial banking and induatnal finance Industrial banking is the 
b ankin g business with an industiial customei Industrial finance means 
those financial tiansactions which do not occur in the course of ordinary 
eommeicial banking If an industrial customer wants to have an over- 
diaft, it is mdustiial banking, if he wants to issue shares, if he wants 
to increase his capital oi if he wants to issue debentures, that is industnal 
finance I thinlc we want some sort of term in order not to mix these 
two thmgs up 

There is an important difference in the chaiactei of the uorking 
capital between an industrial enterprise and a merchant’s business The 
merchant’s woiking capital is much moie of a self-hquidating nature 
than that of an industrial enteipiise, where the woilnng capital is practi- 
cally permanently invested at some place of the industiial undeidalang; 
therefore, industrial banking is materially, not technically, not formally, 
somewhat different not only from industrial finance but also fiom com- 
nreieial banlung Commercial credit is against some commodity which 
sooner or latei moves and moves comparatively quickly, while the worlong 
capital of an industrial enterprise is permanent and not self -liquidating 
asset Eorergn trade banks of course prefer business with merchants — 
with importers and exporters — to that with an industrial enterprise 
Theie lies the practical difference 

Lala Harlmhen Lai The English pattern is moie restricted accordmg 
to your remarks and the German system is less restricted Apart from 
industrial finance oi industrial banking is there any other difference 
between the scope of banlang in England and banlang in Germany^ 

Dr Jeidels I do not think so 

Lala Harlmhen Lai They cover the same field in both countries 
except that German banking adds one or two features which are con- 
nected with industries which the English pattern does not do? 

Dr Jeidels Exactly 

Lala Haikislien Lai The Joint Stock Banks in India have, some m 
the past and some now, been helping industries more widely than the 
Imperial Bank does Do you approve of that or not? 

Dr Jeidels It lequiies a great deal of caution It puts a certain 
strain on banbng principles— on the liquidity of banking 
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Lala HaiLishen Lai You think that wider experience in the manage- 
ment IS lequired to do industiial bankmg business How would jou 
bring that into the service of the Joint Stock Banks? 

Dr Jeideh I can only lecommend cautious collection of cxpoiience and 
nareful management 

Lala Harhshcn Lai How would you bring that expeiience in the 
seivice of the Banks? In the Directorate or m the management ' 

Di Jcidels In the management The fiist lesponsibility lests in 
the management and only the second lesponsibility in the advice of the 
Board of Direetois 

Lala Haihshcn Lai I should like to Imow^ w’^hethei ^ou would lecruit. 
youi managers fiom the industrial hfe of the country lathei than from 
the banking hfe^ 

Dr Jeidels If jou ask foi the Joint Stock Banks with limited re- 
Bouices, I thmk certainly fiom banking, because there it is particularly 
necessaiy to have alw^ays the banker’s pimciples in mind That is the 
first requirement In Indian ]oint stock banks I would sav that a per- 
fect knowledge in banking is much more important than Imowledge in 
industrial bankmg 

Lala Hailishen Lai Would you kindly tell me how this knowledge 
IS supphed in the management or the Diiectoraic m other countries? 

Dr Jeidels This goes a little into banking education I think it is 
necessaiy to lay paiiiicular stress on the proper, real banking education 
If the manager is a clever man, w^ell-educated, honest, reliable and ex- 
penenced, and you ask where he might be less experienced m one of the 
two fields, ordinary banlcmg oi industrial banking, I would say that foi 
30int stock banks it is better he is well educated m ordinary than in 
industrial banking 

Lala Haikishen Lai How’’ is the deficiency of knowledge of industrial 
banking to be made up? 

Dr Jeidels You can supplement the raanagemenlj by somebody who 
knows trade and industry, who has learned in industry You can make 
him second manager or sub-manager In any case, give the real banker 
the post of manager and the first and last wmid to saj 

Lala Harhislien Lai is it done any wheie else? 

Dr Jeidels Yes, Sir Also m Germany, where industrial banking 
and industrial finance is largely cultivated, I think the bankei ought to 
have really the first and last word 

Lala Harkislien Lai I am asking whether the method of joining 
mdustrial finance with commercial finance is done in any other country? 

Dr Jeidels It is 'done on the whole European continent It is 
done in the United States too 

Lala Harlmhen Lai They have In the management additional staff 
conversant wnth industrial finance 

Dr Jaidels I would rather like to speak of the management than of 
•the staff There is always somebody in the management who specialises 
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moie on the andustiial side But. the one who attends to the ba:^ng- 
husiness ouffht to have the first and last ^\oid Banking means doing 
business \Mth othei people’s money and the first duty ot tJie bank is 
to safeguaid the depositor 

LaJa HaiUshcn Lai A deficlenc^ is found in the Indian Joint Stock 
Banks that tliev aie not cultivating, from the capital point of view oi 
fioni the depositoi’s point of vievi, industiial banlnng? 

Vr Jcidch 1 do not know whethei that criticism is justified 

Lula Harhshen Lai It is a fact that I lmoi.\ of What would you 
advise in order that this deficiency may be removed? 

Dr Jeidrh Ton mil find that m the industrial memorandum I 
have recommended very great caution because that land of business 
involves fixed investment I think I must emphasise that sound banking 
IS the more impoidant requiiement 

Lala Harlishen I.al I do not say that it is not important But how 
to add tins industrial wing? 

Dr Jtnlch You e.ui onl\ do rhat if your oidmaii banking is absolutely 
sound If the ordinary banking contains some weak spots, or if your 
loans are not easilj realisable, then the joint stock banks ought to keep 
away from industnal banking because it invoh'es dangers If you speak 
of mdustiial banking in the proper sense it means cultivating those loans 
which arc gneii to industrial clients That is what I undcistand b\ 
industrial banking I think that is not an improper field for the joint 
stock banks, but tliev must bo caieful to ascertarn wbetber they can 
get foi irione^ back ulren the depositors uaiit theus Industrial banking 
in this sense is a little more dangerous than tire pure commercial banking 
against self-liquidatmg secuiities I must advise that no bank in any 
branch of business ought to dispense uith the necessarv liquidity of its 
assets This is the real dominating feature 

Lala HarLslicn Lai I quite lealise 'voui principle of soundness and 
liquidity I quite realise that a bank with a small original capital should 
not vontuie into the industrial field At the same time industnal banking 
ought to come m But vou can advise ns on the model of Gennanv or 
Italv or some other countn which have then capital parallel to ours 
In this coiintiv the Imperial Bank has one of the best proportion of 
deposits to the capital It is only 1 to 7 or perhaps less than that It 
baa nearly 11 erores of reserve and capital and the deposits dmmg rbe 
last few years have been ranging about 70 croies That bank from'yom 
point of view is in an eminent jio'sition to come into the industrial field’ 

Di Jcidch I tbmk so 

Lala HaiUshcn Lai Any other hank ansueimg to that dc< 3 cnption. 
thoj IS uith the ratio of capital to deposits as 1 to ^ or 1 to 6 or 1 to 
7 or 1 (o 8 mil be m tire same position’ 

Dr Jeidch I tbink so, if it answers aoiu description of the Imperial 


lala Ran, shea Lai And tlieiefoie it follows that those bardrs ulucli 
do not leeeive a veiy large proportion of deposits m proportion to then- 
capital are the best, banks to invest money m the industries’ 
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Di Jeidels I flo not quite follow the conclusion May I lUustiate- 
the whole mattei^ Let us take the case of a sugai factory The bank 
may give a piopei commeieial ciedit against deposit of sugai in a ware- 
house They take the sugai undei lock and key and give a loan with 
10 oi 20 pel cent maigin against market puce That is commercial 
' hanking With a sugai factory there is also a large quantity of sugar 
m the factory itself, piactically in course of operation Besides, that 
sugar factory has a number of outstanding accounts, and then amount 
proves to be in sound relation to the liabilities An esammation of the 
sugar factory shows that it is in good operation and under reasonable 
management If the Bank gives credit to that sugar mill without having 
the sugar under lock and key, it does mdustiial banking 

Jjala HarLishen Lai But if the lock and key is put on, that is com- 
mercial banlong? 

D) Jcidels I thinlv so May I ask whether this definition is 
accepted as a rule by the exchange banks or the Imperial Bank'-’ 

Ml Lamond Wc do not put our lock and ke\ in industrial financing 

Di Jeidels Then you do industrial banking? 

Mr Lamond Yes 

Mr Bucliley As far as we are concerned, it is a question of the 
difference belveen unsecured and secured credit 

Qhanman I understood you to say yesterday that your commercial 
banking also contemplates what is known in this country as clean credit‘d 

Dr Jeidels Yes 

Chairman That is credit without any tangible security^ 

Dr Jeidels Yes One further point My banker may say “The 
enterprise is good, but after all the sugar mill is not so large and it is 
agamst my principle to give unseemed credit So I shall ask for the 
title deeds to be deposited as a soit of emeigency secunty ” That is 
also industrial banlnng 

Lala Harhishen Lai What one would call here collateral security 

Dr Jeidels Yes It is an emeigency security Such industrial 
banking, if it is done vei-y carefully, I consider legitimate for the joint 
stock banlvs 

Lala Hailishen Lai You say here “As far as their business differs 
from the pattern it is mainly!' due to special Indian conditions” That 
ropans the English pattern? 

Di Jeidels The Eugrlish pattern of specialising 

Lala Hailashen Lai Would vou specify the special conditions <^f 
India you had in mind*’ 

Di Jeidels It is a country vnth a limited bill market and where the 
agricultural produce plays a very considerable part 

Lala Harlashen Lai So far as my experience goes the bill market 
has suffered for two causes (1) the ovei draft system and the cash credit 
system of the hanks and (2) tire high stamp dutv In the case of bdls, 
if it is for 3 months and it has to be renewed it comes to about 35- per 
cent in one rear Eoi the sake of argument let us take it to be 3 per cent 
There aie two factors which militate against the bill market One is the 
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stamp duty and the othei is the cash ciedit system which leally is much 
moie facile than the bill maiket The question that I ask is, supposing 
the stamp dutj is high as I am putting it and also that the cash credit 
system has really militated, how would jou lemedy thcsc conditions in 
order to bung the bill maiket into being? 

Di Jetdels I shall tiy to answer youi questions but it will have to 
he thoroughly discussed m dealing wuth Ihe Money Maiket, as it is an 
essential part of it When there will be a Central oi a Reserve Bank, 
as you call it, m this country then the bill maiket will no doubt be 
enlarged and better equipped I think the habit of cash ciedit is due 
mainly to its advantages compared with any kinds of loan If the sugar 
mill sells to its customers on 60 or 90 days’ bills, then the use of bills will 
probably be cheaper than cash credit, but in the case of a transaction 
of a shoitei duration cash credit may be cheaper I think the customer 
in this countiT calculates thoioughlv the \aiious possibilities 

Lola Harkislicn Lai Here, taking the sugar factor7, the sales are 
effected in this fashion The purchaser agrees to take a supply within 
some definite period and some kind of memoiandum is wntten up The 
goods remain in the mill itself and in the memorandum it is stipulated 
that a portion of the goods is to be removed wnthin a week, fortnight, 
or a month and so on Sometimes the payment is dela3ed, but still no 
bill<5 are written up 

Di Jeidcls This w'ould mean that the mdusti\ is not sufficiently 
accustomed to the use of bills 

Lola Harlcishen Lai Therefore, the customer ought to bring the bills? 

Dr Jeidcls I do not understand this statement 

Lola Harliislien Lai I am a sugar manufacturer myself I do many 
transactions including one this moming You have to accept facts as 
I place them before you for the sake of argument, because I Imow 
those facts in some cases much more than j'ou have been able to acquire 
Now then, you said that if a man possessed a bill, he will go to the 
bank and sell it to him The practice m this country is not to have 
bills against goods sold In other countries the practice is that as soon 
as goods are delivered, bills are draivn 

Dr Jeidels That is an important statement wdiicli }ou hare ]ust 
made 

Lala Harlcishen Lai 1 am asking rou how' 3011 would remedy that 
state of affairs" 

Dr Jeidels By introducing bills May I put a question to elicit in- 
formation’ Is the stamp duty a central affair or a piovmcial affair’ 

It 18 a provincial affair 

Dr Jeidels My point is that it should not be so It should be unified 
ror all India 

Chairman One of the proposals whicli has been under consideration for 
some time ..and will probably be taken up more seriously m connection 
with the new constitution for India is that the stamp' dutv on commercial 
paper should be centralised and adjustments made with the provinces 
So, that is a point which is already engaging the attention of the Govern- 
ment 
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Lala- Harlnslien Lai In our Punjab Committee Eepoit we have dis- 
cussed this question fiom the point of view of centiahsing and from the 
point of view of leducing the stamp duty Then, do you agiee that one 
of the methods would be to leconsider the stamp duty? 

Dr Jeideh I do not object to the stamp duty if it is up to one-half 
pel cent pei year, but mv criticism is against its being i provincial affair 
The proMiicialisation of a mattei of geneial tiade like this should be done 
away with altogethei 

Chairman Supposing the late is found to be thiec-quaitei pei cent 
per annum, woukl }ou call that on the high side’ 

Ih Jeidels Yes 

You touiself piefer that it should be leduced to one-half pei cent ’ 

Di Jetdch Yes that ought to be the limit m a countiy with a rather 
high interest late In mj countij w'heie also high interest rates prevail 
nowadays, we had 4/10 per cent some years ago, but it has been reduced 
more recently to 2/10 per cent per annum I think for this countiy, 
taking every'tlnng into consideration what Lala Haikishen Lai has said 
I think half pci cent ought to be the hnut May I know on what terms 
.ind conditions the siigai mill sells its inoduce to its customers’ 

Lala Haihshcn Lai If it is a small contiact, then it is sold on ready 
delivery teims which means on a w^eek s time or a month’s time They 
pay cash as tlie\ take delivery of the goods but most people take delivery'^ 
on the last day of the month and pay cash Sometimes bills are diawm 
for 3 or 4 days wlien goods aie dosp.itched outside the factory to a distent 
destination The bill is handed ovei to the bank wuth a railway receipt 
The railway receipt 's purch<ised by the purchaser of the goods on pay- 
ment of the bill 'That is one system Another system is selling fonvaid 
on 4 to 6 months delivery In that way instalments are fixed and when 
nothing js decided upon, the man has the choice to make the delivery 
There aie, however places where timber is sold exactly as you say in 
the Peshawar District sugar is sold at 1/3 cash and 2/3 bills and the 
same kind of tiansactions was mtroduced in some otliei places, but here 
again the cash credit system has come in and the bills have disappeaied 
But in the matter of dealing with geneial commodities issuing of hills iS 
not in vogue, but I W’ant -sour recommendation on the subject, how’’ best 
to introduce the bill habit 

Dr Jeidels Excuse my cross-examination My point is that bills 
come to the bank and are net created by the banks The bill habit must 
therefoie be re-intioduced in trade, unless bills aie too expensive to dis- 
count or the banks refuse to discount them, both of which is apparently 
not the case 

Lala Harlashen Lai Banks generally do not lefuse to discount bills, 
but all depends on what the man is worth. Ins status and so on Yester- 
day I W'-as asking you some questions about the soundness and stability 
of the banking system My own experience is that the banking system 
of any’’ countiy is entirely dependent on the system of commerce prevalent 
in that country If the industry is sound and the commerce is sound 
then banking can be sound Is that not so’ 

Di Jeidels Quite so 
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That IS exactly what I wanted to get from you If the commerce 
and industiy is sound, then it will not be difiicult to get bills Such 
being the case I want to find out whethei oui banking is sound or not 
according to you’ 

Dr Jeidels I should think that the primitive methods now in use 
are more due to the trade conditions than any defect in banlang 

Sii Pm 'thotawdds ThaLmdas Is it not due to a vicious circle’ 

D, Jcideh It the banka refuse to discount bills or would make it 
so expensive that it does not pa'^ to draw bills oi ]ust as cheap as to take 
cash credit, then of couise banks can be put to blame, but I understand, 
the banks geneiallv charge about I per cent above the Imperial Bank 
rate in discounting these bills 

Sir Pursliotamdas Thalurdns But the question is what percentage 
of the total ccmmorcial communitj handling inteinal trade the banks 
actually come to know of In oidei that a banker ma} discount a bill 
he should know something about the party I am, howe\er, not speaking 
of b«nlcs as a whole Mv point is that the big banks know only the top 
layer of the Indian commercial ccmmunity, but we all know that there 
aie se\eial laveis of the eommeicial community undenicath who play 
an iinpoitant pait in the tulno^el of the trade of the countrv We are 
not concerned wnib the upper lajcis of the commercial community 
Supposing foi e\am{-le, n Migai dealei take., a biP fiom i man say, 
who IS in huei Ko 8, and the bank refuses to discount the bill on the 
ground that he does not know an^ thing about him, Ihen lliat is an 
anomalous position 1 just wanted to know whctlioi this point has stiuck 
^ou, the fundamental point being the numbci of people known to the 
banks 

Dr Tup In m\ memorandum on the Momn IViaiket I lia\c touched 
on that point I sav the lack of bills in tins coiintiij Is not a result of a 
lack of oiganisation only, but a lack of knowledge and confidence and 
touch Without confidence, knowledge and touch there is no possibility 
for a bill maiket to come into being And so long as these faciois remain, 
even w'hen a Eesen^e Bank is, started I am confident that the Bill habit 
cannot be developed 

Di Jeidels 1 quite agree 

Dr Trip We all of course, wish to develop tlic bill market but we 
must absolutely be in a position to know what the real factors me and the 
difficulties that he in the way of its development I do not criticise the 
banks, but I think in this comiln ilioie is this difficulty of finding out 
the position and the standing and lespectability of the signatories to the 
bills and as long as that is not got ovei, ^ou cannot develop the bill 
market in this country I wall deal with the question more largely when 
we come to the question of the money maiket 

Chaiiman That is very mteiesting Lain Hmkislien Lai’s first point 
was how far the growth of the system of cash ciedits w'as impeding the 
growth of the bill habit The other point was that the stamp duty^ was 
impeding the bill habit His other point was that the growth of the 
cash credit system in lecent years is not only impeding the development 
but actually i educing the ground previously covered by bills That is 
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ivlso a matter which we might usefullj^ discuss at a later stage If Dr 
Jeidels wishes to discuss it here, I am quite wilhng to allow the discus- 
•sion to proceed 

Dr Jeidels I suggest that it be taken up with the question of the 
money maiket 

hala Hailashen Lai I agree 

Chairman You will find a great deal on the point as to what extent 
■the growth of the bvstem of cash credits has not only impeded the 
"development of bills but also leduced the ground previously covered m 
Mr Macdonald’s evidence If you will kindty look into the matter when 
you aic dealing vith the question of bills, it would help us 

Ml Lamond I want to know whether you would approve of bills 
replacing cash credits when they are held by a dealer m a godown awaitmg 
■sale, whether ■^ou would approve of that being done by bills instead of 
■cash credit 9 

Dr Jeidels Yes, certainly, by bills instead of by cash credit, to put 
■the country more on the basis of^ bills than of cash credit That is a 
very essential point 

Chairman If you will kindly consider that, and bring it up in your 
■discussion later on, I shall be obliged and the members would profit by it 

D? Hydei I wish to bring out a passage from the Eeport of the 
Taxation Enquiry Committee so as to put our friends in possession of 
facts in reference to the duty on bills compared with other countues 

The corresponding rates in England and the United States of America 
are — 
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The duty on bills in India is, therefore, nearly double that in England 
and nearly 5 times that m the United States, and that on bonds 4 times 
that in England and no less than 10 times that m the United States 
Moreover, the disparity in the case of bonds has been accentuated by the 
fact that m some cases provincial legislatures have increased the rates of 
duty by 25 to 50 per cent 

Lala Harhishon Lai Then you say “The lack of a central bank 
competitor” This I suppose implies the function of a banker’s bank 
and the jomt stock bank should be separated as early as possible ? 

Di Jeidels It will be m time It is somethmg unusual 

Dr Trip It is not usual I quite agree, but it may be desirable under 
•certam circumstances The Eeserve Bank is not purely a bankers’ bank 

Chairman Eeseiwe yourself on that point We will pursue the dis- 
cussion when we are discussing that particular question 

D 2 
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Lala. HcLTli-islitii Lcil Would jou tell us how bank acceptances aie mado- 
and what advantages they have I want to know the method in which* 
bank acceptances are done, and wdiat useful purposes they serve ^ 

Dr Jeidch It serves the useful purpose, that it is the cheapest form, 
of banking credit Instead of a cash credit w*hich }Our sugar factory 
gets from the bank, the bank could put its own acceptance at the disposal 
of the sugar factorv Banker’s acce]itances are lihe highest class of bills 
m a bill°maiket, those bills are selling at a more favourable rate— at 
lower rate of interest than am other bill The English banks fonnerly 
held then acceptance onlv at the disposal of impoit oi export transactions, 
but they do it now' laigelv foi all kinds of business, because it supplies 
the cheapest sort of credit 

Lala UaiUshen Lai Does that mean that reallv an acceptance is- 
useful when there is a bill market^ 

Dr Jetdcls Yes In the absence of a developed bill market in India 
aou could do nothing in this duection The commercial banking of the 
countiy IS in its methods somewhat prmnsive, as I wished to illustiate 

alluding to the lack of bank acceptances 

Lala HaiLshen Lai I am rather pleased that jou have made this 
lefeience If some banks started this (acceptance), this will be very 
good support for acceptance market? 

Mr Currie Yes 

Lala Harlxislicn Lai When vou speak of the commercial banks heie 
accepting the German system of more comprehensive banking, is it to* 
suppl}' the place of the piivate banker also? 

Di Jcicleh Yes, the English private banker Most English pin ate- 
bankers do issuing business in shares and bonds He helps industiial 
and other companies to increase then crpital 

Lala Hartislien Lai Not under -writing? 

Ml Cuiiic I am an English private banker I am not an issuing 
house In the old dajs a very large number of banks in England were 
private banks and there were partnerships There were in it various 
men who were rich Thev did rll the banking of England As ]omt 
stock banks came in ther competed with the result that they acquired 
the inteiest of the private bankers and m other cases q^iovided banlteis 
themselves to ]oint stock banks My own familv him amalgamated with 
Messis Glvn Mills d Co , and we subsequently acquired the business of 
Mesors Holt & Co Thev started getting private accounts and other 
business which needed at various times advances and m that way built 
up business ’ 


Lala Harlxishen Lai I want to know what fields they cover? 

m commercial banks The 

difierence in the fields thev cover are issue and stock brokerage Whereas 

non^S'thlm' are ^ members of the Stock Exchange, in England 


Di Jei'Jels I had those bankers in mind 

Laia Darlxislien Lai You wall recommend 
as you have put it here? I 


who are issuing houses 
a slightly modified form 
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Dt Jetdels Tes, industiial finance and stock exchange busmeass are 
also included m my term of compiehensive bankmg 

Lala Harh shell Lai So far as investment in Government securities 
is concerned, do not banks on the Continent do it^ 

Dr Jeidcls That was discussed yesterday 

Lala Haihishen Lai 1 want to know whether you lay emphasis on 
the woid “veiy laigely ” Compared to the continental banks aie the 
Indian joint stock banks dealing more laigely in Government securities? 
The Peoples' Bank ha\e 80 lakhs in Government securities of its own 
against advances on all sorts of securities of 2 cioies and 30 lalchs We 
Irate a!bout 40 lakhs in cash 

Chan man I shall give one instance, which came to nij' notice I took 
ithe figures fiom the balance sheet Iho figmes aie 


Rs 


Investments m t <;ocuritios 

* 

31 

lakhs. 

Deposits with banks 
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Loans, bills, discounted etc , fully seemed 


21 

9 

pro-notes loint 


1)9 

>> 

„ single 


1 

99 

Bias . 


33 

99 


That does not confiim the statement you have made here It is roughly 
25 per cent of the total*’ 

Di Jeideh Indeed, that if a bank has 25 per cent of its assets in 
Government securities, this is a very large percentage of its liquid re- 
souiees foi investment in Government securities If you had a Eeseive 
Bank the Bank nould ceitaml) hare less Government secuiicies and more 
bills 

Di Tup What are the Government securities*’ Ale they loans? 

Mr Lamond They include treasury bills 

Dr Trip As long as I do not Icnow what the division is, it is very 
•difficult VO give an opinion 

Ml Lamond These aie the figures for the big five in England, 224 
milhoES in investment, and trade advances 1,256 millions That is 
loughlv about a fifth 

' Mr Currie As against that, they have a large propoition of their 
liquid aosebs m bills, which Indian banks do not have 

Di Jeidels In this country it is profitable to hold a certain amount 
■of Government securitves, owing to then comparatively high yield of mterest 

Clianman We do not know hov much of the 31 lakhs mvested in 
Government securities by the Bank m Madias, consists of treasury 
hills Lala Haikishen Lai himself is a banker , he may be able to give 
you some details I am simply referring you to the figures which came 
to my notice? ' 

Dr Jeidcls If you ask me, Mr Chairman, whether the large invest- 
ment in Government securities strikes me as a special feature of this 
-Gountrv, I say, that indeed it strikes me as such 

Mr Lamond The Canadian Banks have a large percent of tieasiiiy 
bills, 70 millions, and discounts and advances 299 — about 20 per cent “ 
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Dr Jeidels I do not want to be inquisitive But of the 80 lakhs 
invested in Government securities by the Peoples Bank, how much is 
in treasury bills? 

Lala HarTiishen Lai Very few treasury bills Perhaps 2 lakhs are 
treasury bills ' 

Mr Bushforth I have heie the figures for all the banks in India for 
1926, 1927, 1928 during which years I do not thmk treasury bills played 
a verv important part Perhaps 30 U would like to hear the figures. 

Central Bank of India — 

Gilt edged securities 

Loans, advances ^ • 

Bills discounted • * 

Allahabad Bank. 

Glib edged securities • 

Loans, bills discounted, pro notes 

Dr Jeidds I uould like to emphasise, that my lemaiks on this 
matter are not meant as ciiticism If one wishes to desciibe commer- 
cial banking one has to point just to those features which are Indian and not 
general features With the Beserve Bank in existence, you will have 
more investment in bills and less m Government securities I am not 
speaking of treasuiy bills, as no separate figures are available to us 

Lala HaiKishen Lai The Government does not at present sell a large 
.amount of bills to banlrs but to outsiders, because tbs Government is 
paymg today oiei 6 ^ per cent as interest, while no bank ib paymg 6 per- 
cent 

Dr Trip It will have big consequences on the financial policy of the 
Government 

Dr Jeidels This is why I drew attention to the fact Not that any 
measures should be taken in lespect of it, but one ought to show those 
features which are essential for future development If the banking system 
develops from somewhat primitive to higher forms, the Government will 
have to look out for finding new markets foi Government securities, and 
I do not think the amounts aie so large that this would create difiiculties 
I think the amounts in question are certainlv not more than 40 or 50 
crores and not all of it will be replaced by bills 

Mr Kliaitan Don’t you think it is a vei\ good point for consideration 
by the Committee so that measures may be advooated for the improve- 
ment of banking in the country^ I did not quite catch the point when 
50 U said "I do not diaw*^ attention to this wnth the intention that anv 
measures should be taken in respect of .it” 

Dr Jeidels It is quite natural that if the banking assets are largelv 
in Government bonds and not in commeieial bills, then the country at 
large, is of course, less supplied with bankrng facilities Every crore of 
liquid assets invested in commercial bills instead of in Government bonds 
IS an increase of the banking facilities of the country Let us use the 
analogy of yesterday again, the physician examining the patient He 
makes observations showing prospects and possibilities which may develop 
but they do not urge him to perform an operation, they do not call for 


8 crorod 22 lakhs 

• ^ ff 


, 3 cvore^ 



immediate action Banking is an evolution, it is not made but develops and 
in exammniR tbe banking conditions of a countiy one has to find the 
tri:;es of piospective futuie development I think that with an inciease 
of the bill market banks Mill bv and bv be able to use their liquid le- 
soiirces moie in the banking business of the country I considei this a 
sound prospect, to vkich one may look foiwaid, but which does not call 
for specific measuies particularly not legislative It foi-ms part of the 
noimal development of the country and of a healthy one 

Chatr7nan That was the reason why I was trying to fix the issue, and 

1 wanted to hear from you w'^hat in your opinion is too high a percentage 
You say ’t is 25 per cent from the figures we had before us in India 
Now , in the case of the Big Five m England it is 20 per cent Then you 
laised the question Do those figures include Treasury Bills or not? Now, 
even if they included Treasury Bills, that is Government loans, the point 
of view w'hich you are now placing before us would still be there You 
see wdiatever importance may be attached to that view would be irrespec 
tive of the fact wTiether the holdings iii Government papei are in long term 
securities or in Treasur}'' Bills It is of some importance from the point 
of new of this Committee, and I simply mention the point now Perhaps 
w^e will deal with it when dealing with this question of the money market 
and commercial pajier 

Lala HaiUshen Lai There are banks like the Central Bank with 47 
*pcr cent of its reserves invested m Government securities, and I know 
of a bank called the Punjab and Sind Bank which has got 60 per cent 
m Government paper In the same way the Punjab National Bank has 

2 croies as against 3 crores advances, a bigger ratio than the Bank of 
India 

Mr. Kliailan I believe the Imperial Bank itself, which is the biggest 
bank, invests about 33 per cent in Government securities 

Lala Haikishcn Lai When I read the word “large” I read it as apph- 
eable to all those banks 

Mr Manv Subedar If that position is such, would vou not suggest 
borne means of bringing it into line with the othei countries 9 

Dr Jeidch Y’es, bv the establishment of a Beseive Bank It seems 
to me impossible in any other way 

Lala HarhbhcTi Lai You hesitate to give us any advice how to im- 
prove the present position with regard to loaning Would you think out 
imd give us some real lead in this matter^ 

Dr Jejdels I tried to allude to a few points which would make it 
easier for a bank \o take less simple security, such which is less easy to 
icahse The bank has to be satisfied about the quality of the loan If it ^s 
possible lo satisfy the bank that the loan is just as good without security 
or with some other than quickly saleable security, then the bank may 
agree to it, to establish these possibilities, I tried to give some suggestions 
which are not meant as more than hints I suggest that as far as I know, 
ihe country has not one general and simple commercial law Of course, I 
must not be examined on the legal situation of the country I only Imow 
that a simple and uniform law-, wdneh facilitates business every wheie, 
does not exist here, and that one hears many complaints Some speak 
of the Hindu Family law, which seems at least not a simple 
local situation All countries which have developed economically have 
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tiled to simplify and to standaidise conditions, and quite important among 
oucli IS a good commeicial law Some of tlie economic piogiess in my 
counti) up to the Wai I atliibutc to the deal and simple legal conditions 
which \ieie m the jeai 1900 ciowned by codification of the gencial civil 
laiv Oui commeicial law vas codified immediately aitei the establishment 
of the Geiman Empiie, a commeicial law which applies to all paits of 
the countij This makes it, of couise, vei-^ much easici to be satisfied, 
vhothei the ciedit is by all means seemed I tiied by the ^NOiding of 
the memoiandum to avoid that I should be examined on tlie subject, I 
am not comjietent to speak on legal conditions m India, but I don’t 
behove to saj too much, in expicssmg an ojnmon that they aie moie com- 
pile ited uJian those lU my own eountiy and m many other western 
countiies lake only two countiies which ha^e codified laws, Eiance and 
Ciciinan^ In Fiance \on have the peifoet Code Napobon whid. is one 
oi Ilip mo'^t maivellous codified law's with legaid to simplicity In Geimany 
A'ou ha^e the Geiman commeicial jaw of 1872 oi 1873, and the general 
civil law ot 1900 Removing economic diffeiences and mteinal bauiers to 
hcbiness m the countiy is one of the methods to laisc banking to a highei 
standaid '1 he second suggestion w'as in lerrard to the pioblcm, of getting 
tlhit kind of infoimation — do not sav sufficienl infoimation, but that kind 
of infoimation to which modem banking is used 

Lala Haii.ishcn Lai "Would \ou kmdh tell us how >ou tabuiiuo and 
hov^ '>ou collect the infoimation in Geiinam ? 

JJi Jf'tdch I am soin I did not bung one of those files flora home 
which we use iii iny bank foi e^cly customei In most western countiies 
theie aie one oi moie agencies like Dunn’s Se\c1’s "We liam* an all- 
loiuiVl infoimation sen ice md use also foieign agencies, because the geo- 
giaphical distance often mipioves the quahtv of the infoimation We also 
collect pm ate infoimation and pimcipalh we have the cmtomei’s balance 
sheet 


Lala Hailishcn Lai One is the public institution 

Di Jciclch Yes, thcA aio commeicial film‘d winch mak'^s it business 
riiev take snlnciiptions and sell Iheii infoimation 

Lala HaiLishcn Lai Anothei is pmate enquuy’ 

D? Jeidcls Piivatc enquuy thiough othci banks 

Lala Hailislien Lai And the thud is the balance sheets of the fiims’ 

D) Joideh Tlie balance sheet and the accompanying information 
which the customei gives, his own statement 

'/ ala IdaiTtshen Lai That is on what leally the ciedit of the people 
depends, the^e thiee kinds of infoimation You also get from abroad in- 
formation from foreign firms, not Geiman films’^ 

B) Jctdels Y'es, we sometimes use foreign agencies like Dunn's and 
Sevd’s 

Lala Haihtshcn Lai Is there any agency for India? 

Dj Jcjdeis For India we w'ould probably A^rlte to an Exchange Bank 

Lala Haihshen Lai I found m 1924 m the Deutsch Bank at Beiha 
ihe nameb of half a dozen people of Dahoie with veiy inteiesting mfoima* 
tun about them which was net in accordance wnth mv infoimation I do 
not say that it w'as correct oi not, but it w'as there ' 
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Dt Jcidels A seivice like Dunn’s oi Sejd s is one of the most wondei- 
iu] oiganisations which I know m the world That is why a bank never 
lehes exclusivel} on its own knowledge, it is not even -satisfied with the 
customei’s statement It also consults the information fiom th“se oigam- 
'^ations because they have so gieat an experience that thej*^ accept some 
statements and doubt others 

Lala Haihislien Lai How w^ould you in that mfoimation deal with 
jieople i.ho are very sound and not speculative, but who, at a later stage, 
beg n to speculate 

Di Jeideh They w'ould add “Mr so-and-so is somewhat open to 
temptations” 

Lala Ha‘iL}shcn Lai A man must not be open to temptation from the 
very start*’ 

Di Jcidels They generally give the history of the firm, when it was 
founded, what its capital is and so on, that figures are not available or 
ihat the figures are of doubtful aalue, with avhom he does his banking, 
etc 

Lala HaiHishen Lai That is all light, but the question that I ask is 
this A man mav be reported very sound m all these three statements that 
auu get, but' he might take to temptation at a later stage How do you 
guard against that^ 

Br Jeuich Such mfoimation is no msuiance 

iVfr Khaitan Is it not revised from time to time*? 

Di Jeidels Yes, it is reused before using the information, if it is 
sa-y two months old one asks before deciding whether it is up to date or 
• w’hothei there is an addition I have made a practical suggestion to 
create some sort of reliable information service Of course, one country 
cannot oe developed on tire same pattern as another The Chambers ot 
Conrmerce have, I trust, some way to suggest Please consider wdiether 
it IS not possible to build up an Indian institution to supply mfoimation 
The banks use at present the shroffs and make a note of what they hear 
11 cm the sill off I have seen a few shroffs and admue their knowledge, 
blit I am a little afiaid of it being too much a matter of memory The 
information 1 whjch rvas given to mo was really marvellous, but it relies 
•on memoi} , and memoiv is not a part of modern organisation 

Ml Mami Suhedai Has tins system been known to be incorrect? 

Dr Jeidels The firms exclude i esponsibility There may be errors, 
but I think the percentage of error is very small 

Ml. Cassbls Very small indeed 

Br Jeidels If you start something like that in India it wiH. be im- 
pel feet in the beginning 

Mr Cassels As a matter of fact they ai e publishing a book each year 
in \vhich thc-y give a list of hundreds of names of the more important busi- 
ness firms which are so w^ell-knowm that they can put down their wwth in 
a verjf few’' words 

Mr Laniond In our bank, m up country branches, during the last 
’ 'few years, wa have encouraged them to give a statement of their position 
Our information has unproved tremendously dunng the last two years 

e did not receive it before but now we have started it, , l > 
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Lala Hmhshcn Lai You say tliat the Jomt Stock Banks and the 
Imperial Bank are cultivating a kind of busmess which may seem un 
important from the Western point of view but has the advantage of en- 
croaching upon the field of the money lender You approve of it for 
T.ha^ reason? J 

Dr Jadcls Yes, very much so 

Lala Harlmhcn Lai You are very much against the money lender’ 

Dr Jeidels Yes 

Jjala Ilaikiblicn Lai Money lender m India or in all countries’ 

Dr Jeidcls In India I do not know of them m other countries 

Lala Harkisheri Lai Your reasons for that, please’ 

Dr Jctdoh He takes too high mteiest 

Lala Harktshcn Lai In the Punjab Committee we have thrashed this 
out and we have come to the conclusion that he does not recover what 
even the banks do? 

Di Jeidels Ji a man lends at excessive mteiest to somebody who la 

not good and n hkel\ to pov onlv the interest and not the capital, even 
that docs not change nn' opinion about the method, that is charging high 
interest It is only this to which I object 

fjala Hailiisliev Lai What is a high late of mteresl? 

Dr Jctdols It IS difficult to sav 24 per cent is high 

Lala Haiunhrii Lai The infoi motion that Mi Bailing has collected 
show's that in Java the lates sanctioned by the nuthoiities are much higher 
Ih .11 aii'i Indian monev lendci thoughi of getting I think 65 per cent 
IS the late mentioned 

Dr Trip Oh no 

Lala Harkishen Lai Mi Daihng who has been Eegistiai of Co* 
opeiative Societies foi a long number of years and w'ho has been studying 
the subject all ovei the woild had ideas against money lenders severer 
than those of Di Jeidels But attei the enquiiy which he has made he 
has changed his opinion Doctoi says that he is only against the money 
lender in India and not against the monev lender generally. ^ 

Di Jeidch If }ou show' me similai practices, I am against the others 
too 

Lala Hailishon Lai To charge high rate of jnteiest is the ciux of 
the w'hole thing’ 

Di Jeidels Yes I do not mind the money lender as such Money 
lending is absolutely legitimate , but tire money lender should not charge 
excessne interest 

Di Trip Iir Ja\r this can only relate to advances made rn kind in 
paddy especially What w'e call the People’s loan system is under the 
authority of the Government They lo not lend monev on higher rates 
than on an average 13 per cent I can show you the official report 

J-jala Hailislien Lai I w'lll w'rite to Mr Darling and get the state- 
ment What IS the rate on paddy? 

Dr Trip Paddv is lent in kind It comes to about 50 per cent But 
that IS an organisation of the village itself The profits they make remaiis 
in the village itself, in the co-operative socieiies It comes to 50 per 
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cent for a harvest, that as for six months It really comes to 100 per 
cent pel annum 

Mr Devadhar Is it a registered co-operative society? 

Dr. Trip It is an organisation of the village 

Lola liailiishen Lai You say “An important problem is the use 
of the vernaculars in the various fields of banking” We had a discus- 
sion in our Committee about cheques being written and signed in the 
■vernaculars The objection was raised that the signatures could not be 
so easily identified as in English Is that your experience also? 

Di Jeidels That is the cause of my suggestion A certain standardi- 
zation IS necessary in order to develop the economic resources of the 
countiy Each country has its own difficulties for standardisation I quite 

see that on this contment -with a population of 300 million, the obstacles 
Jnie gieat, but they ought to be overcome somehow Vernaculars must be 
used; otherwise banking cannot penetrate the country As reported 
per cent of the population are illiterate and of the remaining 15 per cent 
some are literate in less frequently used vernaculars I therefore thinlc 
that something should be done, but actually what should be done T cannot 
tell you, it requires a more through knowledge of Indian conditions 

Mr Mam.. Sxihednr There is “no less frequently used vernacular” in 
India Literacy involves a standard vernacular in each province 

Dr Jetdcls 1 am not competent to speak about the vernaculars of 
India, knowing nonci of them mvself I cannot say how far they are relateff 
to each otbei But I have read of the existence of 220 languages m the 
country and that creates a difficulty for banking business 

Mr Manii Suhedar Have you not got 20 or 30 dialects in Germany? 

Dr Jeideh Theie is only one language in Germany In Italy, for 
instance, 6 or 8 dialects have moie the chaiactei of languages, but only one 
language is in official use 

Mr Manu Subedai In Beihn I found diffeient dialects 

Chan in an You are really lefeinng to scripts You say there aie 220 
Ecnpts 

Dr Jcidels No, to languages, not to scripts, which are less numer- 
ous, as I understand Please do not examine me on the point I only 
know for certain, that it is not a standardized country I made the sug- 
gestion, in Older to make banking simpler and easier The principal bank 
of the country ought to take the matter in hand 

hala Hail.ishen Lai In my Bank we do keep accounts and we do let 
people write out in Urdu and Gui-mukhi m the Punjab and we find no 
difficulty 

Dr Jcidels I would not like to go into details about it But the fact, 
that some banks do this and others do that — is just what I object to 

Chan man Even so I believe you have a rule by which you definitely 
safeguArd youiself against any lo'ss winch may arise bv the use of any“ 
of these Indian vernaculars 

Lola Harhishcn Lai Our men think that they can distinguish the- 
signatures The idea that the vernacular signature cannot be identified 
IS hot supported by the C I D either Experts make out the vernacular 
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signature as easily \Mthout knowing the language That means that it 
can be stanclaidized In England I found that my character was told 
iiom various ■wiitmgs, vhethei they were in English oi vhethei they weie 
in other languages I showed these experts vho tell chaiactei by hand- 
writing at one time in English and at another time in the veinacular 
They did not know that it w^as the same man 

Ghaiimmi All that you say icall\ suppoits the Doctoi’s point 

Lala Harlabhen Lai I w^elcome ins suggestion I asked that question 
because I agree wath him 

Ml Lamond Theie is one point I would like to discuss, and that is, 
a comparison of the sccuutits taken b} banks in Germany and in this 
country I will explain what ^ecuiit} we lake on hhe \aiious advances' 
You saj- “Eioui a mere banking point of viewq the principal featuies of 
eonnneicial banking in tins country aie two the laigc amount invested 
in Government securities by the banks and the piominent position held 
among the banks’ loans b'^ those given against actual mcichandise de 
posited either in the banks’ godowns oi in the piopei lenal form with the 
customer J3oth clas-,es of banking imestments signify a compaiativel 
undeveloped banking sxstem” Eiom that and the lemaiks that follow' it 
would appeal that there is not much banking in India Thoie is a veiy 
large volume of business hnanced b\ banks m tins countn clean When I 
s ly clean, I mean that 2 names aic taken to the documents We call 
that seemed advance The icason foi that so far as the Impeiial Bank 
is concerned is thi<= We can give on a single name, but to come within 
tne Act, w'e hive got to have two names It is often done bv trro people 
guaiautceing each othei foi similai sums oi coming to some airangcment 
lor a guaianfcoi In the cise of Toint Stock Banks the manigmg agents 
hcie guarantee the adrauce Thev make out a promissory note with 2 
names and then m some cases, not m all cases, thev take a hvpothecation 
of the stocks The hypothecation is taken very often at the request of the 
managing agents themselves They gee the bank to take a hvpothecation 
of rhe stock:- But then cieHit is legulaied I5v the value of the stocks 
with maigm The icason foi taking the hypothecation is that a coint in 
this country, if you file a suit on a piomissory note, will give ludgment 
'gainst the guaiantoi not to take effect immediatelv but aftei the reali- 
sation of che collateial secuiity The law is quite clear Theie have been 
ca^es which have gone to the Houoe of Lords The local ccuits always 
give the guaiantor the benefit of am collateral secimty lield You must 
realise from the collateial secinitv before vou fall back on the surety 
I agiee wuth vou that clean ciedit is more satisfactory ciedit If you 
satisfy youisclf that the people vou aie advancing to are sound, then it 
is the best possible form of finance Can vou say m what cases you give 
actually clean credit wathout any guaiantor^ 

T)r JeideJs Most of the well-known tiade and industry is in the foim 
of |Oint stock companies Meichants aie mostly private firms and if the 
private firms show a large capital, and if the firms and their members 
Jiat^ suflicieut piitate piopeitv, and aie people of very high standing, they 
-enjov the same treatment as stock companies 
1 

, Mr Lamond You go entuely on the standing? 

Dr.'Jeidels Yes, i - - - 
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^{K Lamond . You \\atc'h the balance sheet — ^if they are not drawjng, 

i loie 

T)r JerdeJs As a rule banks \\ould ndt give clean credit without seeing 
the balance sheet We considei clean ci edits as such of indubitable value 
With other ciedits some special seciliity is necessary I can give you 
the figure of the largest German Bank They Show in then last balance— 
«hofct 200 Cl Dies of loans of w'hich 50 cioies was clean credit 

Mr Lamodcl How vould the balance he secured"^ 

' Dr JcidcJs The balance is seemed by all kinds of secuiity Goods in 
■" .aehouses are a comparative!} small amount of the secured credits 
Other loans are seemed by collateral in shaies and bonds, and a veiy 
populai security is the title deed on f^etoiies What conesponds to your 
deposit of tiile deeds may be up to 50 per cent >>f all securities I would’ 
'-all title deeds “a sort of emergency secuiities” One Icnows that to 
lealise this kind of seciiiitv vill be lathei difficult It often means par- 
ticipation in the loconstiuction of the debtor fiim Therefore I choose to 
csll it a secuiitv to be used m case of emergency 

2ili Cabsth The various banks do not separate, as they do m the 
German Bank statement, the loans against securities and the loans given 
without securities They are all lumped The unsecured advances have 
gioun very much in the last 10 or 20 years simply from the fact that the 
eompamco have made so much more money and that they are so rich 

ft/? Lavwnd Are thev confined to these big companies^ 

Mr Casscls No There are small ones as well The big compames 
are well knoun 30 int stock comjiames, the public utilities, aud so on I 
could not give any infonnation as to the proportion between the large and 
the small loans 

Dr. Tiip I am m the same position as Mr Gassels In the balance 
sheet of Duveh companies no distinction is made between clean credits 
and secured credits So it is impossible to say which aie our clean credits 
I can only sa} — and this seems to be the case m all the countries — ^that 
they give clean credits onlj to reallv big people whose standing is abso- 
lutely undoub''ed 

Ml Lninond You really follow the same principles as we follow out- 
heie? 

Dr Tup Yes 

^/r Cuine The Banks m England make no differentiation at all 
betw^een secured loans and loans w'hieh are not secured A great number 
of them are loans on secured credit 

Dr Jeideh It has to be kept in mind that the banker can give clean 
credits only under certain general conditions Those conditions exist in 
my country even more than in England, because w’’e have one codified 
law all over the country 

Sn Puishottamdas ThaLvrdas Pending that commg, do you think 
that it IS such a serious handicap — the defect in commercial tanking to 
which vou refer 9 

D? Jetdels The shghtest handicap w^ould of course prevent clean 
credits A ramour about the customers’ excessive private expenditure, 
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for instance, will piobably cut clean credit out Clean ci edit is certainly 
not the usual thing, it requires entitcly cleai condit.ons I venture to 
sav that we German bankeis do not at all believe that we impaii the 
•safety of oui money by giving such ciedits but this does not mean that 
;t should be recommended as a system elsewheie We ought to mvesti- 
trate togethei, w'hethei theie aie m this country such obstacles to our 
practice, and whether we find some device to lemove them in older to 
stimulate broadei loaning methods m banking This seems to me to be 
the way to pioceed if one examines a country’s banking conditions^ In 
my country, if a banker giants clean credit, ho makes it conditional on 
"the customei ’s declaration of his othei liabilities than those “^howoi in his 
balance-sheet he has to state his d^feued liabilitacs from guarantees, etc , 
and the banlo^i does not like them, if the customei wishes unsecured credit 
ITow under the family law'— you have confnmed my view— theie is a 
defened habihtv on eveiyone, of course we would not give clean credit to 
somebody who is liable foi amounts which v/e do not know and winch he 
himself does not imow 

.¥r lihaiian They nie all bound by the tinnsaction 

Mr Many Siibcdar After the bank claim is satisfied, then come other 
claims 

Chairman You aie a bankoi, Lala Ilaikislian Lai Does this personal 
law stand in the w'ay of granting ci edits m yoin case I can quite see 
the difficulty about moitgage loans? 

Lala Haikiihan Lai It does, because you have to get piopcitv You 
give eiedit luit on the money he lias on the bank, but on his piopeity. 
and when you pioceed against piopeity by a decree, difficulties aiise and 
have aiisen So long as he pays, bnsmess goes on As soon as it comes 
to a stop and you have to iccover it thiough court oi aibitintion, the diffi- 
eultv aiises 

Ml Manu Snbcdai Supposing theie is a factoiy owned by a family 
There aie 5 mombeis, one of the chief membcis manages, the factoiy has 
been given ciedit by a bank, the bank has to attach the factoiy Would 
the claim of the junini membcis inleifeic w'lth the bank’s credit*’ 

Lala Haihshan Lai I think it w'ould, not only the claim of the junior 
membcis, but that of the motliei, the wife and the mmois I am not 
familiar wuth the Bombay and Calcutta law', but so fai as the Punjab, 
Smd and N W Frontier aie concerned w'o have felt that difficulty We 
had to sue once in D I Khan, w'e got a decree w'hich w'e w'anted to exe- 
cute against the sons Then the mothei said that under the Mitakshara 
law she was entitled to maintenance and the couit held that she was 
enttled to maintenance therefore until she died W'e could not proceen 
igainst the property We Jiave the claim also of the daughters for mar- 
iiage, the mairiage expenses and the death expenses of the debtor 

3/7 Bamadas Pantnlu So fai as my Imow'ledge goes, creditore oet 
piccedence over the claims of the members ' ° 

^ ^ you ^ case in w'hich w'e appealed 

cO tlie High Court, as it w'as not big enough to go to the Pnvy Council 
It yvas a mattei of only Bs 2.000 We could not realise the amount until 
iihe death of the mother 
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Mr Raviadas Pantulu You are awaie that with regard to famihes 
'ihat are trading' the Privy Council has placed the coparcenery Hindu family 
as a partnership in traded 

Lola Harlitshmi Lai Hindu Law varies I have given \ou an instance 
which has come within mv own knowledge a short time ago 

Ghamnan We have got Lala Harlnshan Lai’s experience as a practical 
bankei That confirms the statement here Whether his legal position is 
^luAcsot or not we can discuss among ouiselves I simply want to find 
out the experience of practical bankers at the present moment Have you 
«ny practical experience, Mi Buckley? 

Ml Bvchley The Exchange Banks’ Association look legal opinion in 
Calcutta some tvo oi three yeais ago on the subject and I hand it to 
you An advocate was asked what security a bank would have against 
landed pioperty deposited by a joint Hindu family under the Mitalcshara 
Law and he held it was unsafe, and that it was absolutely no securitx 

Mr. Lamond W'e find it very difficult to get a quick decision There 
have been cases wdiere the court has taken a very favourable opinion of 
minor’s and widow’s claim 

Chairman Does it stand in the w'ay of clean credit^ 

Mr Lamond It is a great hindiance to it 

Chairman Do you make any special investigation before you giant 
-clean credit as to wdiethei the peison concerned is governed by the 
Mttalx,shara law? 

Mr Lamond In such cases we take a letter of consent by all the major 
members of the tamily and make the head of the family sign on behalf of 
the mmors ^Ve arc not quite satisfied as to whether it is of very great 
value 

Btr Pmbhottamdas Thakindas Thig defect in Hindu Law must be 
affecting contracts of Indian (Hindu or Muhammadan) merchants in then 
commercial deahngs 

Lala Hauhishan Lai They are 

Sir Puishottamdas Thahurdas Still in spite of that they continue to 
carry on commerce We in other presidencies have not known their 
suffering from any handicap ^ 

Lala Harhshan Lai We refuse to give credit to such people and we 
-do not follow whether they are able to get credit elsewhere Some of my 
best friends have been refused credit 

Mr Manu Suhedar If the mother became a party, w'ould that remove 
the drSculty? 

Lala Harhishan Lai Then of course it is easier There have been cases 
in wh'ch motheis have got wills and have relmquished their right to 
maintenance Then the handicap is removed by the mother, not by the 
bank 

Mr Shanmuhham Chetty The difficulty pointed out by Lalaj'i is sub- 
stantially correct The first difficulty is whether one member of a Joint 
Hindu family is entitled to bind the other members of the family and the 
i'emfly property in his transactions To get over the difficulty, banks get 
a deed of partnership from the members of the family Even that does 
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not solve the difficulty, because, as has been pointed out by Lala fiar- 
bishan Lai, ^iben the mattei goes to the couit, all soits of unexpected’ 
claimants come in, claim, of ibe AMdow foi maintenance and the contentions 
ol the mmois saying that the debt was not foi the family I tbeiefore 
susgest that Ibis Committee ought to examine fuitbei nitb the assistance 
of "legal expel ts as to how far the lomt Hindu family law affects banking 
facilities 

Chau man Mi Ivbaitan showed me the opinion of the Advocate 
.GciiPial ^Ye have fiist to considei nhctbei we me going to touch ques- 
Lons tienehing on the peisonal law of any community That is the first 
point to settle befoie w’e take any legal opinion 

Mu Shanmulham Chetty ^Ye find peisonal law hampeis the develop- 
nient of banking 

Ghanman AYe can sai that the peisonal law of the countiy hampeis 
1, inking As I have aheady mentioned, w^e are not h'ere a Committee of 
vicial lefoimeis AA^e will have to eaicfnllY consider the mattei T would 
not mind mentioning it in the report that this is a factoi which impedes the 
development of banking in the countiv How it is to be removed is, in 
inv opinion, outside the pin view of this Committee 

Ml Mukhtai Singh If some of us feel that it does not at all evist^ 

Chairman That is anothei mattei Anj-how' we wall be justified in 
making this statement 

Mr Enmadas PantuJu Di Jeidels, }Ou weie speaking of the levision 
of the Land Alienation Act AAMiat do rou mean hv it 

Di Jeidels May I answ'er by putting a question’ If a bank lends 
money to an agiicultuiist and the security is a moitgage on his farm can 
the bank if the farmer does not pay on maturity of the debt, take posses- 
sion of the land’ 

Mr Bamadas Pantulu They cannot 

Lala Harkishan Lai You cannot take possession excejit on a lease 
If \ou have given a loan and you cannot recover the loan otherwise than 
bv taking ncssession of the land, the couit has the authority to give you 
a self-liquidating lease to the maximum of 15 years 

Mr Bamadas Pantulu The Land Alienation Act is in force m one or 
two provinces onk I am not in favour of it myself The Act selves two 
purposes One is to see that credit is restricted in ^he case of certain 
communities wdneh abuse credit The second purpose is to prevent land 
in agriculturist hands passing into non-agncriltuii^ hands There is no 
Land Alienation Act except in the Punjab and Bundlekand It is not a 
question of banking at all They are not touched by the Land Alienation 
Act 

Dr JeiOols I have only suggested that in some cases the Land Aliena- 
tion Act prevents credit to the agiacultuiist against moidigage It is not 
foi me to sav whether the Land Alienation Act is good or bad , but if you 
V ish mv peisonal opinion, not that of a banker, I am very much in favour 
or the Land Alienation Act I would piefei to part wath a ceitam amount 
of banking facilities ^than part wuth the Land Alienation 4ct Banlnnc^ is 
^ n? filfaii , if you have laws which make some land of banldng 

difficult, their you have to wnigh the importance of increased banking 
faculties against the other needs involved I can fully realise that' in many 
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c&ses the legal position, should lemain. as it is, then one has to accept the 
consequences and to dispense with some banking facilities, which maj 
on i;he whole be less impoitant I ceitamly do not lecommend the re- 
moval of the Land Alienation Act I only argue, that clean credits for 
eommeice and industiy and loans against land moitgage are valuable 
banking facilities in othei , eounti les But you should not expect Western 
banlung methods for all Indian conditions I onlv suggested to investigate 
whether a small change in the Land Alienation Act could perhaps help 
to make sucn banking facilities available If 1 weie asked whether the 
Land Alienation Act should be abolished in favoui of incieased banking 
facilities, I would say by no means 

Chau man The leal point is whethei this statement made in the 
iiieinorandum is a coirect statement oi not, and Lalaji, from your experi- 
ence m the Pun]ab, jou think that the statement is correct? 

Lala Haiktshen Lai It does not aiise He says it may be considered 
if you like I quite agree with that 

Mr Ramadas Pantnlv In regard to banking facilities, this does not 
operate as an impediment It is to restiict people governed by the Act 
from getting credit The communities to which the Act applies are not 
commercial or industrial communities who go to the bank foi credit 

Chairman That is a question of fact That is the reason why I put 
the question to a practical banker fLala Harkishan Lai) and he admitted 
that the disability is theie Because the Land Alienation Act is there, 
if the person goes to Lalaji’s bank, he would not get ciedit Whether that 
man should get credit or not is a different story From the banking point 
(jf view the impediment exists, and that is all that Di Jeidels was refer- 
iing to Whethei the impediment was put in deliberatelv by the State 
foi ceitam purposes is a diSerent pioposition altogethei 

Gh Mulihtar' Singh The infeienee ihdt the Land Alienation Act should 
be levised s not correct In the fiist place it does not apply to the whole 
of India It applies only to the Punjab and to two distiicts in the Umted 
Provinces The statement that tangible security in merchandise has to be 
g'ven on account of the Laud Alienation Act is not correct 

Chanman I am pretty suie that all that is in Dr Jeidels’ mind We 
shall discuss it later on 

C1i MulJiiar Singh We say this is not correct because the Land Ali- 
enation Act applies only to one province and only to two districts of another 
proviuee The thing remain': unexplained That is the point 

Chairman The tiling remains unexplained in this sense that Dr 
Jeidels has not lefeiied to all the legislative enactments in foice, it may 
bo because he is not so much conversant with conditions in India as you 
and I aie If J weie to mite this paragraph I should not refer to the 
Land Alienation Act but to ^he tenancy lawu in thf various provinces 
This point is quite good He says, if tou want to have secuiity other 
than quickly saleable meiehandisc that security can only be the laud, and, 
■cherefoie, hic argument is that if there is any legislation which operates 
as an impediment to the easy transfer of that land, that legislation must 
be amended Tnat is his point 

Ch Muhhtai Singh I think not 

Chairman I am pretty suie that is Ins point 

Ch Muhhtar Singh It may be so, but let him explain it 
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Qhainnan He has explained it Mi Eamadas Pantulu understands it 
in the way I understand it I admit that theie is a want of exactitude in 
the words used by Dr Jeidels, but that, as I say, anses from the fact that 
he knows leso about conditions in India than you or I do Wc all know., 
wlifit iL th-Bfo It ni&y bs (hat the l-iand Alienation ^ct is confined, to the 
Pun]ab, but what about the tenancy laws’ 

Oh hhihUm St 72 qh Tenancy law does not aiise at all 

Chairman He is lefernng here to the agricultural credit required by 
the laiyat, not by the meichant 

Mr McDongall I ivas infoimed in the Punjab that not onl;y was the 
'Alienation Act an insupeiable obstacle to get ovei, but even with legard 
to letting land the law was such that it took them at least tw^o years to 
enable them to endorse the decision of a couit I should hke to ktiotv 
it that IS correct or not 

Chairman We can discuss that w'hen w'e come to lural eiedit The 
niawei is dealt with in the Punjab lepoit It you wall lead, the Punjab 
repoit there is a very mteiestmg paiagiaph there about it Di Jeidels 
knows much less about the conditions ot the ccuntiT than W'e do He 
gives this as an illustration If he weie wrong absolutely I would have 
asked bnn to modify it That is the reason why I said, “Please question 
hmi on it” as soon as LaJa Hailushen Lai, wnth his banking experience in 
the Punjab, said that he could not take exception to the statement Of 
couise the statement may not be full Of course he says “especially the 
Laud Ahenation Act” As the words stand he is quite coriect, though he 
might have said “the Land Alienation Act and the Tenancy legislation have 
to be revised” 

Lala Hailuzhen Lai And many others 

Mr Ramadas PanUilu With regard to the commoieial banks m 
Germany do they render any help to the agriculturist’ 

Di. Jcideh Gennallj speaking, the smaller agriculturists have their 
own organisations on which vou will hear wdien co-operative credit societies 
are discussed There is piacticallv no brincli of the larger German banks 
in towms wath less than 10,000 inhabitants, which shows vou that business 
of these banks a ith smaller agiicnltuiists is ver} unimpoitant In 

Gcmrany there are mairj large agi'culturists and these get Ciedit from the 
commercial banks but ceilanrly not for puiprses of a permanent character 
Gcneidllj spsuking, this held is less cultivated bv the commerci'^i banlvs 
outside of financing the crops 

Dr Hqder That was precisely why -^ou wcote this paragraph 

Dr JeuleJs Because T found in man\ ev’dfnces complaints that bank- 
cis did not give ciedir to the rgriculturists 

Di Hydci I ask ’^ou one 'simple question, whcthei according to your 
great experience and knowledge, agiicultuial credit is expected from com- 
mercial banks'’ 

Dr Jeidels I w''Ould not sav so, hut ajip.iientl^ it is expected bv many 
people here, otherwise I wnuld not find in the evidences so inanv com- 
jilaints that the b.anks do not give credit to the agriculturists It is a quite 
interesting fact that e-ven with hishb develoned branch b.anking com- 
mercial banking slow’’s down, m speed where it apnioaelies the aeiicul- 
tunst and having financed seasonal needs it stops entirely at the 
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outskirts 'of small agnoulture. There some other credit agencies^ step m of 
which you v/ili hear more -when rural credit is ' discussed. 

Ohmiman Therefore, m spite of that paiticular disahility you mention 
m Germany your commercial bank does not reach the agriculturist? 

Di Jeidels Not to a large extent 

Cliahman This loses its force then, because even if we were to change 
Ihe law of the country and. modify Land Alienation Acts and whatever 
other legislation may be theie, even so the commeicial bank is not likely 
to reach the agriculturist to arrv appreciable extent^ 

Dr JciJeh Just a minute I want tc repeat that I discussed the 
sub-jcct, not because I cheiisb tire field of agiicrltural credits but owing 
LO tne complaints I found in piactically all piovmcial reports and m much 
of the evidence against the banks for not giving agiicultuial credit The 
Question v’bcthei I advocate the expansion of banking lai into the agri- 
cultural field ha'i not been put to me but if I put it to myself, I could 
nOi paiticulaily recommend it 

Ml Bamada<i Vantalu Do not banks giee ciop loans'-* 

Du Jc->deis They get credits m spimg against the prospective crop 

DhatTman Diom commercial banks^ 

Di Jeidels Yes, to a certain extent, but that is what I call the out- 
skirts of agriculture It is credit against merchandise, but there are no 
warehouse receipts, because the credit is given foi the ciqp> at a time when 
there is no irop, it is given m older to laise the crop The banks do not 
really cultivate tlu'i business and it is not necessary that they should, 
because we liave special credit institutions for this purpose which they 
serve very much better I do not like to go into tins mattei wbirb is a 
field foi the specialist Agricultural credit is something which in every 
country of the woild ought to be organised foi itslf , it ought less to appeal 
to the general hanking of the country 

Dr Jeidels If I had known there would be any misunderstanding on 
the sub-ject, I would never have inserted the sentence m the memo I 
only willed to defend the bankers against the reproach which I have read 
in various lepoits that they aie not doing agiicultural credit business I 
do not see any objection to leaving that clause out entirely 

Lala HaiiLishen Jjdl Y'ou mention ]ust cne fact that has come within 
mi, knowledge Tivo Indian States have asked me to open blanches of 
the Peoples Bank in then teiiitones to help agriculturists and to take 
the agncultuial land in security Myi reply to that was that if they were 
able to provide special facilities for recovery we would be quite willing 
*0 c-ome to then Slates and advance money on agiicultuial land and agri- 
" cultmal produce 

Dt Jem els 1 suppose there will be ample opportunity to discuss all 
kinds of agncultuial credit under Rural Ciedifc 

Dr Hyder Would you delete this sentence? 

Dr Jetdels This is an aide memoirc to help oui discussion You can 
scratch the w%ole pait out May I make a general remark^ I am expected 
to give you an opinion mostly on the ground of pnnted material submitted 
tr> us If tbe printed material did not contain anything on the subject, 
then of course I would not have mentioned it, because I myself eonsidei 

E 2 
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a^rnculturc as umnteiestmg foi commercial banks But in tbe printed 
mateiial uhich was submitted to us as the starting point of oui expert 
advice it has been mentioned 1 iheiefore considered it pioper to take 
an opportunity to sa\ that if you vant agricultuial credit then it ^yould 
be useful if you bad ceitain legal conditions remoyed Otherwise I do 
not attach any value to the 'subject at all 

Chairman It might meet ev^eiyiiody if these words were added after 
the words “is expected fiom the banks” —“and such arrangement wiU 
be discussed elsevhere”, because it is going to be discussed elsewheie 
That Mould meet you, Dr Hydei? 

Di Hydei Yes. pioyided it goes on the recoid that, according to 
his knowledge and expeiience, especially in Germany, agricultural ciedit 
jS not in the domain of noimal banking 

Mr Maria Subedar The memorandum repiesents the views of every- 
one and if any one of the other gentlemen disagreed with Di Jeidels, 
thoj would promptly express then diffeient viev's as Dr Trip did this 
afleinoon on one oi Wo points I understand that is why the lecord of 
v'hat Di Jeidels savs is going to b- veiv important 

Chairman Di Jeidels has mentioned his personal opinion on that 
point 

Mr Maim Subedar I take it generally that what is being said expresses 
the view of every one 

Chairman I do not know about that in this paiticulai matter 

Dr. Hijdci Di Jeidels, according to your great knowledge of Jugo- 
slavia, Doumonia and Eastern Europe is agricultural credit expected from 
commercial banking 

Dr Jeidels 1 v'^ould not hke tc give you definite mfoimation, but a 
country hke Jugo-Slavia has, 1 think, only a small number of towns of 
impoitance and the banks do of course a great deal of business for financ- 
ing agiicuituial produce 

Dr Hyder But my mfoimation — had the privilege of v^orkiug with 
a gentleman from that country at the Economic Conference of 1927 — is 
that thej have pieciselv these Land Alienation Acts but not in this form 
Dr Jeidtls Thej have such lav\^s in many countries Generally 
s]<eaking, it has alwajs, from a national point of view, been considered 
most important to keep the agriculturist on the land instead of making 
Irm a membei of the proletaiiat As an economist if I were asked, I 
Mould probably be m favour of some form of Land Alienation Act, but 
that it should be a reasonable Act T am soriy if it would be tried to 
niisconstiue the sentence of the memorandum 

Mr Damadas Pantulu Can you tell me M^hether agricultural paper 
Mil ch IS not backed by produce is discounted by commercial banks? 

Dr Jeidds Piomissory notes are not discounted m Geimanv If a 
merchant sells to a flour mill or a small gram merchant sells to "a larger 
merchant he does it b^ way of the bill ^ 

Mr Bamadas Paniuhi Wfiiat land of help do the commercial banks 
give to co-op“iative banks? 

Dr Jeidels The agricultural co-operative societies have their omui 
bank One of the tvo co-operative organisations, that for non-agriculturists 
small merchants, retailers artisans, use one of the German 
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]omt stock banks as then apex bank This bank has estabhshed a special’' 
department as an apex to that organisation, holding the cash balances ot- 
1,300 £ .o.etips with a membership of about one million 

Oh Mxilihtar Singh Can you give us an idea as to the expenditure oru 
the branches of youi commercial banks? 

Di Jcidels It depends on the size of the branch The smallest branch 
may emploj^ fiom 10 to 15 employees I could try to estimate what it 
piobably costs 

Ch Mullttar Singh I do not want to go into details, but roughly 

Di Jcidels Many blanches have 300, 400, 600 employees The laige 
banks m Geimany have together about 1,100 blanches I cannot tell you 
what IS the smallest one, most of them aie comparatively large 

Ch Mukhtar Singh I am simply asking you this question because it 
has been urged before us that the eo-^t of working a branch m India is 
very high and, therefore, branches are not being ramified 

Di Jcidels I think I can say that many smaller branches are not 
be ng run at a profit 

Gh Mukhtar Singh What will be the cost of maintaining the smaller 
branches ^ 

Dr JeidcJs May I suggest that I give this answer afterwards — outside 
the meeting? 

Ch. xaukhtai Singh What means do you adopt to rope in the villages 
or other places which are a bit further from the town m which you have 
a branch^ What agencj^ will }ou maintain to get your clients from those 
pJaces or to get into touch with those people‘s 

Di Jcidels' Commercial banks do not as a rule have branches in towns 
with !a population of less than 10,000 inhabitants I therefore do not thmk 
they are much interested in going into bifSiness in the villages 

Gh Mukhtai Singh You do not maintain your agents or anybody 
there? 

Dr Jeidch The distances with us are not as large as in your country. 

Ch Mukhtai Singh Do you consider that the fact that there are very 
few banks in India is due more or less to the illiteracy of the people ? 

Dr Jcidels The smaller banking facilities^ Yes For the banking 
world I count the population only as far as it can read and vmte 

Gh Mukhtar Singh You do not consider the other people? 

Di Jcidels Yes, as most valuable citizens, but not as banking clients 

Ch Mukhtar Singh Therefore, in order to get better facilities for 
banking m the country, we should first remove illiteracy 

Dr Jcidels 1 thmk so Technically it is not possible to make an 
illiterate a bank’s client 

Gh Mukhtai Singh You have said that there is more money mvested 
in Government secunties in India than elsewhere Is it due to the fact 
that the interest granted on Government secronbies is very high’ 

Dr Jeidels It is a doubtful attraction, but it is one of the attractions 
— ^I believe so But T do not think it is the sole or even the principal 



reabon, it is a ininoi laason With the liquid pait of a Bank’s assets 
jnterest yield also counts, but it ought not to count as much as the 
quality of the investment as being liquid 

Oh Mulihtar Singh If a Bank lias moie money invested in Govern- 
ment secuiities, the public will have moie confidence in the Bank? 

Dr Jculels Yes It is easy foi the public to undeistand this kind 
of liquid assets The geneial public know little about balance sheets and 
seeing that a bank has invested consideiable amounts in Government 
securities, they feel that the bankei is not devoted to speculative or 
unsound ventuies When the public are sufiiciently educated to the 
chdractei of commeicial bills and if they know that there is a central 
banking institution which takes caie of the bill market and offers rhe 
possibilitv foi le-discounting bills, then the jiublic accept this kind of 
liquidity I think that in this eountiy, like in Enghnd and elsewhere 
Ihere will always lemain a certain amount of liquid leseive invested in 
Government secuiities I have lemaiked that Government securities 
ought to be considered as an additional reserve It is peihaps not even 
sound that banks should have their liquid assets entuely in one smgle 
class 

Oh Muhhtai Singh Am I collect m understanding that you feel that 
because India is an agricultuial countiy therefore banks insist upon 
tangible security^ 

Di Jetdeh You will lealise that in all countries vheie agricultural 
produce plays a large part in the economic life banking credit attaches 
to inerehandise In Australia and South Africa, which are wool growing 
countries, banking sjstem somehow attaches itself to those commodities 
Germany or Belgium ate industrial countiies, theie banking attaches 
itself more to manufactured goods Please take this as a very general 
leniaik i (j 

Ch ilulihtai Singh Do I undeistand that in Canada, Australia or 
Denmark where the people depend more or less on agriculture, the same 
<5oic of tangible secuiitj will be taken ^ 

Ml CasseJs Theie are vei) tew unsecured loans Ours is piedomi- 
nenth an agricultural countiy 

Ch M%ilMai Sinqh And tlie-^ take the merchandise as a tangible 
secuntv in some cases? 

Mr Cassels Oh, ves 

Ch Miihhtai Singh Do they take the secuiit'y fiom the merchant 
and the agiiculbuiist ^ 

Ml CasHels The banks finance the farmer The farmer has sold his 
crop to the merchant and then the bank finances the merchant 

Oh Mnhhiai Singh In financing the merchant the bank mil not 
hi'^ist upon having the agiicultural produce as a tangible security ? 

y .1 Cassels Oh yes 

Ch Muhhfai Singh Then there is nothing peculiai to India m taking 
the agricultural jiroduce as a tangile security ? 

^f‘l Cassels Xo 

Ml Ramadas Pantnlu Do commercial banks in Canada lend any 
monev to the agriculturist otherwise than on security of the produce? 
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Mr Gaskets They begin veiy often by lending the faimer money to 
'buy fceed, and there is a special foim by which the bank seemes itself 
■foi the money which says that the ciop belongs to them This security 
follows the growth of the seed 

■''tj Ramadaf Paniuhi The Bank has a hen upon the produce to the 
extent that il finances the seed”’ > 

Ml Cassols Yes, and the farmei keeps the balance 

Ch MnUitai Singh In the case of an industrial concern, they will 
not insist upon the manufactuied goods being taken as tangible security'’ 

Di Jeidels This is a new question The banks will in many eases 

Ml Devadhm Have vou in youi couniiv any Acts which legally 
restrict the credit of the classes'’ 

D? Jeidels Will you make the question a little bit cleaiei ^ Formally 
eeitain special landed estates were kept in the farmly I think the law 
has been modified in this lespect 

Di Fndench Oui constitution of 1919 aftei the levolution removed 
•fins kind of agiicultural estate In former times it was only the eldest 
son of a family who could inheiit the estate The othei sisters and 
brothel s weie only entitled to a sum of money It was foibidden foi the 
koldeis of the estate to sell any Jiortion 'of his estate Therefore this 
law T^as removed 

Ml Devadhar Tlie Imperial Bank giants loans for a period of six 
months^ Will you considei it reasonable to extend the peiiod of credit for 
one vear? 

Di Jeidels In practice I would I am much m favoui of removing 
all kinds of lestiictions, but I doubt whether the Impenal Bank in practice 
would give longer credits than for six months 

Mr Devadhai You speak about the secrecy Is it common to human 
•nature^ 

Dr Jeidels It seems to be a pecuhanty of Indian nature The Western 
'business avorld has done away with many kinds of secrecy, which I admit, 
IS to an extent rooted in human nature 

Ml Devadhai Is it due to compaiative prosperity 

Di J eidels It may be 

Ml Devadhai If there were foreign banks in youi country, your 
own countrymen would not deny to give mfoimation^ 

Di Jeidels I think my bank probably gives 20 to 30 pieces of such 

-mfoimation to foreign banks every day It is one of tlie services of banks 

Mr Devadhar Tins secrecy is the product of poverty^ 

Di Jeidels It may be due to the agrlcultuial character of the country, 
but also largely to lack of education 

Ml Devadhai You consider then that spread of education side by 
side y ith banking facilities would be one of the things to considei ^ 

Dr Jeidels I think so, generally spealong 

Mr Devadhar One depends more or less on the other? 

Dr Jeidels Yes 



Mt Devadliar You seem to have no soft corner foi money lenders 
Was there at any time in Gennany in the past a money lending class and 
has that class died out^ 

Dr Jeidels I think it has died out Yiom time to time you find 
same soit of individuals charging excessive rates of interest 

Mr Devadliar Have you law against usury ^ 

Dr Jeidels I cannot say, but will try to find out 

Mr Manu Subedar You have your pawn shops and the rate of con- 
version is fairly heavier? — ' 

Dr Jeidels Once m my eaily days I had to use a pawn shop in 
Chicago USA, thev cliaiged me 5 dolleis a day foi 50 dollars 

Mr Mann Subedar Have j^ou any rate fixed by legislation’ Theie 
is the law of Damduput in India, wheieby the mteiest cannot exceed the 
amount of the pimcijia] 

Di Jeidels We have no lav at the moment, but excessive rate of 
inteiest would, undei the geneial civil laiv, be void 

Mr Manu Subedar If the accumulated interest amounts to more 
than the inteiest, then it is not allowed There is no such thing m 
Germany ’ 

Dr Jeidels No I lieai that the law of Damduput does not work 

Ml Dooadliai It is obsolete You say that an important problem is 
the use of veniaculais You aie m fa\our of vernaculars being adopted’ 

Dr Jeidels Yes I am m favour of extending then use 

Di Jeidels I would wish to see anything removed in the country 
which stands in the w^ay of normal banking On vernaculais a gentleman 
m Madias entreated me qude earnestly, how important it is, to give 
vernaculais the field which it deserves and to standardise it I think it 
IS necessary to remove illiteracy in every form, if a man wnites a script 
which one cannot read or understand, it is from the banking point of view 
ilhtei acy 

Dr Hydei Would }ou suggest to us, Dr Jeidels, w'hat practical 
steps should be taken for a bill market for the use of bills? 

Dr Jeidels I would suggest that the money market and the bill 
market be discussed together 

Mr Manu Subedar You saj that the Imperial Bank serves as banker’s 
bank to satisfaction To wdrose satisfaction ’ 

Dr Jeidels To the satisfaction of joint stock banks, at least I hava 
^e impression that it is so The discussion of the money' market may 
bear out if my impression is correct 

Mr Manu Subedar I am trving to know from where -you deiived this 
impression ’ 

Dr Jeidels There is no Besene Bank at the moment The question 
IS IS commercial banking hampered by that to such extent that the 
arrangement wnth the Imperial Bank proves unworkable Is commercial 
banlnng really so much hampered by it that one must call if unworkable? 
The joint stock banks have after all a banker’s bank, they know where to 
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go, if they want to borrow or to le-discounf I think I have said myselh 
that it IS not quite convenient to use the competitor as banker's bank 

Mr Manu Suhedar The statement is that the Imperial Bank renders 
ser^’ice to the ]Oint stock banlcs to their satisfaction? 

Dr Jeidels I believe it is so 

Mr Manu Sxibedar Have you had any talk with joint stock banks on 
the subject? 

Dr Jeidels I have talked to so many people in the country chat I 
leally do not Imow the single mstances 

Mr Manu Suhedar 1 take it that your colleagues and yourself have 
seen the evidence placed before us Is it the impression gathered by 
aU youi colleagues also that the joint stock banks aie satisfied w’lth the 
seivice which the Imperial Bank gives to them^ 

Di Trip I have the impiession that the bankei is nevei fully satisfied 
Bills aie only le-disconnted from approved customers That was agreed 
I cannot say whether the belief is justified oi not — I gatheied that from 
the statements of evidence 

Mr Manu Suhedar That is not the impression which some of us 
have formed Joint stock banks have not expressed themselves satisfied 
with the service of the Impeiial Bank as Bankers’ Bank 

Dr Jeidels We shall be interested to hear somethmg about it, if' 
it IS the case 

Mr Manu Suhedar I put it to you I do not consider this inference 
justified Do you consider it justified? 

Dr Jeidels It is ceitainly not an -deal arrangement, but I think 
the lack of a Reseive Bank is moie felt fiom othei points of vieiv The 
question is, whether commercial banking is leally hampered by the fact 
that not a Eesen^e Bank but the Imperial Bank acts as Bankers’ Bank, 
and on this my opinion is that joint stock banking in the country is 
really not much hampered by the fact that the Imperial Bank serves as 
Bankers’ Bank 

Mr Manu Suhedar When you say Bankers’ Bank, what do you mean^ 

Dr Jeidels A banker’s bank is a bank w'hich is at other banks’ dis- 
posal, if they wish to borrow^ or to re-discount 

Mr Manu Suhedar Aie you aware of what facihties the Imperial 
Bank give? ' 

Dr Jeidels They give facilities by way of re-discounting bills and’ 
also of loaning against Government securities 

Mr Manu Suhedar With regard to the latter point, you are quite 
correct, but wnth regard to the re-discounting of bills, it is for the Imperial 
Bank to say My impression from the examination of the Impenall 
Bank people w’^as that re-discountmg did not form an ordinary process. 

Mr Laviond Bills must come to the banks 

Dr Jeidels It is done by every Central Bank in other countiies 

Mi Manu Suhedar With regard to your country what is the le-^ 
discounting rate ? 
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Dr Jetdels TJie same for everybody There is only one bank rate, 
toi large as for small banks 

Mr Manu Suhedai What does the bank rate sigmfy m yom country'’ 

Di Jeulels One can discount bills, which complv with the provisions 
of the lav-, at the bank late with the central banking institution 

Mr Manu Subedar It may be a private paper, a bank bill oi trade 
bill The rate will be the same^’ 

Di Jeidels Yes ' 

Ml Manu Subedar In London it is not the same for both? 

Di Jetdels Eegulations diffei 

Ml Manu Subedai In youi country is the bank rate one at which 
approved bills could oe discounted including banlc bills'’ 

Dr Jeidels Yes i 

Mi Manu Subedai What is the deposit late^ 

Di Jeidels It IS generally lower than the Bank late It depends very 
•much on conditions prevailing in a certain period It is generally below 
and I think I answered that question before 

Ml Many Subedar At what rate would a private bill with two 
signatures, one merchant on another, be iliscounted by his own bank? 

Dr JeidJls ' It depends, sometilnes above 'tire bank late, i e the 
bank rate and a smlall commission, sometimes below the bank rate When 
liquid assets with private banks are large, billb below the bank late flow 
to the vaults of the private banks instead of being discounted with the 
Central Bank, w'hich in vts turn will piobablv reduce the bank rate in 
'Order to attract bills 

Mr Manu Subedar That is not the normal thing The noimal thing 
tjs above the bank rate'’ ' 

Dr Jetdels Generally the Central Banking Institution tiies to keep 
as close to the private banks as possible If the^ can discount below 
the bank rate oi if all bills flow to the Central Bank, it shows that Ihe 
■bank rate did not follow the recedmg or the rising maiket lespectively 

Mr Manu Subadai In re-discounting bills does the bank make money 
01 is it merely a facility to increase its liquid lesouicos ’ 

Di Jetdels If the banks aie of the opinion that the bank late will 
go up, then they make money by le-discountmg Banks geneially, how- 
ev'er, do not le-discount, they feel that thev'’ ought to use the Central Bank 
as little as possible ' ^ 

Mr Manu Subedai If that is so, do you expect the position to be 
mateiiallv different m India, Banks m India are reluctant to re-discount 

Dr Jeidels I hope so 

Mr Manu Subedar It that is so, why do v’^ou lay such stress on the 
establishment of a Beserve Bank to create a bill market^ 

Di Jeidels In ordei to create a real bill maiket and to regulate the 
rate of inteiest it would bring a regulating factor into the money and bill 

maiket I would suggest that this be discussed on the monev maiket pro- 
blem 
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Ml Manu Subcdai I am quite willing to leave off that aspect to that 
stage, but with regard to the legation of the Impeiial IBank wuth the 
other ]omt stock banks, your lemaik w'^ould I think apply to loans on 
Goveimnent securities, because the le-discounting of bills does not as 
a mattei of fact exist even for the purpose of legulation 

Dr Jeidels I do not wish to say anything about the money maiket 
now, the present system is neither perfect noi even satisfactoiy , but 
'Commercial banking is not so much nor so immediately affected by 
havmg the Impeiial' Bank as Bankeis’ Bank 

Mr Manu Suhedai Bank acceptance may come moic into use with 
-the establishment of a Keseive Bank^ 

Di Jeidels I'es \ 

Ml Manu Snhedai When the bank acceptance comes moie into use, 
bank bill inai’- be re-discounted by the Beseiwe Bank*? 

Di Jeidels Generally they will not Bank acceptance of the 
.‘Imperial Bank should command a rate lowei than the bank rate and 
■theiefoie it will not leach the Eeseive Bank 

Mr. Manu Suhednr I quite agice that the Central Bank should aim 
at securing commercial papei It has been pointed out that that com- 
anercial paper should have 2 or 3 signatures, 2 of meichants and the 
third bank signature and onlv such bills should be re-discounted by the 
Eeserve Bank 

Dr Jeidels Those are bank endoisements, not bank acceptances 

Ml Manu Suhedar But from the point of view of the Eeserve Bank, 
that becomes a proper document*' 

Di Jeidels If it has a bank endorsement bank acceptance is a 
different kind of bill 

Ml Manu Suhedai Banli acceptance is something different when a 
bill IS granted mstead of cash ciedit But if it is a genuine affair 
emanating from the transfer ot goods, from the sale of goods, then it 
\vould be a very propei thing? 

Di Seideh Theie is no objection, but it will probably not reach the 
bank’ 

Mr Manu Suhcdai Why do vou lav so much stiess on bank accept- 
ance 

i 

Di Jeidels Because bank acceptance is the cheapest form of credit 
which a customer can get Bank acceptance is how^evei of no value 
without a proper money and bill maiket 

Ml Manu Subedar Talking of Government secuiities, the pioportion 
IS unusuallv heavy m this countrj Bui; 5011 did not advocate any 
me isures ? 

Dr Jeidels No 

Ml Manu Snhedai I put ib to you that if the piopoition is from 
25 tc* 40 per cent and the banking capital is above 200 crores — ^the rest 
being capital and aeseives — 40 per cent of 240 croies would give you 90 
croies which in the foundation of banking and credit If that is locked 
up 111 Government securities to that extent the amount of trade and 
mdustiy is reduced? 
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Dr Jeidels The question can be answered easily Government 
paper can only be replaced by other liquid assets, it cannot be replaced 
by loans 

Ml Manu Sitbeclai How will you replace it*^ "Whether jou give facib- 
ties to the public, by way of bills, cash credits or liaans or secured loans it 
does not matter, but the" facilities go to the public instead of going to Gov- 
ernment * 

Dr Jeidels You must distinguish between the various channels m 
which it goes to the public You can only use those channels which are 
liquid 

Ml Manu Subedar From the point of view of the banhei having due 
regard to liquidity does it not aiise this war ^ If such a large bulk of 
money goes into the field of Government finance instead of into the 
field of trade, it may strengthen the position of Goremment finance, but 
it would weaken the lesouices to rrhich trade would look forward^ 

Dr Jeidels If bills aie available and theie exists Keserwc Bank as 
the last resource to turn bills into cash, only then you will be able to 
judge, not earlier Whether Government securities realh take the place 
of commercial transactions, I am unable to say 

Mr Manu Subedai In that event, if ue have a bill market and pro- 
per discount rate, do ^ou think this piopoition of 25 to 40 per cent. 
Government paper would be much reduced? 

Di Jeidels I think it uould be It should be reduced 

Ml Many Subedai To the extent to which it will be reduced, would 
mean that it is replaced by other paper’ 

Di Jeidels Bv bills 

V 

Mr Manu Subedai To that extent the commercial community ^vould 
be getting increased facilities? 

Di Jaidels Yes, at present there is a lack of bills 

Mr Manu Subedai But there is no lack of trade As the "Vice- 
Piesident mentioned to aou lihe amount of inteinal hade compared to the- 
amount of foreign trade is 9 times to 15 

Dr Jeidels If trade takes the fomr of bills, then it competes with 
Government securities 

Mr Manu Subedai Let us tiy^ to get at common ground The trade 
IS there Trade is in need of credit facilities 

Dr Jeidels Of bills 

k 

Mr Mann Subedar Credit facilities do not exist at present Credit 
institutions do not exist at present Existing banks are not able to reach 
more than the smallest fringe of the - merchants actually engaged m 
trade 

Di Jeidels You ask whether m my opinion Government securtiea 
as investment of banks are a disadvantage to trade I ask you are- 
there bills offered in competition with Government bonds? If so, then 
investment m Government securities works to the disadvantage of trade 
But only if the demands of trade take the form of bills offered m the- 
market, the banks have the choice between bills and Government secu- 
rities If you or any of the other gentlemen cair tell me that there are 
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1)1118 offered and they axe not discounted by the banks because banks 
■have invested their liquid lesouxces in Government bonds, of course the 
-position would be different 

Mr Manu Suhedai The banks would be better able to explain to 
you that position, but we bad this morning fiom the Vice-President — 
who is this year the President of the Imperial Bank, who has many years 
experience, who has commeicial expeiience — ^we had it from him that 
one of the reasons why bills are not forthcoming is that the banks sa} 
we do not know the parties 

Dr Jeideh 1 have not beard the statement 

Sit PuTsliotamdas Thakurdas What I said was that bills have been 
in India years and years back, the}- are not a new thing but they have 
been replaced by cash credits which have been considered fashionable 
^nd which the banks encourage That is what I sard 

Mr Shanviukham Che tty Therefore if bills are not available, it is 
because banks have not encouraged them According to the Vice- 
Chairman bills are not available though they are well loiown in the 
country because banks have not encouraged them Banks have dis- 
•eouraged them 

Dr Jeideh It was not understood by the Vice-Chairman in the 
way in w'hich it has ]ust been used I do not think there is divided 
opinion among the experts present about the advisability of trying to 
■create a better bill market 

Sir Purshotamdas Thakurdas I think I might say this — ^it is open to 
any member of the Committee or to any member of the expert group 
to draw w'hatever inference he might from my expression this morning 
What you are now domg is to say that bills are available I do not 
thmk that is an inference ]ustified from what I said Perhaps the 
inference Mr Chetty. w^ould draw would be a more relevant inference 
from what I said 

Mr Manu Suhedar If I w'eie to make the position clear, the positron 
I was taking up was this, that the trade is there, the transfer of goods 
is there and these men who are trading are in need of finance, but being 
small parties or parties unknown to the banks they are not at present 
able to get all the finance that they require from such bankmg institutions 
as we have The demand for accommodation and for credit is there 
If there were either more banks or more banking capital there is not the 
slightest doubt that they would find boiToweis 

Dr Jeideh The banks are not looking for borrowers, they are looking 
for hills, they are looking for liquid assets 

Mr Manu Suhedar If a bank w^ere willing to discount my bill but 
■'■'t to give me an advance is credit or any other method of accommoda- 
tion, you can take it that a merchant would immediately realise that 
the form in which he would get money is by a bill 

Dr Jeideh We want to state matters as the^ are at present I 
would be very glad if the bankers could tell us the amount of bills 
available, legitimate, regular bills drawn by the seUei or the buyer of 
goods The amount of thO'Je bills is as I understand the situation not 
large enough to allow- ihe banks to invest their liquid reserves in those 
bills Is that statement true or is it not^ 
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Lala Harhshen Lat That is a jn?itter of fact 

Mi BucUoy Quite tiue 

Mr Shanmuhham Ohetty But those bills aie not available because 
of the, banking practice m this countiv 

Mi,> Buckley Who made the practice, Mr Chetty? 

Ml Slianmukham Chetty I think the banks 

Mr Buckley No, the banks did not You ask any mei chant whether 
he prefers to have a cash ciedit and only pay interest on the amount that, 
he draws or whether he would like to create bills, — say for 5 lakhs and 
then find aftenvaids that he could only only use 3 lakhs The merchant 
chooses the form of credit that he requires and not the banks I must take 
that standpoint, it is not the banks, it is the merchants wlio decide the 
business 

Puishotamdas Thakurda‘i Mr Bueklev is trying to make out 
that the merchant is all at fault for this 1 submit with gieat deference 
that it IS not so If Mr Bucldey says that the merchants insist upon 
it, why have not the merchants succeeded in the same way in Germany 
or in England’ It is this way You, gentlemen, are reljing upon our 
experience of facts in India as they are, and facts should be submitted 
to you correctly That is why I am now questioning Mi Buckley’s point ' 
It !is very necessaiv to iny mind that we should get a view of the picture 
as we both see it 

Mr Buckley Excuse me, I have no desire whatsoever to give a wrong 
impiession to the experts 

Sir Pursliotamdas Thakurdas I am not saying that you are I am 
trying- to meet the point The fact is the hundt was known m India 100 
years back AAOiy did it get into disuse? tt will not trouble about 
literature and books about it I belong to a family which had a lot to 
do M'lth it I can show you bills 40 or 50 years ago in my firm, but 
to-day there is not a quarter 

Ml Lamond The bill business 25 years ago was biggei than it is 
to day 

Str Pursliotamdas Thakurdas My point is this Mi Buckley was 
trying to make out that the merchants prefer it and the banks have no 
option Then, Dr Jeidels, you and my friends in London have done a 
great disservice to youi country m not letting merchants have what is 
to then advantage It is theiefoie that I suggested that, if there is a 
fault to be placed, it has to be divided Do not put on the niei chant and 
sav the merchant will not have it , 

L 

Di Trip We must +ry to come to the reason which is at the bottom 
of the decline of the use of the liundi 

Sii Purshofcimdas Ikakuidas The banks show a piefeience for cash 
credit advance to bill advance It was fashion , that is all 

Mr Lamond The banks wanted to see the produce behind the advance 

Sir Pursliotamdas Thakurdas Don’t thev see that in other countiies? 
[f 40 years ago they had said “We will discount your bills backed by 
produce,” that would have been in vogue 



MxiyGaspdls The bills soldi,in-)the, Londpp. market have no v secunty 
attached, to themv, The reason (they prefen bills js that., they , cap, go ^an^., 
discount them 

SxT Purshotamclas Thakurdas. We have very .big, discount markets - 1 
in, upcountfry centres — am speaking of my part of tbe country — 
Surat, Broach and Ahmedabad, and those centres to-day are comparatively , 
inactive 

Mr Lamond Take 25 yeaxs'ago, m a place like Kaiachi, we had sc 
great numbei of endorsing shroffs and a very big business was done m , 
the bazar The endorsing sbroff seems to have disappeared 

Sn Puishotamdas Thahurdas Why”? The endorsmg shroff did exist 
the same as your discount houses m London They have slowly dis- 
appeared Why 9 Because, as the banks’ advance was shifted on to 
cash payments, their turnover decreased 

Mr Lamond He paid 9 per cent or 8 per cent and the endorsmg, 
shroff discounted it at per cent less 

Sir Pursliotamdas Thakurdas Therefore your point is that cash credits 
are cheaper than bills ' 

Dr. JeideU With ’cash credit , the borrower, , can select the length of 
time, for which he borrows 

Sit Purshotamdas Thakurdas Therefore, is ^t a fair inference that 
the .system of bills which is m vogue m your cormtry is more oppressive 
to the borrower than the system of cash credits here? Bo you agree .to 
that? No, you would not agree to that , The only mference them 
would be that the system of bill advance which is in vogue m Germany. 
IS to the disadvantage of the borrower and to the advantage of the. 
lender I am only putting the reverse of what Mr Buckley has been 
putting to us You cannot agree to that? 

Dr Jeidels I would like to offer my practical experience by way of 
illustration Whenever the money market is easy, we banks have diffi- 
culties to get bills Our bills are generally, 90 days’ bills, coiiespondmg 
to the habits of credit in trade between buyer and seller of goods, m 
India with less extended credit m trade the bills are shorter If our 
customer discounts his bills, he borrows for three months, but he needs 
the money only for say 4 veeks As banks are eager to get the three 
months’ bills, we then offer him a possible discount rate below bank 
rate But still he will not discount with us, but will probably deposit 
the bills and take a four weeks’ cash credit This is the way in which 
discounting of bills and cash credits compete in barrlong, and similar 
conditions may prevail here also — If I may make the suggestion, this 
question of building up a bill market needs further and separate discussion 
why bills existed formerly and have now disappeared in this country I 
do not think it will be disputed that a more extended bill market should 
be encouraged But what Mr Subedai suggests is that the banks would 
be willing and in a position to buy bills if they had not to buy Government 
bonds ' 

Mr Manu Subedar What I am asking you is a very simple ques- 
tion, namely, that the total banking working capital to-day being 240 
Cl ores or 260 crores and 25 to 40 per cent of this being in Government 
securities, that much money, which is in Government securities is more 



01 less closed out from coming into the channels of trade and industry, 
whether in the form of bilis or in any othei form Is that so oi noo? 

Dr JeideJs That is absolutely not so, in m 3 opinion The banks, 
I may say, would piefei bills to Government bonds 

Ah Kliaiian Is that youi statement that the banks here would prefer 
to have bills to Government bonds’ 

Mr ShanwulcJidiit Chctty That will have to be verified 
Air Khaifan Whatever the bankers may saj, we as mei chants know 
the opposite 

Dr Jeidels Do you know cases, wheie bills were offered to banks 
and have not been discounted’ 


Ah Khaitan There is no occasion to offei hills, because they would 
not be discounted I do not mean to say that the manager would go 
round to the offices ot meichants and canvas for bills I am not 
suggestmg that, but the fact lemams that there is an impiession abroad 
even amongst iich meichants that if they offer bills to banks, they 
would not be discounted 


Air Jeidels Have they asked in one case and has it been refused? 

Mr Khaitan Why then is there this impression among the mercantile 
community ? 

Mr Lamond Tallang about this investment of secuiities, a bank 
must have a certain amount invested m secuuties Take the Piovinoial 
Bank of Iieland Then investments are 7,700,000 m Govemment securi- 
ties and 7,300,000 m advances Who is going to decide what pcicentagc 
should be in Government secuiities? Heie is a bank wdiich consideis that 
it should have 50 per cent in Government secuiities 


Air Khaitan With the gieatest defoience to Mi Buckley’s country, 
which I love, and without meaning any offence, I can say that we do not 
want that Iieland should be taken as model 


Air Alann Subedar The heavy investment of banlung rcsouices in 
Government secuiities is made a ground b}!- these gentlemen to stigmatise 
this conntiy’s banlcmg system as a compniativelj undeveloped banking 
system Therefoie, I take it that Iieland would also come undei the 
same leproaoh’ 


Ah Lamond I heai also that the Canadian banks ha\e a large holding 
of Government secuiities 

Ml Khaitan Has Dr Trip showui you the slip W’hich he leceived 
from Sn Pursliotamdas Thakuidas containing the numbeis of provincial 
Indian Chambeis of Comnieice and the numbei of films who arc known 
to the bank? 


Excuse me, m tins connection it is not so much the ques- 
know \he banlc^^'*^ meichants, but wdiethei the merchants 

u I do not think that this enquirv would 

Would you not take things as they aic? The fact 
IS that them aie no bills available owing to the bank not discount^ 

I peifeetly agiee that tlieie are no bills available but 
way they aie not I have not found to be satisfactoiilj explained 
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Ml Manu Subedar That is not the position The position we are 
discussing IS that in the event of the Eeserve Bank being fanned this 
proportion of Government secuiity would diminish, and I am trying ]ust 
i‘to get this admission from Di Jeidels that, if the investment of banks 
in Government secuiities diminished, what would happen to that moneys 
That money would go to trade 

Dt Jexdds Excuse me, it would not 

'Mr Manu Subedar Where would it go? 

Dr Jeidels Will you tell me why the banks m your opinion buy 
Government bonds? 

Ml ^Manu Siihedai You are here to answei my questions, I am not 
I'here to answer yours 

Dr Jeidels 'If this rule is established I will not answei any question 
'of Mr Subedai We are consulting here , we arc not 'v ituesses I tell 
you in the 'most 'friendly spirit, ‘Mi ' Subedai that it is a great 'pleasure 
to me to 'answei voui questions because they are very mterestmg,! but 
if you say you are entitled to put questions to me but I am not "entitled 
to put questions to you, ‘then I shall not answei yours and you meed not 
■answei mine 

Mr Manu Subedar When I prepare a memorandum and submit it 
to the Committee I shall certainly answer any queslaons put by you 
You are under examination at tho present moment 

Dr Jeidels No I should like to have our position cleared 

Chairman It is a consultation and I think every other membfer here 
was courteous enough to answer any questions put to him bv Di Jeidels 
in the course of that consultation, and I think courtesy demands that 
Mr Subedar should treat J3i Jeidels m a similar manner 

Ml Manu Subedar What is youi question*’ 

Dr Jeidels You say that the banks aie not in a position to buy 
trade bills to invest in a commercial liquid reserve — to give it this 
definition — ^because they invest in Government bonds I said they 
invest in Government bonds because they have no liquid commercial 
investment You contested that Now I ask you why, in your opmion, 
do the banks buy Government secunties? 

Mr Manu Subedar I do not contest that they at present invest in 
Government securities because they have not such assets on which they 
'■an immediately raise mcnev Also the yield of Government securities 
IS very considerable, sometimes actually highei than the rate at which 
they can laise their deposits 

Dr Jeidels Now we come much nearer to the point Y''ou say that 
practically there is no real bill market while there is always the possibility 
of getting loans on Government securities 

Dr Hyder As regards this mattei, I want to ask Mr Lamond a 
question Is it a fact that when the Imperial Bank have to borrow from 
currency they go round to their customers and say “We w'ant you to 
sign bills, we pay the stamp duty?” 

Mr Lamond We have to do everything we can to establish the bill 
habit, even to paying the stamp duty 
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Dt Tnp May I for a moment intervene? That question and other 
questions "with regard to the Imperial Bank, the money market and the 
bill market will be discussed in my memorandum I can, of couise, with- 
draw my memorandum but if you want that, it is better to postpone 
this discussion until the memorandum is before you 

Mr Mami Subedar The only point I was tryuug to make is Here 
IS a characterisation of the Indian banking system aa undeveloped The 
terms of reference to this Committee include the development of Indian 
banking We have theiefoie to find out the means You, gentlemen, 
are jnv’ted here to assist us in that process Now, the main reasons 
which Dr Jeidels finds for this state of affairs arc two One is the 
excessive investment in Government secmities and the second is loans 
against tangible secuiity We have to consider what we can do The 
only point I wanted Dr Jeidels to give his opimon upon was that if 
something could be done — and in his opmion the Eeseive Bank would 
probably secuie that result — by which the amount of Goveinmcnt security 
in a bank's balance sheet could be reduced consistent with safety and 
conservative banking, if something could be done by which the holding 
of Government papei could be reduced, the money which woll be realised 
in this mannei would then go to the bank’s clients, that is trade and 
industry That is the pomt > 

Dr Trip If they could place it 

Mr Manu Subedar They have to take it consistent with the bank’s 
rules and in a form m which the bank would be willing to lend it That 
IS the whole trouble Is not that so, Dr Jeidels? 

Dr Tnp There is only one thing, that there would be competition 
between the Government paper and the trade paper The Government 
w'ants money , if the Government cannot get the money outside the country 
they have to take it in the countiy 

Mr Manu Subedar And the rates at which commercial advances 
could be secured would tend to go down That would be the position 
other things being equal 
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29lh January 1931. 


Chairman When we adjourned yesterday Mr Manu Subedar was referring 
to the following — 

“If agricultural credit other than agaiast clear tangible security in 
quickly saleable merchandise is expected from banlcs, then es- 
pecially the Land Ahenation Act has to be revised so as so pro- 
tect legitimate bank loans ” 

Now it IS perfectly true that in certain tracts of the country theie is the Land 
Ahenation Act, or there are tenancy laws which stand in the way of the ryot 
producmg tangible security other than quickly saleable merchandise At the 
same tune there are large tiacts, say, in Madras Presidency, where the peasant 
enjoys the fullest right in his land It is, therefore, possible for him to produce 
tangible security But even so, commercial banks do not touch him, and if 
the sentence were to stand it is likely to be subjected to severe criticism as 
not bemg a correct statement apphcable all over the country, and although 
yesterday I suggested that the position might be improved by a shght addition 
to the sentence, I have on reconsideration come to the conclusion that the 
rentence had better be omitted 

Dr Jeidels |I welcome your suggestion The sentence may be misleading ; 
I prefer to omit it We have discussed the subject and loiow now what the 
situation is m my country, how it compares with other western countries and 
how with India Ibeheve to have cxplamed the point suf&ciently yester- 
day 

Mr Manu Subedar You know the yield on Government paper m India, 
and you know its relative position with regard to deposit rates, that is, rates 
at which banks take deposits Having regard to the facts do you think that 
investment in Government paper by banks is altogether on the point of its 
liquidity ? It may be because the yield is good and they earn something 

Dr Jeidels I think it plays a part that the investment is as profitable 
as possible 

Mr. Manu Subedar If the yield on Government paper went down, do you 
think the holdmg in Government paper will automatically be reduced ? 

Dr Jeidels I think so The quotation for Government paper has also 
to he considered With a reduction in yield there i^ automatically an appre- 
ciation in price, which further stimulates the sale of such securities 

Chairman Please explain what you are saying If you are holding 
Government papei, and if there are no commercial bills offering, what will 
you do as a piactical banlver * 

Di Jeidels I would change Government bonds into treasury bills, which 
are a short term investment 

Chairman You will convert your holding in long term Government secu- 
rities into short term treasui y bills, and as commercial bills become available, 
you will replace treasury bills by commercial bills 

Dr J eidels I thinlc so 

Chairman One other question When the rate of interest on Govern- 
ment securities is halved, wiU it not afiect the yield on liquid commercial 
paper * 

p 2 
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Dr Jeidels It vnli 

GTiairman As a practical banlrei you would be prepared to say that 
generally speaking, the yield on coinmeicial paper would follow the yield on 
Government securities 

Dr Jeidels Only of treasury bills The yield on self-hquidating commer- 
cial paper would follow the yield of treasury bills 

Mr Manu Subedar Will it follow or be influenced by the yield on com 
mercial paper ^ 

Dr Jeidels The money market determines the late for commercial 
bills 

Chairman If Government, for some reason or other, wanted to raise trea- 
sury bdls at a particular rate — it has happened in other countries, leave aside 
India — ^which might not be the late in the money market, will the rate for 
commercial bills respond to the rise in the rate foi treasury bills ’ 

Dr Jeidels Generally speakmg, certainly 

Mr Manu Subedar Havmg regard to the volume of these two classes of 
biUs, it vnll depend on the amount of treasury bflls thrown on the market at a 
heavy rate whether the bankei will be mduced not to take so many commer- 
cial bills, but to earn a little more on treasury bills ^ 

D'> Jeidels It depends on the volume of supply as well as on the rate 

Mr Manu Subedar If Government was m need of urgent finance, not by 
way of tieasury bills, but by way of long term loans, and offered a big block 
at a heavy rate— Government of Bombay raised 101 ciores at 61% yield which 
was an extremely favourable rate from the point of view of the investor — 
that would attract a lot of money both from the public and from the banks * 

Di Jeidels Yes 

Mr hanu Subedai I am askmg whether banks vould not like to hold 
this paper 

Di Jeidels I do not think so 


Mr Manu Subedai There has been an actual case when the Bombay 
Government came into the market at a high rate But supposing the Gov- 
ernment of India came into the market at a heavy rate for a large amount, 
^hat would attract a lot of public money as well as bank money 


Dr Jeidels It would mfluence the banks more indirectly than directly. It 
would appeal to the pubhc, and the pubhc will pay partly from bank deposits. 
This tends to make money scarcer and more expensive If Government 
offers a large loan at an attractive late you will see its effect in the next state- 
ment on banks’ deposits, perhaps, also of postal savings 


Mr Manu Subedar Would the banks themselves take up any portion of 
the loans In this country when the Government float a loan, they are most 
anxious for the success of the loan as every Government is, and they ‘secure 
the co-operation of the banks That co-operation means that bankers gi.e 
facilities to the pubhc, but should the pubhc not come in. Government would 
very much appreciate bankers taking a big block. 
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Dr Jeidels Do you -msh to know how it is in other countries ^ 

Mr Manu Stibedar I am raismg a specific point, namely, the influeUce 
of Government paper on hank’s holdings You said that if the yield on 
Government paper went down, the holding of the hanks would go down 
Now I put the contrary case If the yield increased, the holding in Govern- 
ment paper might increase 

Di Jeidels It depends largely on the extent to which the puhhc with- 
draws deposits in order to huy Government bonds If the hanks lose part of 
their deposits owing to the attractive offer of Government, they aie not in a 
position to huy themselves Banks do their business with the depositors’ 
money 

Mr Mann Subedar If deposits decrease hanks’ working capital d'e 
creases 

Dr Jeidels Yes 

Mr Manu Subedar . Therefoie, the amount banks can loan out is also 
diminished Heavy Government honowing therefore affects the volume of 
trade in the countrj^ 

Dr Jeidels Certainly 

Jlfr Manu Subedar And it affects it adversely if the borrowing is too 
heavy 

Dr Jeidels Certainly 

Ml Manu Subedar Have you found by your examination of the Indian 
position that the Government have come into the market in India too 
heavily '>■ 

Dr Jeidels Government is certamly boirowing in this country, as in 
every other country, much more than it did normally Government securities 
absorb, with the exception of a few extremely fortunate countries, at present 
no doubt a larger percentage of a country s liquid reseives 

Ml Manu Subedar Do you know that the postal certificate rates are 
more atti active than the deposit rates, with the result that they have been 
eminently successful, but the money raised in this manner, if it was raised by 
banks, would have gone to the trade, but being postal certificates it has gone 
to augment the Government finances 

Jlr Currie I would r jther like to question that Nearly all the money 
which Government borrows is invested in what is known as industrial con- 
cerns, railways and for development of the country You cannot really say 
that money bon owed for that purpose is taken away from the trade' of the 
country 

Sir Pursliotamdas FhaJcuidas 1 do not think that we should expiess any 
opmion as to the nght or wrong of the Government borrowing and I do not 
think it would serve any useful purpose to do so All that we are concerned 
with IS the effect of Government borrowing on trade and commerce For 
what purpose Government borrow we had better leave out 

Mr Manu Subedar You say that “ both classes of banking investments 
signify a comparatively undeveloped banking system, but it cannot be doubted- 
that under existing circumstances no change of policy is possible ” By 
whom * 

Dr Jeidels By the banks 
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Mr Manxi Sxibedar Your refeience is diiectly to the banks themselves 
The banks uorlung in then? own interests should not do otherwise than what 
they are doing ? 

Bi Jexdels They cannot do otherwise than what they are doing 

Mr Manxi Sxihcdar You say that “ no steps must be talcen to prema- 
turely encourage the banlcs to be less cautious and conservative in granting 
credits We only deal mth general principle What steps have you in 
mind ^ 

Dr Jexdels No advice should be given 

Mr Manxi Svbedar All sorts of advice have been given to us by various 
witnesses and vaiious representatives of banks 

Dr Jexdels My opinion is that no advice should be given to the banks, 
to be less conservative in their loan pohey 

Mx Maxiu Svbedar You think that under existing conditions commercial 
banks would not be well advised to grant loans without security ? 

Dr Jeidels Yes 

if} Manxi Sxibedar Not even collateral ^ 

Dr Jeidels That is different Ismvestmentm block the object for which 
the loan is used ^ 

if} Manxi Sxibedar Your point is that if the block was meiely a collateral 
security fer cuircnt loans, then it would be perfectly right for commercial 
banks to giant loans, but if an industrial concern wanted money for capital 
extensions for capital purposes, it would not be right for commercial banks 
to do so 

Dr Jeidels Yes 

Mr Manu Svbedar With regard to house and real property, what would 
be your position ^ 

Dr Jeidels it is good security, but it is not good purpose for borrow- 
ing 

ifr Manxi Svbedar The purpose is trade and busmess If a man owns 
two or three houses — ^valuable property — a town, would you then recom- 
mend a commercial bank to take these documents as coUateial * 

Dr Jeidels I do not see any objection, if the loan is self-hquiuatiug 

Mr Manxi Svbedar You said that no steps should be taken to piematurely 
encourage the hanlis to be less cautious and conservative in grantmg credits 
Those steps have been recommended to us as steps which would make real 
property foim a collateral m the first mstance But supposing an mdustnal 
concern weakens, the bank may have to take possession and take steps which 
would involve the rendermg of that piocess cheaper, easier from the banker’s 
pomt of view, less costly for realisation, etc Those steps you are not warning 
us agamst ^ 

Dr Jeidels No 

Mr Manu Svbedar Y ould any customer refuse his banker full inform- 
aticn even under existing conditions * 

Dx Jeidels I do not go as far as to s&y that they refuse information. 
I have used the expiession “they do not divulge mformation freely”. I 
do not know whether it is mce English 
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Mr Many, Subedar Is it your information that the banker in India wants 
to know what the customei is doing, what his activities are, what his profits 
for the last year were, and do you mean to say that the customer would not 
give mfoimation ^ 

Dr Jeidels ISFot to the extent required, nor of his free wiU 

Lala HarlisTien Lai He attempts not to give, he dodges. 

Jfr Mami Subedar Is that not human nature all over the world ^ 

Lala Harhishen Lai It may be 

Mr Menu Subedar ' I want to know whether anything pecuhar exists in 
India by which we aie regarded as piimitive and backward people mcapable 
of developmg 

Mr Lamotid Things are improving m the last few years but they are 
coming m veiy slowly 

Ml Manu Subedar The position maj’- have been hke what you have 
•described here 

Mr T^amond Still it does exi^t There has been a big improvement r 

Mr Manu Subedar What do you say with regard to their falling into 
ime with western jnethods ^ 

Dr Jeidels The quicker they do it, the better 

Ml Manu Subedar With regard to youi firms in Europe, those firms 
have got a definite and substantial position Theie must be some weaker 
firms It may be that the firm became weakei after they became your custom 
<er Would the tendency of human nature be the same ^ 

Dr J eidels Tendency of human nature is the same everywhere, but educa- 
tion has had greater or quicker results in western countries 

Mr Manu Subedar You have yourselves ruled out the uneducated from 
the scope of bankmg Therefore we are only talkmg about the educated 
people 

Dr Jeidels Tho®e wlio come within the scope of banlang do not divulge 
as fai a,s I have heard I do not know whether you dispute that at all 

Mr Manu Subedar You can only say that, if you were a bankei both m 
this country and in the west 

Dr Tri'p Thht is oui impression from what we have heard 

Mr Manu Subedar Some of the impressions are changing I have spent 
about seven years of my life in Euiope and seen many nationahties, coming 
into very close contact with many friends In my opmion human nature 
IS the same all over the world 

Dr Jeidels On the mfoimation which a customer gives to Ins banker 

Mr Manu Subedar You say that personal ornaments would not con- 
stitute a valuable pait of the assets of your clients, but in India they do 
A very large class of the people who have a substantial amount of possessions 
put them mto ornaments and ornaments are liquid 


Dr Jeidels 
Dr Ryder 
Dr Jeidels 
Dr Ryder 


I paid my compliments to this kmd of business 
Do you include silver ornaments or only gold ^ 
Prmcipally gold 

Ho advance is made on silver ? 



Dr Jeidels I suppose not, because it would require too large a quantity 
of ornaments 

Sit PiiTsJiotamdcis ThaLiiTdas I think what Dr Jeidcl‘» is referruig to m 
his memoiandum is gold 

Mr Mam Suhedai You advocate the use of %'ernaculars in the various 
fields of hanking Do you lefer to the use of cheque books or pass books « 

Dr Jetdels I have only suggested to do something about the vernaculars 
in ordei to increase that pait of the population which I count as banlnng 
chents Therefoie I want to include as many of those tv ho can read and write, 
even if they cannot read and vrite a specific \cinaculiU 

jlfr Manu Siihcdai Coirespondence is one field in vhich the vernacular 
IS recognised , that is entiiely foi bankeis concerned With regaid to cheques 
and pass books, it is foi the client concerned to see that the entiics aic propeily 
made Do you not think that ^ome of fie Ingliei staff would ha\e to learn 
vernaculars ^ 

Dr Jeidels I sugge‘-tcd that it should be regulated and handled as far as 
possible on a common basis, so that eveij single bank in every single locahty 
should cultivate the use of vernaculars on the same standaidised basis It 
would increase the part of the population, which is available for banking 

Mr 2Iamt Snbedai But the supeiioi staff of the bank mil have to know 
vernaculars ? 


Dr Jeidels I do not know, if it is neccssaiy 

Ml iMmond We never turn domi a bill because it is untteii in the ver- 
naculai We accept bills in vernaculai 

Dr Jeidels What 1 am diiving at is tin*' it is not sufiicicnt that one 
bank follows a certain policy, hovevei good that policy may be Banks 
ought to tiy to come to an agi cement among themselves vith legard to ver- 
naculars, as it vould incieasc the possibihties of banlving 

Sir Pnrslioiamdas TJialnidas Di Jeidels lefeis to an important problem 
in connection with the extension of banlcmg It is exactl}' why banks like 
the Central Bank and othei Indian banks have not introduced more veinaculars 
m bankmgthan exist at present vliicli -we have to examine I do not think 
our friends on the other side of the table can give any lead on that 

Mr Manu Subedar I Avas trying to understand AAliether the existence 
of superior staff not knowmg anj’^ vernaculars in this countiy had not some- 
thmg to do Avith it I personally feel that it is one of the causes we have 
to deal with 


Sir Pursliotamdas Thakurdas Dr JeideD has put it in as an important ^ 
problem and let us leave it at that 


Mr Manu Subedar In Germany you have the giro system and, therefore, 
there is no question of any cost for remittance ? 

Dr Jeidels It costs something, of course 

Mr Manu Subedar Who pays the cost * 

Dr. Jeidels The party who uses it, but I cannot tell you how much 


Sir Pursliotamdas Thakurdas It can be ascertained very easily 

Dr Jeidels Yes, but I cannot tell you off hand We could get the figures 
The giro system is the system of remittance admimstered by the Central 
Bank and its branches 
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Mr Manu Subedur Does it cost anything to the hanker * 

Dr JeideU It does 

Mr Manu Subedar You have no branches of your bank, but the Reichs- 
bank have many branches If I have an account m Berhn and one in Ham- 
burg, would it cost me anythmg to transmit my money ^ 

Dr Jeidels It costs you generally two days’ interest If you have a 
credit balance m Berhn and you diaw the money in Hamburg you are charged 
for the money two days earher than the day, when you received the money. 

Mr Manu Subedar When I withdraw from Berhn on the 17th, am I 
not debited to Hamburg on the 17th * 

Dr Jeidels No, on the 15th 

Mr Manu Subedar So that the cost of internal remittance m Germany 
has been brought down 

Dr Jeidels I don t know whether it has been reduced recently 

Mr 3Ianu Subedar Even between the bank and its client, there is this 
charge ^ 

Dr Jeidels Yes 

Sir Purshotamdas TJiakurdas It goes to the Central bank ^ 

Dr Jeidels No Mr Subedar asks about the mter-branch busmess, not 
the payments through the Central bank There is a charge on these too 
but I cannot say how much 

Sir Purshotamdas Thakurdas Wliat the central banks charge to the bank 
you cannot say ^ 

Dr Jeidels No 

Mr Manu Subedar You said there were no bank audits m Germany * 

Dr Jeidels No 

Mr Manu Subedar How does the Reichsbank then keep itseE fully- 
informed about the affairs of any particular bank ^ 

Dr Jeidels The majority are jomt stock banks The Reichsbank sees 
their balance sheets 

Mr Manu Subedar But the balance sheets are not audited, they are 
prepared by the banks themselves 

Dr Jeidels Yes, they are supposed to be correct just the same 

Mr Manu Subedar You have not the phenomena of what is called window 
dressmg in your country ^ 

Dr Jeidels I only know the -windows of my own bank and they are noh*i 
dressed 

Mr Manu Subedar Is there a comment in the financial press that ■> ime 
of the< banks try to show a better hquid (position, and more cash on that date 
of the balance sheet, than they actually usually have for months togc-lier 

Dr Jeidels That has other reasons 

Mr Manu Subedar Supposmg for three or four months,' their cash is 
only, let us say, 10 per cent , on the balance day they show it as 14 per cent 

Dr Jeidels The reason is not to particularly impress the newspapers 
It IS done, because the 31st December which is the balance sheet day, is a 
day when banks have to be prepared for much larger payments than usual 
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Clertainly one lias to have a larger cash at the end of the month than during 
the month, and still more ready cash at the end of the year 

Mr Mami Subedar You have savings banks in Geimanj’- ? 

Dr Jeidds Yes 

Mr Manu Subedar Theie is an apex banlc besides the savmgs bank 

Di Jeidels Theie are savings banks clearmg houses and one Central 
clearing house 

Mr Manu Svbedai Is it part of the Reichsbanlc ^ 

Dr Jeidels It has nothmg to do with the Reichs banlc , it is a private 
institution of the public savmgs banlcs 

Ml Manu Subedai It is an association of, say, the pubhc savings banks 

Dr Jeidels Yes, it has its own capital 

Mr Manu Subedai So that the savings banlc deposits m Germany are 
put on the deposit side not on the loan side * 

Dr Jeidels It is only an apex bank similar to the provincial banks in 
ihe co-operative movement in India 

Mr Manu Subedai Suppose I was a citizen of Germany and saved 10,000 
marks m a particular month I want to put that as deposit m the aavmgs 
bank what happens to the 10,000 marks ^ 

Dr Jeidels They are given to the savings banlc, not to the apex bank 

Mr Manu Subedar How do they earn their mterest ^ 

Dr Jeidels They loan it out in difteient ways I can give you all parti- 
culars 

Mr Manu Subedar To which class do they loan it, to traders * 

Dr Jeidels Partly, yes , they also hold Government securities, mumci- 
pal bonds, loan agamst mortgage 

Mr Manu Subedar But apait from what is invested in Government 
securities, the savmgs m Germany go to the financmg of trade and industry 

Dr Jeidels Yes, if you understand finance correctly 

Mr Manu Subedar They are lent out to trade and mdustry 

Dr Jeidels Let us not use the woid ‘loans’ They mvest m mort- 
gages, m industrial debentures to a certam extent, particularly In mumcipal 
bonds 

Mr Manu Subedar They do not constitute part of the Government’s 
current finance, but are invested in this sort of investment which you have 
just mentioned 

Dr Jeidels Yes 

Dr Trip They do not disappear in the exchequei of the Government 

Di Ryder The customer who makes use of this Guo ’ remittance 
system of the Reicbsbank bas got to keep a mimmum balance ^ 

Dr Jeidels Yes 

Dr Ryder The profit which the bank derives from the use of these free 
balances meets a considerable part of the cost of remittance « 

Dr Jeidels Yes 
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Dr Hyder Up to the year 1920 it was fiee of cost, but since 1921 we all 
know that a fee is charged Docs it cover transfers from one branch to an- 
other ? ^ 

D? Jeidels * I could not tell you It is a detail, which can be furmshed 
easily , I can neither tell you whether the bank charges commission, besides 
holding the balances 

Ml ShanmiiUiam Oheity Wlien you tallc of the Imperial banlc and in- 
dustrial finance, j’^ou mean only financing the block account or you mean 
financmg of the workmg capital ^ 

Dr Jeidels They are certainly not financmg the block account 

Ml ShanmuUiam CJietty But commercial banlcs do finance the workmg 
expenses of an industrial concern ^ 

Dr Jeidels They suppty, to mdustrial firms by way of bank loans, a cer- 
tain part of their workmg capital, but not aH of it 

Mr ShanmuUiam Chefty A certain part of the wor'>'ing capital of indus- 
trial concerns is financed by commercial banks ^ 

Dr Jeidels. Yes a certain part 

Mr. ShanmuUiam Ghetty What would be the percentage ^ 

Dr JeideU A small percentage I cannot tell you exactly because it 
depends on the various Imes of business 

Mr ShanmuUiam Cheity I know we wfil have to examine this point more 
in detail when we come to industrial banl^ What exactly is the part played 
by commeicial banks in financmg industry * 

Dr Jeidels They finance a limited part of the woikmg capital 

Mr ShanmuUiam Ghetty Hon is that financing generally made and on 
■what security ^ 

Dr Jeidels It entirely depends on business and qualitj’’ of the customer 

Mr Shanmuhham Ghetty There is no hard and fast rule that a com- 
mercial banlc will finance the industrial firm only upon security * 

Dr Jeidels No, certainly not 

Jfr ShanmuUiam Ghetty You say that there is no general agency m this 
country devoting its banking activities to the busmess done by the London 
private banker ? 

Dr Jeidels The expression “ private banlcer ” is somewhat misleading 
“ Issuing houses ” makes it much clearei 

Mr ShanmuUiam Ghetty You say that with further development, with 
the mcreasmg number of firms of undisputed standmg, the reluctance of the 
banks to loan against block mortgage or without security will, by and by, 
dimmish You lecogmse that m India at present banlis are more reluctant 
to finance agamst block mortgage than in other places ^ 

Dr Jeidels Yes 

Mr ShanmuUiam Ghetty Is that a handicap for India, whatever might 
be the reason ^ 

Dr Jeidels Yes 

Mr ShanmuUiam Ghetty Do you think that m India there certainly 
oaght to be some firms which can come under the category of undisputed 
standing ^ 
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Br Jeidels Yes 

Mr SlianmuTcham Chelty Is it your impression that the joint stock hanks 
in India are very leluctant to advance against block mortgage ^ 

Dr Jeidels I really cannot tell you 

Mr ShanmuLTiam Ghetty Is it your impression that even in the case o* 
firms of undisputed standing joint stock banlcs in India are inclined to be 
more conservative than the institutions in other countries ^ 

Bi Jeidels I could not say so 

Ml ShanmuLham Ghetty You talk about encoui aging the customers to 
disclose then state of financial business to banks Is it youi impression 
that the banks do reallj’^ attempt to find from the customei himself the inform- 
ation rather than go to the market for bazaar rumouis ^ Is it the practice 
inyoui countiy foi a joint stock banktorequire its customers to fui nish periodi- 
cal statements of their financial position and standing in business * 

Di Jeidels Yes, even without being asked 

Mr Shanmukham Ghetty Have you found out whether the joint stock 
banlis in India oi the Imperial bank have established it as a practice that the 
customer should periodically furnish a return in a form * 

Dr Jeidels The question ought to be put to the bankers I have tried 
not to be inquisitive 

Mr Shanmukham Ghetty My impression is that the banlcs have not really 
made an attempt to secure from their customers periodical returns in pres- 
cribed forms and therefore part of the blame should lie on the banks 

Mr Lamond That statement is not correct 

Ml Shanmukham Ghetty I have been a customer of the Imperial Bank 
for the last 12 yeais and I have never been asked to supply periodical re- 
turns 

Ml Lamond Thej’ would not ask you They have got facilities for find- 
ing 

Sir Purshotamdas Thakurdas It is more for the Committee to go into 
this and I suggest that we leave it at that 

Mr Shanmukham Ghetty Do you thinlc that in India theie is that per- 
sonal contact between the client and the banker as there is in ycur countiy * 

Dr Jeidels That is rather difiicult to say My impression docs not" lead 
me to a general criticism 

Mr Shanmukham' Ghetty As a practical banker, don t 3 cu atttmrt to 
keep in touch with your' clients ? 

D) Jeidels Yes, within possible limits 

Mr Shanmukham Chatty, You are not in a* positron to say whether* that 
touch exists in India ? 

^ have not the impression that that touch is lacking One 
would have to ask the customer I cannot ask the banker whether his cus- 
tomers are satisfied 

Mr Khaitan Regarding the touch, our impression is different from what 

^ knov from what places you gathered youi in- 
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Dr J eidels My anf ormation was mostly gathered m the towns I visited — 
Madras, Calcutta, Lahore, Gawnpore, Lucknow If you ask whether I have 
«eon hundreds of people, ^then I say I have not hut I believe to have seen 
enough to foim an impression 

Mr Kliaitan What is the practice of , banks about ire-discounting bills * 

Dr J eidels The word “,re-discount ” is generally used for re-discountmg 
' with the Central (Banicing Institution Banlcs buy bills all over the country 
from their customers , it is one ,of their principal lines of business Some- 
times they sell bills in the market It is a matter of calculation and pro- 
fit 

Mr Khaitan Do the banks in Germanj’^ considei it beneath their dignity 
•to -sell the bills in the market ? 

Dr Jeidels Generally, they do not sell bills. Our free bill market is not 
highly developed But it is not a matter of dignitj’^ , it is a business con- 
sideration Gci man banks do sell bills which -they have idiscounted from 
their clients They sell them at a profit owing to their endoisement 

Mr Khaitan They sell the bills to the public inithe market * 

Dr Jeidels . They do sometimes, for mstance, to foreign banks. 

Mr Khaitan Supposing there were wealthy German citizens and they 
were prepared to buy bills * 

Dr Jeidels I do not know to what extent it happens 

Mr. Khaitan What happens in England ^ Supposing a bank has got 
a number of bills which they want to convert into cash, would there be any 
objection on the ground of prestige or otherwise ^ 

Mr Gassels Not the slightest You do it every day It is the business 
of the discount maiket to buy and sell bills 

Mr Khaitan That is, the banlcs fieely go into the market to buy bills 
nnd to sell ^ 

Mr Gassels Yes 

Dr Jeidels In countries vheie there is a bill maiket 

Mr Khaitan Supposing theie i'* no bill maiket, supposing there are 
people who are willing to buy, banks go to them freely ? 

Mr Gassels Yes 

ilfr Khaitan Similarly, as regards bank acceptances Eicm the very 
nature of things I suppose it means that the banlcs can sign their acceptances 
to customer’s bills and that the customer may seU it in the maiket with the 
acceptance of the bank on it ^ 

Dr Jeidels Yes 

Mr Khaitan Have you made any inquiiy in India whethei the banks 
in this country have shown the slightest intention of pursuing that class of 
business * 

Dr Jeidels I cannot tell you 

Mr Khaitan I hope you have not got the impression that there are not 
people in India, especially in places like Calcutta and Bombay, who would 
be quite glad to buy bills and buy bank acceptances at good rates of inter- 
est ^ 

Dr Jeidels You must make a differ cnee between banker’s acceptances 
and bankei ’s endorsement 
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Mr Khaitan The bill market simply consists of individuals who are pre- 
pared to buy and sell bills If you always find them ready to deal in IiiIIb, 
that constitutes a bill market. Have you formed the impression that at least 
in Calcutta and Bombay there used to be a good bill market 


Dr Jezdels I do not think so 

Mr Kliaitan Would you be surprised if I told you that in Calcutta and 
Bombay there are a largo number of firms which deal in bills as a regular 
feature of their business ^ There do exist quite a numbei of lespectable firms 
at least in Calcutta and Bombay, as also at some other big places, who aic 
prepared to buy bills from time to time, according, of course to their finan- 
cial requirements 

Hi Jeidels I would like to know whether firms make it their business to 
buy bills and sell them to such institutions, like insmance companies and 
banks, which cultivate that kind of investment 


Mr Lamond They do 

Bit Purshotamdas Thakurdas They are box bills. They aie the best 
bills They are kept in the box 

Mr Lamond In the Imperial bank there are 6 to 6 lakhs of box bilfe 
The muUam takes the desposit from the client and instead of giving him a 
deposit receipt, he gives him so many bills with his endorsement on them. 

Dr Jeidels That is an interesting institution 

Mr Gassels It is a matter of negotiation We have been speaking of a 
free market, whether the rate is the same for all bills 


Dr Jeidels It is not a bill market 


Mr Lamond They take those bazaar bills The rate may not be the 
same It all depends on their standing 

Dr Jeidels I think it is an important element of a bill market Such 
business of buying bills from trade and selling them to proper parties has been 
a speciality of some banking firms in Hew York, previous to the establish- 
ment of the Federal Reseive Banir system 

Mr Khaitan Bill brokers in India are understood difierently In London, 
a bill broker means a firm or individual who buys and sells bills with his own 
money or borrowed money But here in India, bill brokers are really brokers 
or go-betweens between the buyers and sellers of bills Theie are two kinds of 
bills, genuine tiade bills and finance bills The latter ai e those that are drawn 
bay, by a firm in Calcutta eithei upon itself or upon anothei who stands in the 
position of a guarantor But there are bills coming from the interior of the 
country payable at 3 months’ sight and so on If wheat is moved from Gawn- 
poie to Calcutta, the seller draws a bill upon his commission agent in Calcutta 
payable at 3 months’ sight The commission agent accepts that bill and gets 
the railway receipt from the post office He takes delivery of the goods and 
the goods are immediately sold that way When the bill becomes due he paj s 
it Would you not call it a genuine trade bill « 

Dr Trip It is, I think 


Mr Khaitan There are bills already worth ciores of rupees What is 
wanting is the touch between the joint stock banks and the bill market, 
which does not take place and no endeavour is made by the banlcs to get 
mto touch mth the biU market In 1929 and 1930 it so happened that when 
the bank rate was 6 or 6 per cent the rate for good bills in the bill market 
was only 3 or 3^ per cent 
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Mr Lamond We have opened a branch in Burra Bazaar specially with 
a view to get into touch with the bill market 

Mr Khaitan . I am not talking about the Imperial Banli: alone which 
might have perfected itself I am taUrmg generally of all banks What is 
wanted is that the banks should get into touch with the bdl market Would 
you, as experts, advocate that bariks should get into touch with the bill market 
so that the opportunities ,of buying and selling bills irrespective of 
whether or not a Reserve Bank comes into bemg m this country * 

Mr Gassels The normal way of conductmg the biU business is for the 
customer to go to the banli; and ask the lattei to discount the bills m the 
possession of the former 

Mr KTiaitan You have been told that there are about 2,400 towns m^ 
India and about 700,000 villages and the number of banlcs that are doing 
busmess in this country mcluding co-operative banks is only about 760, so 
that either the head office of a bank or the branch of a bank does not even come 
up to 25 per cent of the towns , and therefore it is not the banks that often 
receive these railway receipts and hundis as we call it What happens is that 
the hundi is discounted with some shroff at the place from which the goods are 
.sent and the railway receipt is sent direct to the commission ag-nt Otherwise 
what happens is that the shroff who pays the money to the seller of goods at, 
say Cawnpore, might hke to discount that bill with some other party and it. 
might take a long time for the hundi to reach its destination, say Calcutta, 
for acceptance purposes and delay might cause demurrage and other charges. 
And by the time it reaches Calcutta, it may contam over 7 or 8 signatures 
Are not such bills good for the banks to buy ^ 

Sir Purshotamdas Thahirdas Provided the parties to the transaction are 
quite sound 

Mr Khaitan That is always presumed, certainly Would you gentle- 
men, sittmg as experts, recommend the creation of an instituti m whereby 
the banks would get into touch with the biU market ^ 

Mr Gassels I think there ought to be a proper money market 

Mr Khaitan Gomg a step further, would you recommend to the banks 
here to give up their shyness and to deal with the system of bank acceptances ^ 

Dr Jeidels That can scarcely be done before the estabhshment of a 
Reserve Bank 

Mr Khaitan I can quite understand your point when the bank buys bills 
and then rediscounts them with the central banJong institution of the country 
but I am not able to understand how the question of a Reserve Bank arises in 
the case of banlc acceptances ^ 

Dr Jeidels The caee is the same 

Mr Khaitan Why should a bank bother about the question as to whether 
that person who is buying the bill has another channel available to him, through 
which he could approach the central banking institution of the country ^ 

Dr Tri'p It would be a channel for the banlc to fall back upon 

Mr Khaitan As a matter of fact the shroff laie of discount in the market 
for good biUs is never above the bank rate * , 

Mr Gassels But will that market be available even during times of crisis ? 
If there were a Reserve Bank in existence, then you have always something to 
fall back upon 
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Mr Khmtun We, in India, have not experienced, a worse .crisis sthau we 
had last year — and Sir Purshotemdaa will bear me out in my statement when 
I say so— and even then enough money was available for the purpose of dip. 
countmg bdls 

Lr Jeidels Geiman banks give their acceptance to a large extent , but 
they would certainly be reluctant to do so, if there was not some agency 
always rediscountmg bills offered 

Mr^ Khaitan Would you not recommend that this is a matter Which 
-this Committee should enquire into « 

Dr Jeidels My information on the bill habit and on assets is not 
complete,!, therefore, only mentioned the matter as ‘one which you should 
follow up 'further 

Ml Khaiian 1 would not trouble you further on that point, in view of 
the promise by Di Trip to supply us with a memorandum on ‘this subject 

Mr Khaitan Would you recommend the starting of any other institu- 
tion to finance the mdustries of tlie country apart from commercial banks ^ 

Di Jeidels I could anticipate the answer <but I would prefer not to doit, as 
I shall express my opinion caiefuUy in the memorandumnn liidustrial Banking 

Chan man Eefeiring to the figiues of deposits, I am not sure in my own 
immd whether these figures are conclusive I believe the figures mclude'Govem- 
ment deposits 

Dr Jeidels Only private deposits 

Mr Lamond They include bankers’ balances, not Government balances 

Chan man Theiefore they are not wholly piivate deposits 

Br Jeidels Where banking is highly developed, bankers’ balances are 
■usually large 

Chairman Perhaps some practical bankers might pursue it 

Mr Manii Subedai May I know, before proceeding further, whether the 
other gentlemen are in entire agreement with the portion of the memorandum 
which 3^011 have just read and have nothmg to drop or add 

Chan man I understood they were in agreement with these views — ^they 
are m provisional agreement — ^though it is quite possible that as a result of the 
discussions, they may modify the views That, I understand, is the precise 
position ' 

Mr Sat lei . I take it that as at the present moment these are also their 
views 

Mr Casseh Yes ' 

Mr Khaitan Prom the figures of deposits you have to draw the conclu- 
sion that the country does not abound in untapped banking facilities. Have 
you considered the question of the amount of deposits an connection with the 
index figures ^ May I draw your attention to some of the mdex figures I 
have the Indian Trade Journal, October issue. Let us take the total figures, 

because the Imperial Bank figures have moved in the same line ivith the total 
deposits 

In the year 1919 the mdex figure was 196 
In the year 1920 the mdex figure was 201 
In the year 1921 the index figure was 178 
In the year 1922 the mdex figure was 176 
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In the year 1923 the index figure wa^ 172, 

In the year 1924 the index figure was 173. 

In the year 1925 the index figure was 159 
In the year 1926 the index figure was 148 
In the year 1927 the index figure was 148 
In the year 1928 the index figure was 145 
In the year 1929 the index figure was 141 

'The highest index figure was in 1920 * e 201, and the deposit figures wer 
Jiighest in 1920 t e 226 ciores Since then the index figure went down to 14^ 
from 201 

Dr Jeidels It practically means that owmg to the higher purchasing 
power of money the deposits show an increase, m the 10 year period, of 26 
per cent 

Mr Khaitan That is only from the point of view of the index figures 
Then we come to the figures of public debt , that also draws money from the 
public 

Dr JeideU Yes 

ilfr Khaitan I am reading from the Budget for 1930-31 The figure of 
pubhc debt in India, rupee debt, rose from 476 crores in 1923 to 666 crores on 
the 31st March 1928 and to 644 crores on the 31st March 1930 In 1921 the 
figure of debt was 339 crores I am reading from the Statistical Abstract for 
British India From the 31st Maich 1921 the pubhc debt rose from 310 to 
566 crores on 31st March 1928 and to 602 crores on the 31st March 1929 When 
we deal with the yeai 1928, it is better to take the figure of 31st March 1929 
It means 602 crores Between 1921 and the 31st March 1929, roughly speakmg, 
about 300 crores went into the pubhc debt from the market I am only 
referring to tlie rupee debt, not to the sterhng debt Now, m addition to 
this — ^I may draw your attention — ^there are also the figures of contraction of 
currency 

Dr J eidels IWiat hlr Khaitan says is quite clear If the deposits show 
the same amount to-day as 10 years ago, it means they have mcreased practi- 
cally by 25 per cent 

Chairman The second pomt is that so much money has been withdrawn 
from the market by Government borrowing and also by Gkivemment’s con- 
traction of the currency He has not yet been able to give the precise figure 
-for contraction, but that is not of any accoimt. 

Dr Jeidels It does not modify the statement 

Mr Khaitan In 1919-20 and 1920-21 the total contraction was about 68 
crores , m 1929-30 the figure for contraction of currency was about 32^ crores 
and in 1930-31 it has been 29 crores, so that in these two years agam the con- 
traction of currency has been to the extent of 614 crores of rupees Now, 
in spite of these contractions of ciurency which must have an efiect on the 
amoimt of currency in circulation, and the fact that the index figures are re- 
duced m the way that I have already given to you, you find that the figures of 
deposits have not only remamed intact but durmg recent years, m spite of 
these factors, theie is a tendency towards increase For example, in 1923 the 
deposits totalled 190 crores , m 1924 they went up to 202 crores , in 1925 
to 206 crores , m 1926 to 208 crores , in 1927 they went down to 205 crores, 
but again m 1928 they rose to 208 crores This shows, really speakmg, that 
•there has been an increase in deposits Furthermore, we have got to remember 
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that in terms of gold there has been another increase by about 12 | per cent, by^ 
reason of the rupee value having been increased from Is id to Is Gd On the 
top of all this the Government has been able to tap the resources of the market 
to%e extent of about another 300 ciores of rupees Would not those figures 
change your view a little as regards the country abounding with possibilities 
of banking resources ^ 

Dr Jeidcls Yes, it does to a ceitain extent The deposits arc not as low 
as they appear at first sight Theic is leally an increase, wlulo no increase is 
53 ,pparent in the face value of the figuies How far this changes the answer 
to the question whether much moie banks would really find employment 
remains to be seen, but I think my statement has to be revised aocoidmg 
to the index figures quoted by hlr Kliaitan. There is an increase in deposits 
while the figures do not show one 

Dr Tri'p There seems to have been about 1920, 1 think, a kind of inflation 
in this country as there was in most countries There was loo large an amount 
of currency all spiead over the countiy I suppose Was tliat not the case 

Mr Khaitan There was no inflation in India I^Tiat happened really 
18 that, when there was so much cuiiency in ciiculation in the year 1920, 
the Government suddenly decided to increase tlie exchange value of the rupee 
from Is id gold to 25 gold and in order to achieve that result Reserve Councils 
were sold and cmrency was contracted to the figure that I have already given 
you The result was that there was a contraction of currency and at no time 
was there an inflation of currency After that, wlion the Government could not 
maintain exchange at 25 gold, the oxchango fell with a crash to very nearly 
Is gold Then the Government again decided to increase the exchange value 
of the rupee to l 5 Gd gold and as a result of that, there has again been a con-' 
traction of currency At no time durmg this penod, either dunng the War or 
after the War, was there an inflation of cuironcy in the sense that there was in. 
Germany or France or Belgium or in any other country Whatever increase 
there was in the circulation of currency was due to natural and normal factors, 
hut never was there a sense of mflation The amount of currency did increase 
but that was because of the profits that Indians received on account of increase 
in prices and the tender of gold to the Government cmrency chest 

Dr, Trip . Your index number, is that the index number of the uholesale 
prices ^ 

Mr Khaiian * Yes. 

Dr Trip So you are of the opimon that the rise of that index number to^ 
201 in 1920 was due not to inflation but to the rise in the market prices of tho 
products of India ^ 

Mr Kliaitan . Exactly. 

d^iddls 1 ^ Chairman, I have marked in my copy of the memorandum 
that the increased purchasing power by about 26 per cent , modifies somewhat 
the figures contained an the memo I am much obhged to 3Mr IChaitan for 
the correction 


OtoraoM As regards the other two parts o£ Mr Khaitan’s statement, 
that IS the deflation and the Goveimnent borrowing, would not that seem to 

SnSr™ samigs-rf 1 may use that 

ft One cannot fully coiupaie bank deposits and investment 

securities The investor sriio deposits with a baiJ; is of a diflerent I.md 
from the mvestor who buys Government saourities. 1 mention this to support. 



my opimon that, after all, the hanking possibihties of the country are not 
BO tremendously large 

Chairman I am not sure myself without looking at the reports, about all 
the figures given by Mr Khaitan For example, if I remember right, there 
was an issue of currency against what we in this country call ad hoc securities 
which would be one form of inflation I do not want to go into that very com- 
phcated problem at this stage, but what I do want to say is this 
I would not like at this stage to subsciibe to all that Mr Khaitan has said 
It IS an undoubted fact that Government during this period did take in the 
market 300 crores of savings or whatever the precise figure may be Then it is 
possible that there has been a certam amoimfc of deflation ^Vhat the precise 
amount has been or that there has actually been deflation as compared with 
1919 is another matter I should bice to know would the effect of deflation be 
the withdrawal of savmgs by Government 

Dr Trip No, I do not thmk so The currency decreases but on the other 
■' hand purchasing power mcreases 

Mr Khaitan You mean purchasmg power of the rupee or the purchasmg 
power of the raiyat ^ 

Dr Trip The purchasmg power of the rupee 

Mr Khaitan Does not it depend upon whether the exchange value of the 
rupee is increased ? 

Dr Trip If you look at the mdex numbers of the Umted States you wdl 
find that the international purchasing power of the doUar has not increased 
with regard to the other currencies 

Chairman You know m other countnes what the effect of deflation has 
been Has it had the effect of withdrawal of savings % That is what Mr. 
Khaitan’s pomt is 

Dr J eidels . I think Mr Khaitan’s remarks are largely correct ; he says, 

“ You give us figures which you believe to be comparable, but they are not 
comparable They are mdeed not comparable, because the index number 
has changed , if a man had one rupee ten years ago his rupee means now 
one and one-third rupee in purchasmg value Besides the rupee is worth 
Is 6d mstead of Is 4d The bank deposits have really increased while the 
figures which I have given seem to show that they have not increased , so I 
accept this correction of Mr Khaitan. 

Mr Khaitan • Another question which I would ask you is, what is the pro- 
portion of bank deposits to the amount of currency m circulation m England 
or any other country generally % 

Dr J eidels The bank deposits are m Germany about four times as high as 
the amount of currency in circulation. 

Dr. Trip . It is about the same in Holland 

Mr Khaitan That is my information also Does not it strike you as a 
httle bit queer that the amount of deposits in banlcs in India are almost equal 
to the amount of currency m circulation * 

Dr J eidels It is not surpnsmg 

Mr Khaitan I did not say surpnsmg “ Queer ” is the word that I used 
Does not that also indicate to you that there is a vast possibflity of an increase 
of bankmg m the country ^ 

Dr J eidels Not necessarily In the long run, of course, there may be 
vast possibihties, but we speak of the actual ones Is the part of the country’s 
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resourccB which by its nature is apt to go into bants, so large that it canndt 
be properly handled by the existing banlcmg institutions ^ This is how one 
ought to put the question Are there too few banlcs to take care of those re^ 
sources m the country, which normally go into a banlc 

Mr Jihaitan After all, India is not an uncmhsed country , it is not a 
country in which trade is not cained on , it is not a country in which industry 
IS not carried on India js in fact the sixth biggest industiial country in the 
woild It has got a good export and impoit trade and the internal trade, as 
you have hcaT'd from the Vice-Chairman, is at least 7 to 24 times as great as 
the loioign trade India, thcicfoie, cannot be said to be a kind of piimitive 
countiy in which people do not understand banlcmg lequiiements and the 
banking portion I do not mean any offence to anybody, but India wa& per- 
haps the first countiy that developed banking bcfoic any othei country did 
When I find that in other countiies the banking deposits aie about five times 
as great as the amount of currency in circulation, and that the banking deposits ^ 
m India aie only about equal to the amount of the currency in circulation, does 
not that give some idea that there is a great possibihty of banlcmg develop- 
ment in this comiti 3 ’' ^ 

Dr Jeidds Yes, undoubtedly I have not dealt with the question, 
whether there are lianlcing possibilities If 3 ^ou wish to ask me this, I say 
there are very large banking possibihties 

Dr Tri'p I thinlc 72 per cent of the population aie agncultuiists Do 
you think that they offer the great many banlang possibilities n hich are meant 
here by my friend. Dr Jeidels 

Dr Jcidels I have only answered as to whether there aie large banlcmg 
possibihties for the future in the counti 3 '-, but, for the present, I stick to my 
statement 

Mr Khatian We are only discussing the future Di Jeidels, and the 
‘>aison d’etre of this Committee is to take into account the futuie possibihties , 
to study whethei the banking s 3 'stem is deficient at piescnt , and to lay down 
the hnes on which it ought to he improved so that there may be better banlcmg 
possibilities In order to consider these questions we liave got to look into the 
future whatever ma 5 '' have happened in the past 


Dr Jeidels You do not Icnow whether there will not in future be sufiacient 
banks You may even dupheate tbe present figures, but even then the banks 
existing at prt sent could easily take care of tbe deposits m the coimtiy 

Jfr KJiaitan I do not imderstand how you come to that conclusion. 
Pardon me for not bemg able to agree vnth you Does not that argument cut 
both ways You say that the banks take care of the deposits that they receive 
at present My contention is that there are not enough hanks to receive more 
deposits and to give more banlcmg facilities to the country If there were 
more banks, if there were better banks, if there were hanks that took a more 
national outlook, then there would be more deposits There are possibilities 
m the country of getting more banks, and the country as a whole, mcludmg 
agriculturists, industrialists and meichants, would be cateied for much better 
jU their financial matters 


Dr Jeidds I have considered the question whether the present hankmg 
facmties in In^a are more or less sufficient for the moment It is indeed the 
8 question to be put while investigating a banking system I tried to 

^vdo ment^f^ec^°^^* hankmg facihties correspond to the present general 
p e country 
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Mr Khaitan As regards the proportion of deposits to capital, it is very 
difi&cult in India to kno^r that because, for the exchange banlcs, we cannot lay 
down any proportion between the deposits which they receive in India and the 
capital they have here, which is zero 

Dr Jeidels I do not understand 

Mr. Kliaitan So far as the exchange banks, which are not Indian banks 
are concerned they have got their head ofSces outside India and are sterling 
companies You state that there must be a proportion between the paid-up 
capital and reserves on the one hand and the amount of deposits they receive on 
the other hand It may be 1 to 10 or 1 to 14 or 1 to 15 , whatever it may be 

Dr. Jeidels I am sorry I made that remark It leads the discussion astray* 
I asked are the banking instruments in this country overstocked with depo- 
sits * IsTo doubt, a bank has to adjust its capital to a proper ratio of deposits 
and capital But it has really nothing to do with our problem I ask are 
the 200 crores of banlc deposits at present so large as to require a more 
extended banlimg system, a greater number of banlcs and more branches of 
banks ^ kly impression is that the banking mstrument of the country 
IS about large enough 

Mr Khaiian I still cannot see your conclusion bemg based upon the facts 
that 3’^ou admit I was showing to you from the figures that there is a great 
possibihtj' and I am showing you from the analogy of other countries that the 
banking system in India ought to have been moie developed than it is at pre- 
sent That IS the reason why this banking committee has been appointed 

Dr J eidels Let us assume, that there were 200 banlcs more in the country ; 
do you ihinlc there would be many more deposits in the banlcs, m the aggre- 
gate ? 

Chairman There may have been You probably know that there are 
many places in India v hicli do not possess a smgle bank Is it your considered 
view that even if a bank were opened there, no deposits would flow into that 
bank ? 

Dr. Jeidels I do not Icnow, if theie would be a great influx 

Chairman It would be a question otherwise of these deposits being sent 
to a bank at some other place I thinlc theie are even many district towns in 
India wliere there is not a single banlc Therefore, people at those places may 
not have an opportunity of depositing their money 

Di Jeidels . They have the Post Office Savings Banlcs 

Chairman Thcj’’ have, but those are not commercial banks 

Dr. Jeidels : Excuse me, from the point of view of deposits it does not make 
a difference. 

Chan man Doesn’t it * The Post Office Savings Bank attracts a certam 
class of deposits, but it does not attract deposits of all kinds I am prepared 
to admit that there arc certain avenues of investment open to them but even 
then there are difficulties You must have reahsed that the machinery for 
malcmg investments is rather deficient in this country I simply make the 
suggestion that people in those places owing to the lack of a bank which will 
take deposits may not deposit their money in a bank to the same extent as they 
would have done — ^I use these words deliberately — ^if there was a commercial 
bank or its branch or agency there at the present moment I throw out the 
suggestion leaving it to you to discuss it and perhaps my fnonds, the practical 
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bankers, particularly Lala Harkishen Lai, would be able to bring out somotMng 
on the point 

Dr Jeidds It is tbe general bebef that a countiy ought to be covered by a 
vast number of banks and their branches, and that it would do much good to 
the countiy A bank has a natural tendency to go wherever it thinks it can 
find deposits I think deposits in a district generally attract banks 

diaxrmjan Is it only the question of deposits being there ^ Is it not the 
real point that if only a banli branch can manage to run itself from the income 
it m&es out of its deposits there arises the question of opening a branch bank 
where a branch does not already exist * 

Dr Jeidels A bank can do busmess only to the extent of its deposits 
minu s a certam amount of hquid asset which it has to keep Let us assume 
the case of a piospective depositor who lives in a place wheie there is no 
bank What do you think he wiU do « Having only a hmited knowledge 
of the country, I put the question to you as to myseK He may put his 
money m a postal savings bank or buy postal certificates If there is an 
indigenous banlcer in the town, he may deposit his money with the indigenous 
banker, and we can consider him as being taken eaie of The figure of 700 
bank establishments given to us lefcis only to joint stock banlcs and branches. 

Mr KhmUbn Including co-operative banlcs 

Dr Jadels Yes, but not co-operative societies The problem in our 
present case comes down to whether in the small town mentioned enough 
money is available for banking purposes to warrant the establishment of a bank 
or a branch 

Mr Khmtan I wiU answer your question You mentioned Postal Savings 
Banks In India they do not leceive from an individual more than Rs 2,000, 
and it IS a very small sum They are not intended for merchants They are 
intended not even for middle c^ass people, but for the lower class of people 
So far as postal cash certificates are concerned its limit extends to Es 10,000 
only No person or firm can invest in postal cash certificates more than Rs 
10,000, the idea bemg that they are not intended for merchants, but are for 
middle class people who do not invest their monej'' in trade Then they can- 
not draw cheques agamst postal cash certificates Now what happens is this. 
The person who has got money buys gold or invests it in jewellery, if he cannot 
propeily invest it because of want of banking facilities Or if he is a poor 
man he mvests it m silver ornaments Or if he cannot deposit it with an 
mdigenous banker he keeps the money in cash which reduces the velocity of 
circulation of the currency of the country Now, you know that if transac- 
tions are done wholly through the medium of currency then the amount of 
credit that may be estabhshed is very much reduced, whereas if it is done 
through banks, the amount of credit estabhshed upon the volume of currency 
m circulation may be ten oi twenty times that currency according to countries. 
Now, therefore, the same volume of currency m the absence of a pioper banking 
system reduces the amount of credit available in the country, at large 

Dr Jeidels May I put a question to the practical bankers ? What is 
the Imperial Bank’s experience in estabhshing new branches * Did largo 
amounts of deposits come forward ^ 

Mr. Lamond Our small deposits have increased They have replaced 
large deposits which may have gone mto treasury bills 
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Mr Khaitm Have not Government been putting on the Treasury Bills 
.at least I per cent more than what banks pay on their deposits for the same 
jieriod ^ 

Mr Lamond Three months treasury hills yield 6 6 per cent, Ho hank is 
/p aying more than 5 per cent. 

Chairman There has been a growing increase in the small deposits 

Mr Buckley Three months’ deposits give 6^ per cent Treasury hills 
yield 6 • 6 per cent 

Mr Lamond In spite of this it is the experience of the Imperial Bank that 
there has been a large increase in the small deposits 

M r Buckley • A large amount of large deposits have been gomg into treasury 
-bills to coimteract the increase m small deposits 

A r ShanmukJiam Ghetty We want to loiow whether as a result of the 
<-opemng of branches of the imperial Bank they attracted large deposits. 

Mr Lamond . That is so 

Mr Barker I want to Consider it from another point of view. The 
Imperial Bank have m these few years established a number of branches, and 
we have got evidence that most of them have been able to attract deposits 
moie than the ordmaiy banks Almost m every case they have been able to 
meet their expense That means they have got deposits at least to meet 
d;herr expenses 

Dr Jeidels It follows, what I have said in the memorandum, that the 
pohcy of the Imperial Bank to open new branches should be encouraged. Of 
-course, quite generally the extension of banking ought to be encouraged, be- 
cause it will tap whatever there is available. 

Mr ShanmukJiam Cheity From the trend of the paragraph from which 
my friend has lead a sentence, I take it that you have come to that opimon 
from the lact that theie are no more deposits to be attracted by the branches. 
What IS the ciiteiion that you have adopted in arriving at the conclusion that 
'we have now reacheddhe hunt of attractmg deposits ? 

Dr J eidels One cannot say in regard to any country, that its possibihties 
are exhausted I only wished to wain agamst those complaint., which you have 
Tieard, that with moie banks the country would be in a better condition I felt 
it my duty to state that such information and complamts are not of much value. 
If the Imperial Bank beheves that in a ceitain place some business might bo 
f orthcommg, I do not see what should prevent the bank to estabhsh a branch. 
.1 think, m the Funjab alone the bank has about 18 sub-stationa. 

Lala HarLishen Lai . They have 34 m the Punjab 

Dr J eidels The more, the better The bank tries to tap the money in 
order to use it in its business I have not the shghtest doubt that b anking 
facihties will increase m India, that there wiU be more bank blanches parti- 
■eularly, but I do not see what special action could be taken about it You 
cannot force anybody to open a busmess , nor to open a new joint stock bank. 
With the Imperial Bank the Government may, owing to the special position, 
be able to insist on the opemng of some branches , hut even here I do not see 
that much could or should be done , and I cannot agiee that there is at present 
- any particular reason for complaint I think there exist, moie or less, the neces- 
-sary bankmg facihties, as fai as tapping of deposits in the country is concern- 

Of course others may hold a diHerent opimon 
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Mr STianmnlham Chetty My question was a limited one I agree that 
hanlang facility does not mean facility to lend money as much as facihty to 
mobilise the savings of the people 

Br A Fneiench May I suggest in this connection that increase of 
savings IS not only a matter of mcreasmg hanlang facihties, but it is also a 
matter of education People must have confidence in their banl<s, and to this 
confidence they must he educated, not in the last instance also by good hank 
management deserving confidence 

Chairman We realise all that But my colleagues find it difiicult to re- 
concile the statement made hy Dr Jeidels ‘ that the country is not abounding 
"With untapped hanking possibilities ’ with the deposits attracted by the 
Imperial Banlc It is precisely that at which, I take it, all these questions are 
directed I am pretty suie my colleagues fully leahse the aspects to which 
you have referred, and because that statement has raised certain doubts in our 
mmds we are trjung by discussion to clear up our doubts I can give figures 
which show a groodh in the number of banks and branch banks and an 
mcrease m deposits Do these data justify the conclusion you have recorded 
here ^ 


Mr Shanmulcham Chetty I agree with Dr Jeidels that by banking facihty 
we should emphasize more the possibihties of mobihsing the savings of the 
people by means of deposits You are of opimon that the country does not 
abound with immense banlang possibihties beyond what exist at the present 
moment What I am after is this My friend Mr Khaitan apphed one test, 
that IS the ratio between the cunency in ciiculation and the amount of depo- 
sits In other countries this ratio is as 1 4, and heie it is almost equal. 
And from that my ftiend Mr Kliaitan diaws the infeience that there are stfil 
immense possibilities of attracting deposits, by pioviding banking facihties 
If you are of a contiaiy opimon do I take it it is simply an obiter dichim or have- 
you arrived at your conclusion b}’’ a study of the index figures or by any other 
scientific method, and if so what aie they ^ 


Dr Jeidels The wealth of a country consists to a part in such amounts 
which are available for investment I have tried a survey of the 
investment market Large amounts are in this country used m 
money-lending A certain amount is hoarded , by hoarding I do not 
mean personal ornaments of the lower classes, but wliat can be 
made available for banking There exist many kinds of savings in- 
stitutions, postal savings banlvs, co operative banks etc , all tiy to tap the 
country’s hquid resources, with the result that there is not so much left of whiih 
a newly established bank could take care A man who lends his mone}’’ as pro- 
fessional or occasional money-lender will not put it into the bank One who 
Wishes to buy postal cash certificates, has evtiy oppoitunity to do so No 
doubt, woth new bank branches opened, some deposits will be forthcoming, 
but I do not believe in large amounts , but m any case, where they can be 
reasonably expected, banks oi bank branches will appeal in due time My 
opimon is that available resources are more or less taken caie of 

Shaiimuhham Chetty I only want to know what are the data you 
apphed in arriving at your opimon 

Dr Jeidels I told you. 


Afr Manu Siibedar You are extremely pessimistic about 
of banking development in this country 


the possibility 
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Dr Jetdels This is an unwarranted conclusion I do not doubt there will 
be further development 

Mr Manu Suhedar Will the development be at least as much as it has been 
jn the last ten years * 

Dr Jeidels It depends very much on the economic conditions of the 
country Money available for bank deposits will first have to be earned and 
then saved 

Mr Manu Suhedar With regard to deposits which in your opimon limit 
banking faeihties, are you aware that there are mdustrial and other concerns 
which are receiving money directly from the investors * 

Dr Jetdels I have tried to make an estimate I estimate it at about 30 
crores 

Mr, Manu Subedur All that is money, which is ultimately bound to be 
attracted to banks 

Dr 9 Jeidels I do not think so I think it is drawn away more from other 
kmds of investment than from banks’ accounts 

Mr Manu Suhedar Have you seen the banking map of India ^ If you 
look at the banking map of India you will see there aie extensive 
tracts which have no bank at all , and you say the indigenous banker does not 
go into your calculation 

Dr J eidels Oh yes, he does 

Mr Manu Suhedar What amount of capital should the indigenous bank 
have m order to call it a banking institution ? 

Dr Jeidels Ithinlc we arrived at the figure that there are about 6,000 
indigenous bankers who can be compared to other banking institutions If 
you speak of banking facditites you ought to take those indigenous bankers 
who are not taking excessive interest into account 

Mr Manu Suhedar If you look at the banking map of India you will see 
that about one -fifth of the population is in Indian States and that in Indian 
States there has been less banking than in India Taking India as a whole, 
you do not think there is still hope for Government, municipal and other 
finances as well as private finance * 

Dr Jeidels My principal hope is the money hoarded 

Mr Manu Suhedai What do you call hoarded money ^ A man does not 
want the money foi a month or two and lets it he in the current account 
You call current account also deposits ^ 

Dr Jeidels Yes. 

Ml Manu Suhedar You know the Western piinciple of loans creating- 
deposits ^ 

Dr Jeidels I have heard of it 

Mr Manu Suhedar You do not think that can apply to India ^ 

Dr Jeidels No I even do not believe in its importance in other countries. 
It IS a controversy among 2 iolitical economists 

Mr Manu Suhedar You know the rates at which the Imperial Bank 
borrows ^ They give 3^> per cent for 12 months on deposits and nothing on 
current account Would you regard the growth of deposits in the Imperial 
Bank as the sole cnteiion of there being 15.0 deposits * 

Dr J eidels There are other banks. 



90 


Mr Manu Subedar More deposits could be attracted by bigber rates ? 

Dr Jeidels I tbink so 

Mr Mann Subedar If tbe Imperial Bank gives bigber rate of interest, 
it -will probably get more ^ 

Dr Jetdels I tbink so 

Mr Manu Subedar You have put down tbe Imperial Bank as tbe test of 
-tbe deposit possibilities in tapping banking resources ^ 

Dr Jetdels Not entirely , I gave a figure for all banks in India 

Mr Manu Subedar You are aware that tbe Imperial Bank have reduced 
their deposit rates during tbe last 10 years ^ "Would you still bold on to 
your opinion that there is no room for expansion ^ 

Dr Jetdels There is room, but not very much. I am only speaking of 
expansion in banking 

Mr Lamond In Scotland tbe banks are paying per cent on ej^eposits 
and nothing on current account 

Mr Manu Subedar You say “ There is a danger in too many banks 
or branches competing in a locality as it leads tbe weaker banks to ofl^er higher 
rates for deposits and accordingly to give loans at bigber rates and increased 
^isk ” You have examined tbe position of the exchange banks in India ^ 

Dr Jetdels Not as fully as you have 

Mr Manu Subedar Whatever is possible within four weeks ^ 

Dr Jetdels Yes 

Mr Manu Subedar It would be correct according to you to say that the 
weaker banks are tbe joint stock banks ^ 

Dr J etdels Some banks are weaker than others 

Mr Manu Subedar Tbe Imperial Bank is not an Indian joint stock 
bank being governed by a special law Therefore, excluding tbe Imperial 
Bank, the weaker banks are tbe indian joint stock banks 

Dr Jetdels Some of tbe Indian joint stock banlis are weaker than others, 
some are stronger 

Mr Manu Subedar Taking tbe Indian joint stock banks as a whole you 
consider them weakei than tbe exchange banks ^ ' 

Dr Jetdels Weakness and strength I measure by tbe amount of capital 
at their service 

Mr Manu Subedar But tbe rate which they give for their deposits is also 
a sign of weakness 

Dr J etdels Sometimes 

Mr Manu Subedar “ You draw attention to tbe danger in branches bemg 
established at centres where there are banks already existing 

Dr Jetdels I draw attention to the dangers for a certain class of banks 

Mr Manu Subedar If a strong bank with greater capital and reserve 
wen to a place and established a branch, it would make the position of the 
existing banks rather weak ^ ^ 

Dr Jetdels No doubt 

Mr Manu Subedar I put it to you whether the danger is not of Indian 
joint stock banks being squeezed out by this competition « 
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Dr Jetdels 1 have no doubt that such is possible m all countries. 

Mr Manu Subedar In a further paragraph you say that the position of 
4he Indian joint stock banks seems to be less secure ? 

Dr J eidels I have tried to bo very careful in choosing my words. 

Mr Manu Subedar Would you not suggest that something should be 
done to prevent them from going to the wall by the competition of foreign 
Tianks 1 

Dr J eidels hTot at all I favour competition, whether from Indian or 
foreign banks , bank is bank for me 

Mr Manu Subedar If a foreign bank is ruinc d the shareholders of the 
.bank are foreigners If an Indian bank is ruined, the shareholders are Indians. 
Would you not suggest to us as an Indian Committee any measures which 
would secure for the Indian shareholders the right and privilege of giving 
banking facilities in this country ^ 

Dr Jeidets I would suggest to you to see to it that the country enjoys 
the bf st banking Not even 5 pei cent of the population belong to the banking 
community, whde the remaining 95 per cent are interested in having free 
competition and survival of the fittest and best banks Competition for small 
ijoint stock banks comes principally from larger joint stock banks One 
'cannot saj'' that an exchange bank competes with a small joint stock bank of 
Rs 1 lakh capital Competition is primarily in the same class , the stronger 
joint stock banlc is the keenest competitor of the smaller 

Mr Manu Subedar You have not discovexed any competition by an 
exchange bank with the joint stock bank ^ You yourself said just now that 
they compete ^ 

Dr J eidels All competition in the world of business is felt differently by 
different firms If you ask me who is the dangerous competitor of the small 
joint stock banks 

Mr Manu Subedar Who is the most dangerous competitor of the large 
joint stock banks ^ 

Dr J eidels I do not think they have a dangerous competitor 

Mr Manu Subedar Well established foreign banks are penetrating inland 
mow ^ 

Dr Jeidels I do not thmlr that such competition is dangerous It is 
sound, healthy competition 

Mr Manu Subedar You say they do no+ compete at all, or you say they 
compete but not dangerously ^ 

Dr Jeidels They compete, but not dangerously 

Mr Manu Subedar How do you judge it ^ 

Dr Jeidels I am taking the point of view of the customer. 

Mr Manu Subedar Take it from the point of view of the joint stock 
banker 

Dr Jeidels From the point of view of the joint stock banker, I would 
like to be the only banlcer in the country 

Ml Manu Subedar What would be the system by which you would judge 
whether a large joint stock bank in this country was menaced by strong com- 
■petition or not ? 
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Dr Jeidds I think a hanlc ought to have, in order to operate successfully, 
a minimum size A hank of too small a size is not in a position to compete 

ilfr Manu Subedar We are running away from the point By what 
tests would you judge whethei the competition is dangerous or not ^ I am 
speaking of the well-established joint stock hanks ivhose size you aie well 
aware of 

Dr Jeidels I would consider competition dangeious if there were too 
manyhanlis But, as the general opinion apparently is that there are too 
few banks in the country, I do not think there is dangerous competition between 
the stronger hanlis 

Mr Manu Subedar May I put the question through you, 3\Ir Chairman^ 
My point IS this Here are 5 or 6 established joint stock banks of a certain 
size whose balance sheet is very well known to Dr Jeidels They have to 
offer higher late for deposits than the foreign competitors 

Chairman That is a question of fact I remember the evidence of the- 
manager of one of these banks and he did not accept that statement as correct 

Mr Manu Subedar Let us put it, most of them 

Chairman I would not myself accept it without reading the notes My 
recollection is that one of the manageis said that there was no competition 
in regard to the rates for the deposits I would simply say that you have 
reason to believe so 


Mr Manu Subedar I said that the Indian banks are unable to attract 
deposits at the same rates as the foreign banks 

Chairman That is youi impiession I cannot vouch for that impression 

Mr Manu Subedar I appeal to you Dr Jeidels is not inclined to answer 
the question and you yourself feel disinclined to have a piecise answer, I 
do not want to put the question 

Chairman I do not want to commit myself to the accuracy of that state- 
ment at this stage The Vice-Chairman also deos not subscribe to that state- 
ment I have got here, also the evidence of a manager of an Indian joint 
stock bank where he says he cannot support this complaint 

Mr Manu Subedar The foreign gentleman does not feel inclined to answer 
a straight question in a stiaight manner That is why I am putting the question 
through you “ whethei the Indian joint stock banks are not menaced 

with very dangei ous competition by the foreign banks established in this 
country ? ” ^ ,7 & 


Chairman Will you please answer that question ? 

Dr Jeidels For the strong banks of the country my answ’^ei is “Ho ’ 
Unthe question whether the exchange banks offei a higher late of interest 
for deposits—” they do not ” 

Mr Manu Subedar Are the exchange banlis in a position to give loans at 
a cheaper rate or not ? i 6 


would deprive the other banks of the 1 espective assets r 
IS ihp confirm such assumption The essential point 

dpT»nqif <5 ^ f'liG w'orking capital, and competition for 

Th^reforp amount of working capital at the bants'’ disposal. 

darnrermiQ lon remains “Are the exchange banks competing in a 

offmna hiirhpr^nf^ deposits in the country?” Are the exchange banks 
qLtinand lsay theydfno?“" ' ^ mvesCgate that 
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• Mr Manu Subedar Are thej’- able to give loans on cheaper' rates * 

Dr J cidcls ■ I do not know, but I hope they will, because the country is 
interested in getting cheap banking facilities 

Mr Manu Subedar You yourself say they do not cffer higher rates for 
deposits As a matter of fact they offer lower rates If thev secure money 
cheaply, are they not in a position to lend out cheaply ? 

Dr Jeidels I do not think banks can be haimcd much by competition 
-which may take away some of the debtors They may be very much harmed 
if competition takes away the depositors Competition on the assets side of 
the balance sheet, competition tor customers, is no doubt competition but 
scaicely dangeious competition 

Mr Manu Subedar It is a dangerous competition in the sense that the 
krst class business goes to those who can ofier a lower rate ^ 

Dr Jeidels This is lather generally expressed ,’ I can only repeat that it 
oan never be a dangerous competition It is a competition, but not a 
dangeious competition 

Mr ManuSubedai To what extent is that competition felt on the assets 
side 1 

Dr Jeidels I am moie interested in the liability side 

Mr Manu Subedar Is it not true that the bank which receives deposits 
cheaply is able to lend out cheaply and in doing so collar the best business of 
-the locality ? 

Dr Jeidels I will take that statement from you It can never be a 
dangerous competition, and it cannot be an unwholesome competition if the 
rates for loans are reduced , but if the rates for deposits are raised by compe- 
tition, then I consider that a dangerous competition 

Mr Manu Subedar If the busmess of the banks dealing with the first 
class party is gathered away by the stronger man, the second class party is 
only left to the ]oint stock banks and that being so, is their position rela- 
tively secure ^ 

Dr. Jeidels Does that mean that you imply that joint stock banks in India 
have only second class customers * 

Mr Manu Subedar I did not say nor mean it Their business goes 
to the party who gives the cheapest accommodation ^ 

Dr Jeidels I do not believe it My impression of the larger Indian joint 
stock banks is that they have very good customers They have probably 
also some less good customers, but unfortunately this cannot be avoided In 
no way I have the impression that Indian joint stock banks have a poor class 
of customers, I think they have a good class of customers 

Mr Manu Subedar You have not looked into it very closel 3 % 

Dr Jeidels I have not looked into the ledgers of the banks, but my impres- 
sion is that the larger and the weU-managed Indian joint stock hanks Lave a 
very good class of customers 

Mr Manu Subedar Then why do they have to pay more rates for depo- 
sits « 

Dr Jeidels I cannot answer the question 

Mr DevadJiar Am I to understand that your observation with regard 
“to the need for extension of banking facilities only relate to commercial 
^hanking and not to general banking habits t 
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Dr Jeidels We favour, of course, an extension of banking facilities to 
such places where there are no banks 

Ml DevadliCit And these lemarks of yours, that there ^ a sufficiency o£ 
banlnng facilities existing in the country and it vould probably be risky to 
overbank the country, moie oi less concern the commercial banks 

Dr Jetdels . Yes 

Mr Devadhar Was it not ever felt necessaiy m your country to take 
advantage of some development and cultivate among the people the habit 
of taking advantage of hanking facilities ^ 

Dr Jetdels In my country no official steps have ever been taken to open 
bank branches, with the exception of the Heichsbank as Cential banking insti- 
tution, but this IS not a State bank , it is what your Reserve Bank will be It 
does not do general banking business nor does it keep other than clearing, 
accounts All Cential bank charters contain, to my knowledge, a provision 
that the institution is not allowed to pay interest on deposits 

Mi Devadhar That is, they receive deposits without interest ? 

Dr Jeidels Accounts , I would not call them deposits The inciease ol 
branches of the Reichsbank is really the only extension of banking facilities 
which one may call an official policy 

Mr Devadhar To create more centres of which advantage should be 
taken by people from the banking point of view * 

Dr Jeidels For discounting bills, issuing notes, collecting cheques and 
bills 

Mr Devadhai Even there, is not the number of 300 branches the resulf- 
of some active effort ^ 


Dr J etdels It certainly is 

Mr. Devadhar The development of co-operative societies in this country 
as well as the central banks 


Dr. Jeidels. Central co-operative banks are something quite difierent 
from Central banking institutions to which I alluded 

Mr Devadhar I am simply stating my own view that unless there is som* 
kind of co-operative effort done by those who are in a position m the banking 
world or by Government or by those who understand these things, real facdities 
would not be within the reach of the people 

Dr J eidels No official effort has been made to extend commercial 
banking beyond what I stated 

Mr Devadhar With regard to your plea about hoarded money, I may 
mention our experience in the field of co-operation The extension of the 
co-operative banking system has brought to light a large amount of hoarded 


Dr Jeidels This is one of the great merits of co-operation 

co-operative movement, would it not be 
e qually true of large commercial banks « 

Dr Jeidels I^ot equally 

more facilities are to be created there is no 

poopfe Se ““ly 

Dr. Jeidels Yes 



997 


that IS defective I feel that unless you have technical experts in charge 
you aie eauymg a burden which is not light that you should carry Your 
woik IS so enoimously important in other ways You should lelieve your- 
selves of all responsibility You should have an administrator who is 
only thinking out the lines of advance 

Ml Devadhai Mr Eamdas Pantulu is connected with the Go-opeiative 
Bank in Madras as CJhaiiman or Directoi I am also connected with the 
Piovincial Co-cpeiative Bank as one of its Diiectors Would you like us 
to lesign oui position? 

Mr McDyugall No, I should like you to contmue as diiectois by all 
means, ro attend the dneclois’ meetings vhen necessarv, to advise your 
piovincial banks and geneialh to keep your fingei on the pulse But I 
want you to get rid of the lesponsibilitv that is a crushing Inn den on jou 
1 want you to devote toui whole time and eneigy into making that tie- 
mendous stiide that you have got to make and I would beg of j-ou to 
considez the gieat lehef it would be to you if you had a technical man 

Chau man As it xs, Mi McDougall has made an appeal and we have 
before us the expeiience of a province wheie theie is a banking expeit 
So I tiled to find out the position in that province This is what I find 
in paragraph 48 of the Eepoit on the woiking of Co-opeiative Societies in 
the Punjab foi the veai ending 31st July 1929 regaiding liquidation 

“The figures are laige and together with the number of societies 
glowing ’’ 

If that IS the position m a prot^ince with a banking expeit, to my mind the 
solution is inconclusive We mil certainly give the suggestion our most 
seiious consideration 

Mr McDougall How long has the banking expeit been there? 

Gliairnian I think he has been there fiom 1926 I shall leave it at 

that Ml Lamond’s other point is more important It was that with the 
depression and fall in puces the borrowing ryot would find it more diffi- 
cult to repay his debt, say in the next year or so Has Mr McDougah 
any solution to offer to meet this part of the situation ^ 

Mr McDougall No 

Chan man I think you said that it would be foi Government to come 
to their assistance 

Mr McDougall That is so 

Mr. Eamdas Pantulu We have thought out a solution without a bank- 
ing expeit, it may be right or wrong We have got the Provincial Bank 

m Madras to meet the situation by applying to the Imperial Bank for a 

loan of ten lakhs on oui co-operative paper, if is foi them to giant oi not 
Government have given ten lakhs to be re-paid in six months, but neither 
the Imperial Bank loan nor the Government loan is going to be repaid b^ 
the ryots, because it is not likely to be feasible "What we are trying to 
get IS some long term deposit and give extensions to members of the 
societies to tide over the difficulties We propose to get it next year and 
pay Government So far as I can see, it is perfectly sound banking pro- 
position 

Mr Jadu Nath Boy About your remarks on Land ownership and 
tenure in Bengal, I may tell you that tenure under zemindars and Gov- 
ernment IS almost the same They pay the same rate of interest and 
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Dr Jeidels Those who are interested , I would leave it to the banks and 
bankers Before opening a branch, the bank could probably try to open tho 
ground by propaganda 

Mr Devadhar But you cannot always be sure of making both ends meet 
You have to take a little risk 

Dr Jeidels Nobody expects a branch to pay in the 61*^! 01 even second 
year 

Ch Muhlitar 8 ^ngh Would you advocate stiong propaganda in favour 
of commercial banking ^ 

Dr Jeidds I am not much in favour of official propaganda which serves 
business pui poses 

Gh 3 IuUitar Singh But you v ould like the Indian banks to do it ? 

Dr Jeidels If I wore a banker m this country, I would try 1 0 ma,ko banking 
as popular as possible 

Ch Mulhiar Singh And, thoi efoie, you v ould advi-^o jiropaganda ? 

Dr Jeidels If you ask mo foi advice, I w’ould say lliat the banks them- 
selves should do propaganda , I would leave it to the business ‘^idc 

Gh MuUitai Singh But the bankers maj not be in a position to take it up! 

Dr Jeidels One may roly on human nature whicli likes to make money, 
and on competition, which I value so much higher than my friend hlr Subedar 

Jlfr Many, Subedar WeshaU soon reach an estimate of tlie relative values 
of competition 

Ch Mulhtar Singh Then you would lilce us to recommend propaganda 
even if banlcers are not willing ^ 

JDr. Jeidels When they see an opportunity, I thinlc banliers will wel- 
come propaganda 

Gh MulhtarSingh The first sentence inthis paragraph, tiz the question 
whether the banking facilities of India arc sufficiently largo for the economic 
needs of the country has in the enquiry been almost unanimously answered m 
the negative — ^by non-bankers ” seems to imply that no banker has over done 
it. If any banker has told us that ho is not willing to do propaganda, would 
you say that he was wrong ? 

Dr J eidels I do not think that the majority of banlters would be unu filing. 

Gh Mulchtar Singh The fact that it exists clearly shows that the man who 
knows his business would not do it. 

Dr J eidels Mr Chairman, I would not like to be questioned on every 
single word of what I have written m the memorandum, but only on tho 
essential contents of it I stand for tho contents, but am not prepared to 
defend every word 

Chairman What Br Jeidels says is that the question has been answered 

by non-bankers Does it follow from that that it has not been so answered 
by bankers 2 


Gh Mulhtar Singh I think it does It gives the idea that if any bankers 
have done it, they would be considered non-bankers 

Dr Jeidels I have used the woids ‘ almost unanimously ’ You are 
certainly entitled to have a difierent opinion from mine 

Singh From the whole paragraph I feel that you consider 
that banking facilities consist only of facilities for^ deposits ^ 
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Mr. Devadhar There is no need for teaching people how to develop ? 

Dr Jeidels Yes, there is Education of the public is one of the principal 
fteps to extend banking 

Mr Devadhar So far as the need for further extension is concerned, would 
you wait till education is spread up to a certain minimum or leave the matter 
to the people themselves ^ 

Dr Jeidels It is rather difficult to say I might have some practical 
hints for it , there is always something one can do in a business way to increase 
^he banking habit of the population 

Mr Devadhar Because we have found that even in bigger places where a 
co-operative bank has been opened, a good deal of money has flown into the 
oo-operative society 

Dr Jeidels I believe it 

Mr Devadhar Money which would otherwise have not gone into it. 

Dr Jeidels The lack of education among the majority of the population 
IS of course the main hindrance 

Mr Devadhar But the existence of an institution like this mthe midst 
of the people would be an education in itself ^ 

Dr Jeidels To establish a branch for educational purposes is a rather 
eiqiensive sort of education I would not recommend to open branches 
merely for educational purposes One has to find a less expensive way. 

Dr Hyder Can you acquire the banking habit if you know what a hank 
is® 

Dr Jeidels We have seen a good deal of co-operative propaganda work in 
writing and print to educate the public , there is a great field for propaganda. 

Mr Devadhar Just as you see the usefulness of propaganda m the co- 
operative field for dealing with the needs of smaller men or of middle-class 
men, do you not see a similar need with regard to commercial people ® 

Dr Jeidels . No, I do not think so 

Dr. Hyder How did people in Europe get out of the hoarding habit and 
the stocking habit ® 

Dr. Jeidels Stockings do not produce interest. 

Dr Hyder But they did hoard money in many countries and they do 
it still ® 

Dr Jeidels They do not do it to a large extent but they do it as long as 
they can dispense with interest 

Dr Hyder . The mam point is that the majority of the people there are 
educated ® 

Dr Jeidels . Propaganda can do a great deal in India I do not think that 
jn Western countries propaganda is so essential 

Dr. Hyder Was it never done ® 

Dr. Jeidels To an extent banks have always done and still do some pro- 
paganda work through circulars, advertisement, etc 

Mr Devadhar I feel strongly that there is a large field for expansion ; 
eg , in respect of life insurance, there was not that convention to get one’s 
pfe assured, but now you will see that a great improvement has taken place. 

Dr. Jeidels I agree that propaganda does a gieat deal 

Mr. Devadhar . Who is to do it 1 
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Sir Purslotamdas Thakwdas I do not think it is quite coirect to po on 
harping on that one sentence of Dr Jeidels 

Gh Mukhtar Singh If he mea ns that the banlang facilities in th is cou ntry 
aienot sufficient, hut as fai as deposits go thoyaie quite sufficient, lean 
agree with him 

Di Jeidels You may take it that I am unable to answei youi question 
more satisfactoxily , please ask the nejwt question 

Ch Mnlchtai Singh By the development of banking, you mean develop- 
ment of banking as it is done in othei countiies ’ 

Dr Jeidels Commcicial banking 
Gh MuTchtar Singh Indigenous hanking ? 

Dr Jeidels Yes, indigenous banking is included in commercial banking. 

Gh Mulhtar Singh When 3011 say that hanking facililies ait sufficient 
in this countiy, do you mean there is no room f 01 development ? 

Di Jeidels 1 nevei said that 

Gh Mulhtar Singh I quite appieciatc that Do 30U include indigenous 
banlvs also ^ 

Dr Jeidels Yes 

Ch Mulhtar Singh Would 3 ou not like the idea of replacing indigenous, 
bankers by joint stock banlcs ^ 

Chairman We might discuss it when we discuss the indigenous banlier. 
Instead of having scrapp3' discussions, it might be convenient to over3^body 
if we discussed it when dealing with indigenous banlceis Di. Jeidels is willing 
to answer, but if I allow this, many othei questions will be aehe d I, thciefcir , 
ask you to leseive it to the next stage 

Gh Mulchtar Singh The othei thing I have not been able to understand 
IS this In the first place you sa3’^ that banliing facilities are sufficient which 
means that there is no nccessit3’ of developing them In another place 3'ou say 
that the establishment of branches of Imperial Bank oughtto be encouraged. 

Dr Jeidels Eveiy soit of banking in the 000^13-^ ought to be encouiaged 
Ch Mulhtar Singh Though banking facilities are quite sufficjcnt ^ 

Dr Jeidels I have not said that banlimg facilities aie sufficient for ever,.. 
I advocate to let matteis develop as in the past under the economic law of 
competition , the development will tend to extend banking facilities by new 
branches being opened and new banks being founded In this way the country 
will m 10 years from now enjoy a much laiger banking establishment 

Ch Mulchtar Singh You want the establishment of new branches and new 
banks I quite appreciate the point that thei e should not be much competition 
amongst the different branches at a place wdieie theie is ahead}* a bank 

Dr Jeidels It is only an observation 

Ch Mulhtar Singh To avoid this, would 30U not suggest aay authoiity 
from whom permission should be obtained before opening a branch ^ 

Di J eidels I do not think so 

Ch Mulchtar Singh Does it not obtain in othei countiies ? 

Dr Jeidels No 

Gh Mulhtar Singh In no counti3* is pei mission lequircd foi oremrs: a 
new branch ^ ^ ^ j, e 

D) Jeidels Not of existing banlvs 
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Dt Jcidels No I have said several times aBdam glad to repeat it, 
-that a bank cannot do business beyond the volume of deposits wbicb it re- 
<ceives 

Gh 3Iuhlit(iT StngJi If banking facilities include something other than 
♦deposits, then would you admit that the banking facilities are not sufficient ^ 

You admit that the banking facilities consist of facilities for deposits and 
facilities for cei tain other purposes You maintain that, because there is no 
increase in deposits, theieforo the banking facilities are sufficient 

Dr J e%dels Taking it for granted that all banks in this country together 
have to administer 200 crores of deposits, I think that the existing banking 
institutions are sufficient 

Gh Mulclitar 8tngh As fai as the q^uestion of deposits goes, let us agree 
for argument’s sake that there are sufficient banking facilities Even though 
■the facilities for depositing may be good enough, is it not possible that 
still the banlcing facilities may not be sufficient ^ 

Dr Jeidels You apparently understand banking facilities in a different 
■waj’’, you believe that lending money canbe done independently of the volume 
of deposits 

Gh Mukhtar Singh I have not said that Take the case of remittance 
'discounting of bills ^ 

Mr Khaitan : What Choudhn Mukhtai Singh means is not the discounting 
of bills drawn by customers and the bills being discounted by the bank, but the 
discounting of bank acceptances such as the banks themselves discount * 

Dr Jeidels To do any sort of business, you must have money 

Gh Mukhtar Singh Money can be got not only through deposits 
hut also by banlis selling bills ^ 

Dr Jeidels My understanding is limited to a banker’s understanding 

Gh Mukhtar Singh My understanding is much less than yours in that 
oase 

Dr Jeidels It is unfortunate 

Sir Purshotamdas Thakurdas Dr Jeidels is speaking from the point of 
view of a banker and Choudhn Mukhtar Singh from the poiut of view of a 
public man 

Gh Mukhtar Singh There are a number of banking facilities The term 
‘ banking facilities ’ consists of a number of other things 

Sir Purshotamdas Thakurdas Did not Dr Jeidels say that a man who 
wants to borrow may walk 5 or 10 miles in order to get it, but he should have 
available facilities to deposit money and he does not want to walk that distance 
in order to get that facility 

Gh Mukhtar Singh I can very well understand that there are no banking 
facilities in this country because there are no deposits, one is the sequence and 
the other the cause of it But I cannot understand Dr Jeidels to say that the 
banking facilities are quite sufficient 

Sir Purshotamdas Thakurdas Because you say that people want to 
borrow 

Gh Mukhtai Singh : People want to borrow cheap , people want to remit 
money from one place to another , people want to draw then bills foi which 
they have paid at one end , all consist of banliing facilities. 
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Mr Oassels In regard to existing banks opening branches in Canada 
it IS perfectly open to anyone to do so , there is no regulation in regard to it 
The question of establishing a new bank in Canada comes under the Canadian 
Banking Act, and anybody can establish a bank in Canada provided he con- 
foims to the Canadian Bank Act 

Chairman Is not one of the provisions of the Canadian Bank Act that 
the permission of the Minister of Finance should be obtained before a new 
bank is established * 

Mr Cassels Quite right 

Chairman Mr Mukhtar Singh’s point is why such a piovision is intro- 
duced in the Canadian legislation, confining ourselves for the moment to 
Canada ? 

Mr Cassels I could not tell you the reason. It is an old Act which has 
been in existence for a good many years 

Chairman If you cannot answer that question, that settles it Arising 
out of that, camt the second question If there is such a regulation in Canada, 
why should not there be similar regulation in India 

Mr Cassels There is no reason why there shonld not be a regulation 
here 

Chairman That is your view That is what Dr Jeidels was not prepared 
to agree 

Mr Cassels The Canadian system was not an adopted system It was 
a made system, that is, a system that had grown up by a process of evolution ; 
and lust now it has been so evolved that it is possible to put it on the statute 
book by a separate Canadian Banking Act One of the provisions is that 
anybody could establish a bank in Canada provided he adheres and conforms 
-to the regulations laid down 

Chairman And inter aha obtain the approval of the Minister of Finance. 

I fuUy realise that there is evolution here too in India , the banking system has 
been growing , and ]\Ir Mukhtar Singh’s point, which undoubtedly struck us 
on various occasions is why should not that provision be introduced in India 
That is the only point on which we wanted the opinion of the experts You 
•said a little while ago that you saw no reason why such a provision should not 
be introduced in India 

Mr Cassels I do not see at all why it should not be introduced, if it is 
going to fit in with the country’s needs 

Chairman Therefore, if it is considered by this Committee that to meet 
Indian conditions such a provision should find a place either in the Indian ’ 
banking law or in executive orders, in your opinion there is no reason why it 
should not be introduced 

Ml Cassels There is this difference, that if you introduce something en- 
tnely new here you might be up against a good many difficulties in changing 
the whole stiucture of your banking system It opens up a very wide field 

Aafo Rarlishen Lai Mr Chairman, you have used “ evolution ” It 
would be engrafting from the experience of other countries 

Oassels The difference is this When this Act was brought into 
force, there was only one class of bank in Canada — Chartered Banks That 
was all that was there , there were no other banks * This Act was framed for 
the existing banlcs No change has been made It has been budt up into a 
separate Banking Act for the existing banks 
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Oil MuhhUir Singh Would you advise that permission from a certain 
authority should be needed for opening new branches and hanks 

Dr Jeidels I certainly do not recommend it If you wish legitimate and 
proper extension of banks and bank branches throughout the country, then you 
ought not to create obstacles by setting up an authority which has to be asked 
before a banlc can open Certainly I do not advocate such regulation , I 
would regret it 

Ch MuJehtar Singh May I know why other countries have made such a 
regulation ? 

Dr Jeidels There is only one country I know in which branch banking 
IS not allowed generally 

Gh MuJehtar Singh Theie aie certain countries in which permission is 
required for opening a new bianch , there may or may not exist a branch I 
simply want to know why such a rule exists in certain countries and why 
should it not be helpful to us so that there may be no dangerous competition * 

Dr Jeidels I think, Mr Chairman, I can take it for gianted that there is 
general desire for increased banking facilities in this country I have only 
alluded to the consequence of over-banking m certain districts If klr Mukhtar 
Singh prefers and if you thinlc it would faeilitate discussion, you may delete 
the sentence It is an advice which I considei useful , those to whom it is 
submitted may take it oi diop it I suggest not to discuss it It is reallj- 
difficult to answer questions ■which it IS scarcely possible to understand 

Chairman That is not the point Mr Mulditar Singh’s point is this. 
In other countiies there are regulations which provide that before a bank or a 
branch of a bank is established at a particular place, the approval or sanction 
of some authority should be obtained 

Dr Jeidels You can take it as giantcd that for practical purposes, with 
the exception of the United States of America where branch banking is in most 
respects forbidden there is no such regulation for extending a bank’s branches. 
In a few states in Germany I think one has to get a consent, which, however, 
IS more a sort of notification 

Chairman In the Umted States under the Federal Reserve system per- 
mission has to be obtained There are regulations against the opening of 
banks at places where theie is already a bank 

Dr. Jeidels As far as I know — I may be mistaken — it is forbidden to 
open branches in most of the States In those States where it is allowed 
no special permission is required 

( Chairman In Canada what is the position if a new banlc is to be 
opened Is not the permission of some authority lequired ^ 

Mr Cassels Any bank can open a branch at any time If a new bank 
is to be established,* it has to be established under the laws governing banlc- 
ing 

Chan man Don’t those laws contemplate permission ^ 

Mr Cassels Yes, of the Mimstei of Finance 

Chairman This is the sort of thing that Mr Mukhtar Singh has in vie'n 
He wants to know why these countries have made regulations to that effect 
We have the two instances of Canada and the United States The point is if 
there are countries like Canada and the Umted States where such a regulation 
IS in force, could the expeits tell us how those regulations came to be in foice 
and why similai regulation should not be introduced into India * 
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one They are quite free We have Japanese, English and American banks 
workino- there , they have branches tlieie For the economic development 
of the Dutch East Indies it is bettei to leave those sti ong banks to work freely 
in the country 

Dr Ryder Is there any lestiiction on any coipoiation or firm or indivi- 
dual doing business 

Dr Tup Yes, because they have to pay a dividend tax , all the joint 
stock banks have to pay That is not a special measuie applicable to banks, 
but it applies to all foieign companies that work in Holland, all foreign corpo-* 
lations 

Chairman Mr Cassels, do j’-ou siibsci ibe to that view ? 

ilfr Cassels I do I want to add a woid of explanation, that when the 
Canadian Banking Act was drawn up, Canada was at that time fully banked 
It was a regulation foi the existing banlvs Foieign banlcs aie not excluded 
Thev simply have to come into line with the same regulations as existing banks 
and the fact that foreign banljs aie not excluded is indicated by the fact that 
the last banlc established a yeai or less than 2 years ago was the Barclay’s 
bank But it had to adhere to the same regulations as the existing Canadian 
banks 

Chairman Mr Cassels I am afraid that there is some apprehension on 
your pait Assuming that we do not want to have this regulation only in 
the case of foreign banks as in Canada, if we want a regulation for all banks 
that before a new bank is established, be it foreign or be it internal, that it 
should require the approval of the Finance Member or the Eeserve Bank, 
supposing something of that soit were m our mind, that is the only thing on 
which wo want yoiii views 

Lala Harlishen Lai You have asked all the members to give a defimte 
reply to the question of regulation I may have to cross-examine them on 
that ^ 

Chairman Yes I am only asking then views If you thereafter want to 
Cl oss-examine them, by all means do so 

Lala HarLishen Lai The views must depend on the oppoitunity and the 
case as put to them The case may be put to them very differently on the 
other occasion Therefore the question of this legulation should be left to 
that particular occasion On no othei question have you asked all the mem- 
bers to give their views in advance Every time that an important question 
has come up, you have ruled that that ought to be left over to such time as 
the matter itself is under consideration 

Chairman The legulation is not undei consideiation But I do not 
hink that they have dealt with it in any othei part of this memorandum 
and it they piefer not to expiess an opinion then, I have always left it to 

em in this sense if you want it to be leserved, I am quite willing to re- 


Lala Rarlishen Lai That is my view The mattei that is being put to 
them does not embiace all the aspects of the question 

hr. wf ¥ P®^“i^^ted to say that I thinlc this matter should 

be left ovei until the banking regulations come up. 

tioifof rpSf f wdl be left open until we are discussing the ques- 

tion of regulation of banks Theiefore you need not pursue the matter 
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Chairman Supposing I tell you that even the Exchange Banks ’ Association 
have advocated that there should be some such regulation in regard to future 
banks, then what would you say * This question has been discussed by us 
very fully with various experts including the Exchange Banks’ Association, 
and I am correct, Mr Buckley, that they advocate that there should be some 
such regulation in regard to future banks, not in regard to existing banks. 

Mr Buchley We see no objection to such a regulation 

Dr Jeidels Mr Chairman, I do not mean to contradict Mr Cassels We 
are not speakmg on the general question of regulation , it will certainly come 
up later In the present connection I am strongly against every sort of regu- 
lation, which might prevent creation of new banking facilities I would really 
warn against any difficulty being put in the way of more banks being estab- 
lished After ten years from now, one may reconsider it At present encourage- 
ment should be given All gentlemen, who took part in the discussion, have 
expressed themselves in favour of increased banking facilities, especially up 
country As I have umntentionally led to this discussion, I may be allowed 
to suggest that we pass it over 

Chairman • I fully appreciate your point of view. Dr Jeidels , but still 
there is the point which I mentioned to Mr Cassels When they introduced 
regulation in Canada it could not be said that Canada was too full of banks ; 
there were only the Chartered Banks Eor the present I agree with youtr 
pass over this I shall simply ask the other experts whether they subscribe- 
to your point of view that there should be no regulation imposed on the opening 
of new banks to this extent that such a measure should require the approval, 
as m Canada say, of the Einance Minister or, as in the United States, of the 
Beserve Bank I shall simply put it to the other experts 

Dr Trip . I should like to say that we are one of the exceptional countries ; 
we are a free country , we are a free trading country and banking also is abso- 
lutely free There are no restrictions whatever on the establishment of 
banks 

, Ifr Manu Suhedar You have just said that there is no restriction on 
the establishment of banks But you have restrictions on the establishment 
of German banks by certain measures I just wanted to remind you 

Dr Trip I will come to that point I fully share the opinion that the 
more freedom there is and the more competition is allowed the better it is 
for the country It may be different for the banks, but I agree with you 
in the general interests of the country Therefore, I for one am opposed tn 
any restrietions being placed on the establishment of banks or branches 
The only limitation is banks which are not strong and which are a danger to- 
the general interest of the country The best way to restrict them is that 
the Reserve Bank of the country should refuse to grant them facilities and 
then it will be impossible for the bank to work 

Chairman You mean facilities for re-discounting ^ 

Dr Trip Yes The only restriction that the Netherlands impose is that 
if a bank wants re-discounting facilities, it should be incorporated inHolland. 
That is the restriction that klr Manu Subedar referred to 

Chairman Therefore you would be agreeable to impose a certain restric- 
tion of the nature you have indicated 

Dr Trip I would leave that to the Reserve Bank I would make no 
legislative restrictions Exchange banlvs are working in the Dutch East 
Indies There is no Reserve Bank They are not compelled to establish 
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unanimously that they have not banking facilities Do you thirfv that this 
Committee ought to address itself to the question of how to supply the needs 
of these people who are connected with tiadc and commerce 

Br JeideU Banks can only give facilities if they hove snfiFcirnt working- 
capital , about rune-tenths of the working capital consists of deposits 

Mr Eamdas Pantulu When I am satisfied that tho limit of deposits in this 
country is reached and that much more money cannot be forthcoming, I 
for one, might advise the Committee of the advisability of attractirg external 

capital 

Dr Jeidels Domestic banking facilities are limited , general economic- 
needs have to adopt themselves to this limit or have to find other sources. 
There are, however, not many to take the place of domestic bank loans 
Doreign facilities are not available for all kinds of needs Tho logic al ansv er is 
that a country has to adapt its needs to the possibilities, demand to supply, 
and banking supply is practically identical with the volume of dep osits 

Mr Bamdas Pantulu The problem about the shyness of capital in India 
is by itself a matter of controversy between two sets of picoplo H hat I want 
to know IS whether you have made any intimate enquiry as to tho existence of 
such capital or as to the alleged shyness of such capilal ^ 

Br Jeidels I have taken the pains, perhaps not successfully, to try an 
estimate of the Indian capital market, which you will have an opportunity 
to read, also how the capital market in India could eventually bo enlarged. 
We will have to discuss this, when the subject “investment liabit ” comes 
up in connection with industrial banking 

Mr Eamdas Pantulu Have you made any enquiry ^ 

Br Jeidels I have given the matter a great deal of thought, and doubt 
whether much more baific deposits are available than those which we know 
at present 

Mr Eamdas Paiitulu Is it not possible that tlie indigenous bankers rnapr 
have in these 10 years more deposits than we know of ^ 

Br Jeidels We spoke about the deposits wuth the indigenous banker 
yesterday, but did not arrive at a conclusion None of you could 
give a much better estimate than wo experts The liquid lesourccs, for which 
figures are available, are the bank deposits — those of the exchange banks, 
the Imperial Bank, the joint stock banlcs, the post ofiSce savings banks and the 
co-operative credit societies 

Gliati man I think you have discussed that matter, that the transfer of 
the money, which is now in deposit with indigenous bankeis to commercial 
banks of the western type, does not in any waj’- increase the total amount of 
depositable capital of the commercial banks 

Mr Eamdas Pantulu May I tell you why I am pursuing this question of 
the available capital, m spite of tho fact that jmu have answered it more or 
less fully from your own standpoint « It seems to me that youi inference is 
based upon the statistical figures from the Post Office, etc , but there may be 
causes which opeiate against the money finding its way into these somces 
In regard to our co-operative credit banlis, which aie absolutely like commercial 
ba^s, so far as attracting capital is concerned, I maj’- tell you that in the 
last 18 years we were able to get capital to the extent of 40 or 60 ci oi es, of which 
know the existence in the villages To-day we aie not in any 
difficulty in getting more money but our difficulty is to use all the money -we 
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Gh Mulchtar Singh Am I correct in assuming that you maintain that 
in an agricultural country there would necessarily he a less number of hanks 
:and less banlcing facilities * 

Dr Jeidels YeS 

Gh MuLhtar Singh May I know the number of banks eithei by mileage 
or by population or on some other basis in Germany, in Canada and in the 
Umted States of America ^ Is it a fact that m England there are the laigest 
number of banlis, in Germany there are less banlis, in the United States of 
America still less and in Canada stdl less ’ 

Chairman If you have that information is it necessary to ask Dr Jeidel 
for it * 

Gh Muhhtar Singh I simply ask for that information to suppoit this 
argument of his with those figures 

Chairman You have not got the information ^ 

Gh Mulchtar Singh Mo I want to know whether this idea of youis that 
in an agricultural country there ought to be less banking facilities ... 

Dr Jeidels Mo, I did not say that. They are naturally less. In Germany 
single banking establishments — every branch counts as a unit — including 
■the co-operative credit societies number 28,000 Of these 7,000 are real banks 
and 21,000 are co-operative credit societies 

Gh Mulhtar Singh And in the Umted States ? 

Dr Jeidels I cannot say 

JLTr Gassels In Canada there are about 4,500 branches of banks with a 
pop ilation of 10 millions There is, accordingly, one bank for each 2,200 
people. 

Mr Manu Subedar In Germany the agricultural population is 14 millions 
out of a total population of 63 miUion In Canada would the agricultural 
population be about 90 per cent ^ 

Jlfr Gassels Mothing like that 

Mr Bamdas Pantulu In your memorandum you say “ The question 
whether the banking facilities of India are sufficiently large for the economic 
needs of the country has in the Enquiry been almost unammously answered in 
the negative by the non-bankers ” By non-bankers do you mean the ordinary 
lay public ^ 

Dr Jeidels I mean the witneesses I have read the evidence of 83 wit- 
nesses Of these 83 witnesses the majority have said that there is not suffi- 
cient banking and those who said so almost all were non-bankers 

Mr Bamdas Pantulu Mon-bankers are connected with commerce, trade 
.and industry, are they not ? 

Dr Jeidels Yes, generally 

Mr Bamdas Pantulu Your opimon is based upon the possibilities of bank- 
ing against the deposits Are you prepared to say that the demand made by 
the borrowing public connected with trade, industry and commerce that they 
want more baiiking facilities is not correct * 

Dr Jeidels The demands of the borrowers are not quite satisfied ^ I do 
not know of any country where they are satisfied 

Mr Bamdas Pantulu The people whom this Committee had invited, not 
only bankers but also the people who want the assistance of banks — and the 
people who want the assistance of banks are traders — ^they have said almost 
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Ml Lamoncl With legard to the development of banhmg during the 
last ten years Mr Khaitan biouglit out certain points yesterday which, he 
nonsideied, afiect deposits There are one or two other points which might 
Mso be consideied Mr Ivhaitan refened to the index number In the 
last ten years you agreed that theie was an increase m the value of the 
deposits or m "the pui chasing value of the deposits You also admitted 
Government borrowings particularly tieasurj’ bills, affect deposits An- 
other point IS the transfer of capital during the last ten years from this 
countrj^f which must also affect bank deposits to a ver^ great extent 
Another point is that during the last ten vcars Government have autho- 
rised public bodies to deposit their money in concems other than com- 
mercial banks In the last few ^ea^s peimission has also been given to 
co-operative banks to leceive deposits from pubh ; bodies Now the trans- 
fer has been very large The deposits of piibhc bodies vuth co-opeiative 
banks are over 2 ciores That is money withdrawn from commercial banks 

Dr Jeidels Does this information mean that at the beginning of the 
ten year period the balances of banks with the Imperial Bank were larger 
m propoition^ 

Mr Lamond What I mean is that deposits for 1919-20 included these 
-amounts The amounts which mav have been removed later also pie- 
vented fresh money coming into banks and helping then growth Another 
thing which must also be taken into consideration is the duplication of 
deposits The duplication of deposits is veiy much less to-day than ten 
veais ago What I mean is that the exchange banks’ balances with other 
banks or the lending of exchange banks between themselves is less to- 
day than ten years ago The figures we have given confidentially to 
the Committee show the banks’ balances to be about 2 crores, so that 
if you take all these things into consideration, the figure for 1928 really 
shows a very big tapping of fresh money There has been a very big 
development of banking, in the country in the last ten vears if you take 
these facts into consideration which are not apparent from the figures 
"The position really, is that big deposits have gone down and been replaced 
by small deposits, and that means fresh sources of deposit — 

Dr Jeidels The banker who holds the accounts is in the best posi- 
sion to ]udge from the number of depositors and the character of the 
deposits and whether there has been a tapping of new sources 

Mr Lamond On the other side of the balance sheet, the assets side, 
the money required to finance big industries, to move big ciops, is very 
much less than it was in the first pai*t of the last ten years Cbtton has 
gone down, ]ute has gone down, and verj' much less is required 

Di Jeidels The drop m piices began in 1925-26, it finds expressions 
m the index figures 

Mr Lamond One other point I should like to mention Interest is 
not bemg paid on current accounts by the Impenal Bank because we are 
-the bankers bank, and we feel it unfair to pay mterest on current 
accounts in competition with other banks 

-LT, Lai Yesterday you were told by Mr Khaitan that 

-though the actual number of rupees may not have increased, their value 
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get If we want to tap more money we are absolutely able to get it ; that i»- 
my personal experience I therefore think that there are more facts which 
you ought to investigate before you dogmatise by saying that the limit of 
capital has been reached 

Dr Jeidels I give you the figures on which I base my argument I count 
three times 70 crores for the three groups of banks , I count another 70 crores 
for postal savings , I venture an estimate of about 100 crores for working 
capital of indigenous bankers of all kinds and I add an estimate of 1,000 crores 
used in moneylendmg One has to operate with such figures as are avail- 
able My figiues include two very rough estimates, which I admit as very 
arbitiary 100 crores with the indigenous bankers and 1,000 crores invested 
in money lending I do not wish to defend these figures , I submit them for 
consideration 
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Lala Harlctshen Lai If deposit value has increased and if deposits 
come m largely from sources which are not shown, and the demands have 
decreased, the interest must not increase 

Dr Tnp Is there less demand from the whole commumty? 

Mr Lamond The requirements of money are smaller on account of. 
the fall in prices 

Lala HarUshen Lai Now if you say that the public demand or the- 
eoEimercial demand might have decreased, the Government demand 
should have increased, and kept up the late of interest Then it means 
that Government borrowmg has influence on deposits 

Dr Trip 1 should like to say that Government borrowing has m- 
fluence on the bank rate 

Lala Haihshen Lai I make a bit widei pioposition Government 
borrowmgs have influence not only on the rate of discount of the Im- 
perial Bank, the interest rate of joint stock banks, money lenders and 
so on, but also on the deposits 

Dr Trip I suppose so 

Dr Jeidels It shows that there has been a fair development of 
bankmg resources and banking facihties, a fan but not a rapid and 
perhaps not a quite satisfactory one, more it does not show 

Lala Harhshen Lai The pomt I am raising is this Banking faci- 
hties are not sufficiently extended The reason is that our rate of 
mterest is high compared even with countries which have gone out for 
improvement after the war, and so long as our rates of interest are higher 
than those of other countries, banking facilities cannot be as good as m 
those countries 

Dr Jeidels The rate of mterest in this country as compared with 
others, seems to me not to belong in this discussion 

Ohatrman You really do not want to discuss the question whether 
the rate of interest in this country is higher oi lower than in certain other 
countries That is not at the present moment for discussion, but 
beginning with this fact which we shall be glad to discuss, you want to 
draw certain infer ences vihich in vour opinion conflict with the inference 
or opimon expressed in this document, and, therefoie you want to pursue 
the matter here 

Lala Harhishen Lai Y^es Within the last tvo veaxs the rate of 
mterest has not decreased, vhile the deposits nominally have also not 
meieased Therefore my infeience is that trade requirements, indus- 
trial requirements, would have mcreased if the rate of interest showed 
a tendency to fall Because the rate of interest does not shovs' a tendency 
to fall, commercial and industrial enteipiise is at a standstill 

Dr Jeidels I can put on the table statistics winch I liave here re- 
garding rates of inteiest in many Countries, about 20 European countries, 
some foreign countiies and also British India They can be discussed, 
with greater value in connection with money market Here are the 
rates of interest foi British India fl'he figures do not shovv such a 
sharp use m mteiest rates 
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lias increased and to-day you are told that' the actual lequirements have 
decreased, and, therefoie, the deposits aie sufficient That is what ]Mi 
Lamond’s figures will imply In other woids the requirements oi the 
demand for money 1=5 smaller for the same turnover in weight, the amount 
of money required foi ciiculation ought to be smaller than it was 3, 4, 
or 5 years ago But an indication of that would be in the rate of mterest 
charged, and especially in the late of interest fixed by the Imperial Bank 
-in rhe busy season 

Di JeideU I do not see it 

Lola Harkishen Lai If there is moie money m the market than is 
required naturally the interest rate goes down^ 

Dr Jcidels You cannot count the same factor seveial times The 
amount of deposits is Es 70 crores to-day, which is more or less the same 
figure as ten years ago, but it means something difieient because it 
has a higher puichasing power The change in pmchasing power does 
how'ever, not create a diffeient situation with legaid to supply and demand 
in the money market, because the demand foi loans and the deposits 
availaule foi it with the banks have not changed in lolation to each other 
This finds expression in the rate of interest 

Lola Harhishen Lai It does Sugar faetones which required so much 
qier cwt require so much less per end The difference must remain 
m the bank- 

Dr Jeidels Then you suggest that there has been no general deve- 
lopment m trade 

Lola Harkishen Lai Yes Also so far as the figures of imports and 
exports are concerned there is a decrease 

Di Jeidels The Sugar factory needs less workmg capital than it did 
-at higher prices 

Lola Harkishen Lai You can reckon up There has been no large 
increase in industrial production in the last few years The sugar pro- 
duction in the Punjab has not gone up The cotton production and the 
piece-goods production are not higher now than they were Another 
dactor you will have to consider is the bank cash balances These show 
a downw'-ard tendency, and so far as I have heard yesterday, the Im- 
perial Bank is in the handq^of the Currency officer with regard to Cfovem- 
ment borowings Cash balances are small, but last year about this time 
they were 6 to 7 crores, it is only one croie now 

Mr Buckley' There have been no currency borrowings smee April 
1929 

Bn Purshotamdas Thakurdas What is called the emergency borrow- 
ing from Government 

Dr Jeidels I have not much to say about that 

Mr Lam and On this point I should like to give an explanation 
The hanks m India are to-day workmg much more finely than they did 
years ago In ease of emergency they fall back on the Imperial Bank 
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Tala Harkishen Lai It is the amount, not the number, of bills that 

must be smaller? 

» 

Dr Jetdels Noimal progiessive development in tiade is at some 
peiiods offset by the business cycle , these trends maj go parallel or may 
overlap or keep each other in balance 

If the Imperial Bank has had ten yeais ago and now the same 70 
Cl ores of deposits, noimal development and reduction in pnce have 
balanced each other 

Lala HaiUshen Lai My point is that from the evidence of the rate 
of interest and the quantity of deposits I would conclude that there are 
not sufficiently extended banking facilities I am asking you whether 
the banking facilities here aie on a par with other countries? 

Di Jetdels WTiat do you mean by “banking facilities”? 

Lala Tiatltishtn Lai Would j^ou please define it? 

Dr Jetdels As I understand it, the extent of banking facilities is 
defined by the deposits available 

Lala Harkishen Lai I understand banking facilities to consist of two- 
sides — ^facilities foL the depositoi to deposit his money with a good bank 
and facilities for the borrowei to be able to get money at reasonable com- 
petitive lates of interest 

Dj Jetdels We agree on it 

Lala Hivkishcn Lai I say that a man cannot get money at com- 
petitive rates in India 

Dr Jetdels What is it due to? To lack of deposits, I presume 

Jjala Hathshen IjoI Very likely In the same ^vay, from the 
boijower’s point of view they are not sufficiently extended 

Dj Jetdels We discussed this yesterday afternoon extensively 

Lala Hatlashen Lai Was it admitted yesterday that the class of 
borrowei who wants money for various requirements cannot get it at 
cheap rates and is it on record? 

Dr Jetdels If I may repeat your question, you ask “Is there more 
demand for loans than can be satisfied by the banks?” I may well 
answer Yes 

Lala Harkishen Lai Therefore, higher rates of mterest prevail 

Chairman The rates of interest were not discussed yesterday 

Lala Hatkishen Lai I adduce the rate of mterest as evidence 

Chairman Then it is adrmtted 

Ml Manu Svhedar It is understood that people require loans and 
iia\ e got adequate security to give and they ai e unable to get loans 

Dr Jetdels I do not know whether these are loans smtable to the 
banks Wlien there are people in the country who can offer sufficient 
^cuiity and yet do not get loans, then there is scarcity of banking facilities. 
You say that theie are people who do not get the necessary bank loans 
although they are good parties and offer the usual seeuntv If you 
say so 
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Inteiest Rates 


Country 

1922 

1923 

1924 

i 

1925 

i 

i 

1926 

1927 

1928 

1929 

Belgium 

4 7 

5 4 

5 6 

5 7 ' 

i 

7*0 

5 4 

4 2 

4 3 

Denmark . . . . 

5 1 

5*7 

6 9 

6 4 

5 2 

6 

5 

5 1 

JF’ranco 

5 1 

5 

6 

6 5 

6 6 ' 

5 2 

3 2 

3 6 

Greot Britain 

1 7 

3 5 

4 

4 6 

6 i 

4 6 

4 6 

6 5 

Italy 

1 5 8 

5 5 

6 5 

6 6 

7 

1 

6 9 

6 8 

Holland . 

' 4 3 

1 

4 0 

4*9 

3 9 

3 5 

3 7 

4 5 

5 1 

Sweden 

4 8 

4 6 

5 6 

5 2 

4 6 

4 1 

4 0 

4 7 

XT. S A. 

4 2 

! 4.4 

1 

3 7 

3 4 

3 S 

3 8 

4 6 

6 2 

India 

5 8 

1 6 9 

6 7 

6*6 

4 8 

6 7 

6 2 

6 3 

tTspsti • • « 

8 

1 8 

8 

7 5 

7 1 

5*9 

5 5 

5 5 

Germany . • 

6 3 

38 7 

10 

9 1 

C 7 

5 8 

7 

7 1 


Lala Harkishen Lai I do not say the rates are higher, but that the 
rate of interest continues high > 

Dr Jeidels The late has been increasing up to 1929 in Great Britain 
The development is different particularly in T'rance, but that country is 
least fit foi comparison 

Chairman Leaving out France, the general experience is that the 
Tate of mterest has gone up 

Dr Jeidels Comparatively high rates with no decisive downw’aid 
"trend 

Lala Harkishen Lai Is it not a fact that in those countnes where the 
mterest has a tendenej^ to rise agam, the common complaint is that 
banking facilities and finance aie not in good condition’ 

Dr Jeidels In my own country there is more recently a rismg 
"tendenev m interest lates, it has been lather accentuated in December 
and January, but nobody will say that bankmg facihties are generally 
not sufficient 

Lala Harkishen Lai I used the words — ^bankmg facilities and finance 
Is it not also a fact that there aie now laige numoers of bills of Germans 
in the London market than there "vvere when the interest was low 

Dr Jeidels The amoimt of biUs in circulation m Germany is smaller 
now than two years ago, owing to the reduced price level, I think it 
ihas gone down from 12,000 to 9,000 milhons Eeichsmark 



112 


they are, I cannot find that the demand for bank loans is visibly m 
excess of the supply 

Chmrman Would not the inference from a study of the balance sheet) 
'be this, that at the rate at which the Bank grants loans, the demand 
IS sufficiently met If it were possible for the Bank to grant loans at a 
lower rate of interest it would not have been possible for them to meet 
-all demands? 

Dt Jeidels Indeed, with a lower aate of interest as a rule the demand 
mcreases 

Chairman That brmgs in Lalap’s point 

Dr Jeidels Bank loans are a commodity, and with lower price 
generally but not always, demand increases Cotton and money are 
quite similar in this regard You know that all over the world durmg 
the present economic crisis demand foi bank loans did not increase m 
spite of lower mterest rates, demand even decreased owmg to depiession 
in trade Therefore it is net exclusively the rate of interest which deter- 
mines the volume of demand Economic conditions, tiade activity, the 
'business cycle are essential factors 

Chairman Let us take the case of a sugar factory If it can get 
money at a lowei rate of interest, it might want to take more money 
for the simple reason that by using that money in the business at the 
current price of sugar, it might still make a profit 

Dr Jeidels I do not think it can ever be exactly determined for what 
reasons demand increases or decreases The rate of mterest plays a 
part just as the price m the demand for nnv commodity 

Chairman I think we had bettei now finish this discussion I take 
it that your proposition is this, that from a study of the bank balance 
-sheets you have arnved at the conclusion that at the rates charged the 
present facilities sufficiently meet the demand That is all that you can 
say 

Dr Jeidels That puts it correctly 

Dr Hyder Is the demand foi credit elastic oi melastic ? Suppose the 
price goes down, what would happen^ 

Dr Jeidels One cannot give a uniform answer There are two 
“tendencies or trends which may balance or mcrease each other, one is 
the general condition of trade, economic depression or economic prosperity, 
and the othei is the price of money Eeduction in the late of interest, 
which has taken place m many European countries and in th^ Umted 
States of America during the last months has not resulted m increase 
of trade or demand for loans This applies to practically all western 
countries dunng the last six months with the exception of my country, 
where particular circumstances prevail Bates for money in France, 
England, Holand, Switzerland, the United States have come down dunng 
the year 1930 without being followed by an mcrease m demand The 
cauoe IS the economic crisis I do not thmk I have to tell the economists 
present that price of a commodity and demand for a commodity are 
two quite different matters Both influence each othei , and it can 
happen sometimes both are added, sometimes one is subtracted from the 
•other and sometimes they balance 
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Lala Hathishen Lai 1 say so wiili two evidence which I produce 
before you One is the rate of mteiest If everybody could get money 
fiom the bank, then the rate of interest would be lower 

Di Jeidels If demand and supply m bank loans balance, or if the 
demand is smaller than the supply then the late of mterest should 
become lower 

Mr Manu Suhedai If the demand is largei, then the rate will be 
high^ 

Di Jeidels Then theie will be a tendency for the lates to rise 

Ml Manu Suhedar If the lates are high then it shows that the 
demand is larger? 

Dr Jeidels Not necessaiilj One cannot express a general opinion' 
whether 0 pei cent oi 5 oi 7 per cent is a high rate, because no sensible 
expert ought to answer the question whether the demands for credit in 
the country are satisfied oi not I think no expert can answer How could 
he know it^ 

Lala HarLislien Lai You can form your opimon on the rate of interest 
jirevailmg 

Dr Jeidels The figures which I have read to you for the years 
1922-29, do not show a particularly high rate and 'therefore do not 
Signify an essential disciepancj between supply and demand 

J^ala Harhshen Lai What am I to take — ^whether the admission is- 
made or not made 

Chairman Is it your considered opinion that the demand for loans on 
proper security is fiilh satisfied In the banking facihties at the present 
moment available? 

Lain Harhshen Lai In the light of the inteiest question 

Chairman Interest may be one of the considerations There may 
be many other considerations But the proposition is broadly stated 
As the result of what you have seen, is it your impression that the 
demand for loans in this country on adequate security is sufficiently met 
by the bankmg facilities already existing 

Dr Jeidels To answer the question, one has to consult two sources 
One is the banks’ balance sheets, which would show a leduction of liqmd 
assets A second source is information from lehable witnesses and from 
newspap^s, such infoimation mav tell that people, offering all necessary 
security, yet do not in many cases leceive loans from banks I do not 
Icnow any othei source from uhich to answer the question From the 
balance sheets it does not appear that there is an unsatisfied demand lor 
loans, because the balance sheecs, -which I have seen, are all rather liquid, 
lb shows that demand and supply foi loans more or less balance With re- 
gard to -witnesses and similar kind of information, I am not sufficiently 
supplied with it and theiefore must lefei exclusively to the balance sheet 
The best balance sheet for this purpose are monthly statements Our banks 
publish monthly statements from which the ratio of liquid assets to 
loans of various kinds are apparent IJsmg the balance sheets here as 
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Dr Jetdels Yes 

Mr Manu Svheclar That being bo, the lates should be low, but they 
actually aie not 

Chav man The answei is that Government as borrowing 

‘Mr Mami Subedar I would say with all respect that it is not correct 
for vou, Mr Chairman, to answei the question 

Di Jeideh I did not expect to have to go into these high pioblems 
of political economy, leaching fai beyond banking conditions It is a 
dangeious ventuie to express opinion on a subject on which hundreds of 
books have been written by political economists of the highest class I am 
following the method of stating facts and obseivations wheie 1 do not 
know a soiuioon of the pioblem, 1 do not trj^ to draw conclusions which 
do not satisty me The problem, which is extiemely difficult, is the 
following wlij do money lates in n countiy wheie tiade activitj has 
undoubtedly decreased, do not go down conespondmgly and in accord- 
ance Mith past expeiienee and with otliei couutiies^ — This condition 
exists at present in several countries, it does in my country, it does m 
India, in Australia, it exists in some, but not in many countries Permit 
me to venture the following observation Government, States, Munici- 
palities, show in my country as m others ni times of economic crisis an 
increased demand on the money market This observation is quite general 
and aftects the various countnes according to the state of their hqmd 
assets An economic crisis leads, at least m the outset, to an increase 
of public expenditure, while revenue decreases In the compound balance 
sheet of the countiy theie appears an item of demand for money winch 
IS not immediately a tiade demand Tiade demand for moncj' has un- 
doubtedly gone down partly due to lower commodity prices, partly owing 
to the reduced volume of liusmess But a new demand has appeared, 

1 6 , the demand of public finaiice It is to this that I attribute the 
compaiativelv tight money market in my countiy The state of public 
finance in this country you know better than I do Here too is a reduc- 
tion of revenue and therefore an increased demand for money for public 
finance I think, this state of affairs is rather general all over the world, 
all Governments are bon owing more than they did in times of economic 
prosperity 
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Chairman May I pursue this discussion on general economics a httle 
further’ You know at the present moment there is a great world com- 
petition I shall focus my attention on the sugai factory to which 
Lalaji refers If it were the fact that India alone is producing the sugar 
and theiefoie she can pioduce the sugar at any pnce she likes, oi even 
if it weie the case that no sugar giown outside India is coming into 
India, then I should be quite willing to subscribe to youi thesis that it 
does not mattei what the rate of interest is But the puce of the 
commodity under piesent conditions all ovei the world is afiected by 
vaiious other consideiations, and theiefoie, if the rate of inteiest in India 
IB higher than, (taking all other consideiations to be the same, but they 
aie not) in an^ of the othei competing countries, obviously the ^ugai 
factoiy lefeiied to could not possibly live on those rates of inteiest 
It may want fuithei ciedit at ceitam lates of interest It cannot possibly 
go beyond that latc oi interest without finding the business unprofitable 
But the banks accoiding to your statement are unwilling to supply the 
credit at that rate of interest Thej^ charge a higher rate of mterest 
Therefore, that will opciate agamst that particular sugar factory 

Dr Jeidcls You have made two statements As far as it concerns 
the question whether for India the rate of interest at least for the 
majority of commodities is of gieat importance, I subscribe to it In 
all commodities where India has to compete with other countries, where 
one item of cost of production, the rate of mterest, is lower, the com- 
peting countries are in a bettei position than India The high rate of 
interest is in such case unfortunate But you said, “If the banks 
charge higher rates ” This implies a kind of responsibility on the part 
of banlvs for the higher rates of interest, and this I cannot subscribe to 

Chairman I do not mean to say that the bank is responsible I 
simply look at the facts I do not blame the bank The position 
regarding the interest rate, etc , we shall discuss later on 

Mr Mann Siihedar I would like to undei stand what you say If there 
is an economic cnsis, business is slack and therefore the demand for 
money is less Is that not so? 

Dr Jeidels Yes 

Mr Manu Suhedai That being so, it is not the bankers’ arbitrary 
fixing of the rate 

Dr Jeidels The money market establishes the rate 

Mr Manu Subedar In jour opinion, is not India passing through an 
economic crisis of a venous type? 

Dr Jeidels But this economic crisis is international 

Chairman Mr Manu Subedar is moie concerned with India than 
any other countr-j — ^He asks w'hether there is an economic crisis, of 
course that concerns India also 

Mr Manu Subedar In your opinion an economic crisis reduces 
business and, therefore, reduces the demand for money? 

Dr Jeidels Yes 

Mr Manu Subedar In India there has been an economic crisis 
during the last two years and from that point of view, the demand for 
money should be less 

Von IV I 
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Sir PvTshofaimhis 'I halurdas Wlial about the other institutions -which: 
pln-v a very important part in financing India, « (j , the c o-o perative 
credit societie'^ and the indigenous bankeis and moneylenders^ Have you 
had cn}' material before you came to this conclusion tentatively that the 
banlving facilities were adequate for the present needs of India and have 
■\ou giv'en any thought to thia pait of it w'hich, as I have given you the 
number, goes into about 300,000? 

Dr Jeidels My statement says that it applies to commercial banlong 
propel It does not include moneylenders n.oi co-opeiative societies ^It 
IS piincipally based on the tacts of the Impeiial Bank and the ]Oint stock 
banks With regard to jndigenous banks I stated that the available 
material is not sufficient for a valuable estimate of all figures which are 
not contained in published balance-sheets Therefore I cannot answer 
the question \ihethei banking facilities with indigenous bankeis are 
sufficient!} large and whether with those bankers demand and supply 
balance in about the same waj as I derived it from the balance sheets- 
foi the other comnieicial banks 

Sit Purshotamdas Thalcurdas Therefore, m arrivmg at your conclu- 
sion you have not been able to get at any intormation regarding the 
elasa served by this mstitution 

Dj Jeideh The othei day I put on the table compiled figures from 
monthly statements of German banks, there are three classes of banks, 
the laige Beilm banks, provincial banks and public banks, — if I see the 
figures of one of these classes, I can draw conclusions how the situation 
IS with the .others 

Sir Purshotamdas Thalcurdas Do you not think that that conclusion.’ 
may be very misleading even to you? I mean that if the class served 
by the three institutions are moie or less- so different that the one affects 
the other, it may be very misleadmg 

Di Jeidels My opinion is based on published balance sheets, nob 
on occasional rumours I cannot speak about banks whose balance sheets 
aie unknown not only to myself but practically to anybody Conclusions 
from one class of banks on another class of banks may not be as legiti- 
mate as it IS m other countnes, I lealise this and leave it to youi 
]udgment whether the balance sheets of the Imperial Bank, the larger 
and the smaller -joint stock banks, which are all no doubt interesting 
and valuable mateiial allow conclusions also on the indigenous bankers’ 
position or not I do not want to express a ]udgment of my own, but 
wish to state that between various banlang institutions of similar kind, 
and therefore bet-ween the various institutions for commercial banicing 
there is always a certain relationship, evidently theie is not the same 
relationship bet-ween co-operative banks and commercial banks 

Sn Purshotamdas Thahurdas Therefore all that you have said is 
subject to this that the condition'? prevailing in the class seiwed by the 
indigenous bankers and the monevlender class are not included in your 
view 

Dr Jeidels They are not 

Sir Hugh Cohe I have one question arising out of the discussion 
vesterday On the question of encouraging deposits, it was pointed out 
ihat there might be deposits waiting to be encouraged', but there are so* 
many places in India which are obviously not large enough to have a branch. 



Chau man I would lequest jou to go on with' youi answei, because it 
concerns most of us and me in particular and that is why I did not want 
you to oveilook the othei aspect With the considerable experience you 
have m Goimanv I would like you to give us your views on the whole 
problem 

Di Jcidch In summarv tiade demand has dinunished as it is bound 
to do in times of business depiessioii, but u new demand appears in the 
maiket i c , the Government deficit 

Ml Mamt Subedar Does it appear in the foim of Treasury Bills oi 
IS it shoit-peiiod borrowing or long-penod borrowing^ 

Di Jetdels It is a matter of financial policy of Government and 
depends, of coiuse on tlie rate of interest and market conditions for 
Oovernment bonds and treasury bills 

Chairman It also depends on maturing debt 

Dr Jcidch Yes Matuiing debt also inci eases a demand which is 
not a tiade demand In accordance with the difference of rates for 
long term and short teim borrowing and wuth the inclination of the 
investing public one niai sav that many governments borrow at present 
on short term oi for 3 to 'i veai-s, which means that they appeal not only 
to the in\estment, but also large!} to the mone} -maiket 

Mr Mnnu Suhcdar Or, have the} to create a floating debt? 

Dr Jcidcls In those countries wheie there is a broad money market 
with low rates, like m England or the United States Goveinment borrows 
•freely in form of treasury bills In countries wnth a less broad money 
maiket, as for example in nn countn Government needs require very care- 
ful handling, theie Goveinment prefers to loan on longer teim instead of 
absorbing the limited shoit-term lesources of the money-market 

Sir Purshotamdas Thahurdas I just want to ask one question which 
to my mind would clear up the position from the point of view which 
strikes me It appeals to mo that Dr Jeidels’ leply to this question 
“Are the banking facilities sufficientlv extended” is “Yes, as far as the 
information given b^ Uie bank icpoits go ” Would that be a coriect 
inference from your reply? 

Dr Jcidels Yes 

Lala Harlcishcn Lai Whether we are satisfied with that answei is 
a different question 

Su Pvrihotamdas Thalnrdas I am oidv trying to get my next point, 
which is that these reports are lepords of 18 Exchange banks and 74 
Indian joint stock banks wnth a capital of more than one lakh of rupees, 
and the Imperial Banh 

Dr Jeidels I have looked at the statements of the principal joint 
stock banks and the Imperial Bank 

Sir Purshotamdas Thahurdas Even supposing that you had the 
chance of going through some of these, it means that you have come to 
thoLt conclusion from the reports of 93 institutions In India 

Dr Jeidels Those from which I formed my opinion, constitute, rboiit 
75 pel cent of all deposits, they are all contained m the pages of the 
Indian Einance Banking Enquiry Number It is not necessary to go 
anto the balance-sheets of the smaller banks 

i2 
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Dr Jeideh I would not advocate the development of the postal savitigy 
institution into regular banking, because we ought to ti y to draw as many 
bank branches as possible into the smaller towns 

Sit Hugh Cooke But it may be 50 years before manv of these places 
are ready for banks They aie so small It aviU be years and years before 
a bank can evei reach many hundreds of these places Could not the 
Government step in and do something more than they are doing under the 
existing aiiangements of post office savings bank^ 

Dr Jcidols It Mould nevei be able to extend banking business to 
giving loans 

Sv Hugh Cocke No, but it would attract deposits 

D? Jeidols It could take deposits in a somewhat more modern foira 

Str Hugh Code It would encourage tliiitt and bnng out deposits which 
would not go to the indigenous bardeer because k<^ is not trusted 

Dr Jeideh I am not leallv in favour of an extension of postal ms- 
titution into banking business There should be a certain amount of com 
petition in atti acting deposits in those places vtffiere no banks exist oi wdiere 
banlcs aie not possible, the postal savings institution is extiemely valuable 
to the countrv, but I would not lecommend to develop them in a direction 
wLicli would make it less attractive foi banks to open branches 

Str PuTshotamdas Thahwdas I w'ant to put to you a question regarding 
hoarding I find there is a leterenee in one of the othei papeis May I 
put that question now 

Dr Tetdels I have mentioned the subject in ray papei about the Invest- 
ment market 

Su Putshotamdas ThaJnudas Therefoie, I am asking whether you 
would like to ue questioned now' 

Dr Jeidels In view of the gieat importance of the subject I would 
rather recommend to postpone it for special discussion 

Sit Purshotamdas Thakurdas T am quite ready to postpone it till 
then 

^ I wish to lefei oi supplement the information w'hich my' friend Mr 
Khaitan gave you in connection woth how capital has been attracted durmg 
the last 10 years I think he would himself like it Provincial and Central 
co-opeiative banks with a capital of 1 lakh and above had deposits and loans 
in 1919-20 of 3 crores and 60 lakhs In these 10 years 20 crores might 
have gone theie It has great relevancy' to the figures which you give m 
Aour memorandum and to the view wdiich Mr Khaitan put to you yester- 
dav I wonder whether von nropose to levise your reasoning in these two- 
paragiaphs’ 

Dr Jetdeh I would not caie to because I dealt with the possibilities 
for commercial banks to tap these resources Some resources can be tapped 
In otliei institutions some by postal savings, some by co-operative 
oiganisations , but I doubt if the same resources can be tapped just as well 
bA commeicial banks 
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of a bank, There is an indigenous bank, I take it, in. practically every 
place of any size at all The que'^tion does aiise m view of the reniaiks 
which have been made whethei the mdigenous banker will attract 
deposits and whether he is sufficiently trusted Then we got on to 
the post office savings banks and it was pointed out that they did not 
meet the demand, because you could not draw your money out easily and 
so forth The question I want to ask is this Is there any country in 
which postal banlang is adopted more on the Imes of ordinary bankmg 
where withdiawals can be made moie easily and would you consider the 
possibility of such in India from what you have seen^’ — 

Dr JeidcJs I would be rather glad if no postal savings system 
existed in the country, it would give me the opportumty for a nice 
practical suggestion, namely to establish such a system To no country 
-a postal savings institution can be more suitable than one with a great 
number of larger villages or small towns, their economic structure does 
not readily suit joint stock banks or branches, I would therefore always ^ 
advocate for such countries the establishment of a postal savings institu- 
tion In my country ive have no postal savings institution, because the 
economic structure allows banks to spread fai into the country, and there 
exists a net woik of municipal savings institutions as well as a thoroughly 
■developed co-operative banking system Trom academical side a postal 
savings institution has often been recommended in G-eimany, but in view 
of those other existing institutions there is no necessity for it and it is even 
•doubtful whether it would not lead to ovei -organization In this country 
it IS quite a different matter 

Sir Hugh Cocke That does not quite meet my pomt We have got 
postal savings banks which are veiy largely used What I want to know is 
whether in vour view it would be possible to extend that and make it a 
different kind of bankmg It has been shown that there are not enough 
deposits to attiact a branch of a bank And I want to know whether in any 
country post offices are used foi oidmaiy bankmg as distinct from savings 
bankmg 

Di Jetdels You mean transmittance of funds ^ 

8n Hugh Code Yes bul niamlv the question of di awing cheques on 
'deposit accounts 

Dr Jetdels From my expeiience it could onlv mean the so-called 
postal cheques, for transmittance of money through the post office 

Su Hugh Code It is the foiinalities of withdrawing which are the 
difficulta with the ignoiant villager 

Dr Jetdels The postal cheque system exists in mam countries but it 
lequiiies, I think a rather high standard of education all over the country 

Sir Hugh Cocke Theie is no difficulty about transmitting Money 
orders are used tremendously in India 

Dr Jetdels I know it 

Sir Hugh Cocke My pomt is that the ignorant villager will be reluctant 
to open a postal savings bank as now' constituted on account of the diffi- 
-culties of w'lthdiawmg Could the procedure be simplified, so that he could 
^o and draw' h’s Bs 5 10 or 15 when he w'anted it over the counter without 
luiMug to give notice to the post office 
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Sn Purshotaindas Tlialturdas Even the fall in the price as indicated 
by the index numbeis and the appieciation in the value of the rupee do not 
modify voui leasomng? 

Dr Jeidels Not essentially 

Sn Purshotamdas Thakuidas In spite of these now factois and crores 
of moie capital, you think that in the last 10 yeais thcie has been no 
change so far as the total banking facility in the countiy is concerned r 

Di Jeidels 1 have been conected yesterday in legaid to the meaning 
or the figuies and have changed my opinion conespondingly , 70 cioies of 
to-day aie not 70 ciores of the past ' I now say there has been fair progress 
in bank deposits 

Sv Purshotamdas Thahurdas Do you think that progress is due to 
moie banks being opened, especially co-operative, Imperial Bank, etc 

Di Jeidels In these 10 yeais the countiy has piogiessed in education 
•and otheiwise, I think it is a satisfactoiy development 

Sir Purshotamdas Thahurdas And the only change has been 100 more 
banks by the Imperial Bank and compaiatively nothing except Ihe exten- 
sion of co-op eiation 

Dr Jeidels It seems to me, that the lesources available and the bank- 
ing instiumentb to handle them have more or less equally impio%ed 

Mr D P Khaiian When Sii Puishotanidas put to you the figures about 
co-operative banks you thought the monies which w’ent into co-operative 
banks might not have gone to the commcicial banks 

Di Jeidels The loans w'ould not have been given by commeicial banks 

Mr Khaitan I am not talking of loans, I am talking ot deposits The 
deposits that have gone to the co-opeiative banks might not have gone to 
the commeicial banks? 

Di Jeidels At least paitly not 

Mr Khaitan Did you notice the distinction between the figures given 
by Sii Puishotamdas and the figuies you w^ere lelying on Sii Puishotam- 
das gave you the figuie of just over 23 ciores, and he took care to exclude 
the deposits in the luial ciedit societies So far as the rural credit societies 
aie concerned, it mav to some extent be said that the deposits might have 
come fiom the agiicultuial classes But the piovincial and central banks 
figuies wdiich he gave you aie situated in big cities 

Di Jeidels Thex aie mostly membeis’ deposits 

Mr Ramdas Pantulu Membeis’ deposits aie much fewei than non- 
membeis’ deposits 

Mr Khaitan Non- agiicultuial credit societies aie excluded 

Di Jeidels LIi Ay^angai will be able to tell us — he has compiled a sum— 
maiv the amounts of deposits, wuthout duplications of the co-operative 
movement 

Mr Ramdas Pantulu I have got the figuies and [ well give you after 
lunch c e to a 

Di Jeidels Is ray assumption correct — which I dieiv from those figures 

til at the CO operative movement collects about 50 croies of deposits in the 
countiy? ^ 

Chaiiman Mi Ayangar will give you the figuies aftei lunch 
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Str Puishotamdas Thakuidas I thmlc you were dealmg more with the*" 
country aboundmg m untapped banking possibilities, getting more capital 
to banks, wbethei mdigenous, co-operative, commercial and making more 
capital available to the boiTowers 

D? Jeidels I dealt only with commeicial banks and their ability to tap. 

1 doubt, whether the 40 cioies, which I have in mind as deposits with co- 
operative organisations, would be available to banks, they are most valuable 
to the co-opeiative movement, which ought to cultivate them In Germany 
the amount of deposits not available for banks but available to co-operative 
societies is as high as 3400 million marks which is more than 200 crores 

Sir Purshotamdas ThaLuidas Do you for this purpose, divide m water- 
tight compartments what is available foi commercial banking and what is 
available for agricultural banking^ 

Di Jcideh Theie is a certain overlapping 

Sir Pill shotamdas Thakurdas We aie concerned with the main question 
v/hethei for fuithei expansion of banking facilities of a kind which is 
gcnerall’i approved you can tap more capital or not, whether more capital 
can be tapped for agiicultuial banking, oi commercial banking or for pur- 
poses of Government bonds, it is moie capital available to the country at 
large 

Dr Jeideh If it is not available foi banks, then it is also not available 
for bank loans The 40 cioies of the Co-operative movement aie available 
only for special loans, foi a ceitain kind of needs of the country 

Sir Pui shotamdas Thahurdas If that movement were not started and 
bad not made the enoimous strides duimg the last 10 years, that would 
have meant more demand on the capital available for commercial banking 
Fci practical puiposes ve are concerned with the total banking capital avail- 
able in the coimtry 

Dj Jeidels In making the full suivei of available banking capital, 
j ou ought to mark this as a special class, because it is only available for 
a special class of loans In every county you have to add savings deposits, 
to those amounts available for doing banking business In my country, 
for instance, only about 60 pei cent of the entire deposits are available for 
banking, the rest are savings or co-opeiative deposits which find their use 
outside of banking 

Sir Purshotamdas ThaliUrdaS Have lou considered as to what happened 
before the co-opeiative movement was started’ Did it not make a greater 
demand on voui commercial banks’ 

Dr Trip The money came from moneylenders 

Dr Jeidels In studiing this problem, one has always to keep in mmd, 
that whatever proportion of these deposits with the co-operative move- 
ment IS withdrawn, reduces agricultural credit It is not replaced by bank 
loans but the borrower has to take lefuge wuth the moneylender Even if 
you do not; follow'- me in tieatmg these deposits as a separate item, there 
is no harm in neglecting them in a survey of banking possibilities, because 
the amount is small, almost negligible m this connection 

Sir Puishotamdas Thalcurdas The point of view'- w’^hich Mr Ivhaitan 
put before ■\ou does not change your reasoning as you have given it’ 

Dr. Jeidels No 
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JDt Trip With regard to commercial banking, we are of opinion that • 
the hanking facilities that exist in this country are more or less in conform- 
it's -with the economic and financial development of this country 

Chairman We have then to examine m relation to what we have heard 
in the past I have given you the history of this thing I could read out 
to you extensive passages from Sii Basil Blackett’s speech, and I may say 
this, that as a lesult of his activities, I find that between the years 1919 and 
1928 the number of places in India possessing commercial banks increased 
from 185 to 431 that is, moie than double I wanted these figures because 
it confiims the last aigument which I was using yesterday that theie are 
manj places in India even now' which do not possess a single commercial 
bank 

Di Jeidels Excluding the indigenous banker? 

Chairman This excludes the indigenous bankers 

'Chairman Then, as legaids the indigenous banker, we also know thio, 
that except at certain piincipal stations they have noit during this period 
been m the habit of leceiving general deposits, i e , in the last 10 yeais it 
has not been the custom wath many indigenous banks except at ceitain impor- 
tant centies and peihaps more wndely m the Bombay Presidency toi receive 
deposits That is the deposits aspect of the case Therefore, I have got 
m\ answer The onlj othei point I do not imdei stand is this sentence 
“At the same time the practice of the Imperial Bank to establish sub-stations 
in less important places ought to be encouraged” Now, does this refer 
to the branch banks 

Dr Jciclds Yes 

Chairman That is the method of adding to the numbers of the branches 
of the Imperial Bank If that is the considered opinion of the experts, 
why should not the opening of blanches by other ]Oint stock banks also 
bo encouraged? Why' should the piocess be confined to the Imperial Bank 
and that bank be sriveii preferential treatment? 

Dr Jculcls It means of course that it ought to be encouraged also for 
other ]oint stock banks 

Chairman You may not be so fully familiar wuth the techmcalitics of 
expression m India Stations is one thing, but I do not know what is 
mean*- by sub-stations 

Mr Lam end What w'e call pay offices 

Dr J Cl dels Excuse me for speaking like an authonty on the business 
of the Imperial Bank Sub-station and pay office are not identical? 

Mr Lam and We call them pay offices and out-stations 

Dr Jctdcls I took the term “sub-station” from the Piovincial Beport 
of the Punjab, there it is called sub-station 

Lain Haihishcn Lai The Imperial Bank has got three names outside 
the branch — sub-agency, pay office and out-station These are the three 
lerogmsed names 

Chairman Are you here refernng to branches of the Imperial Bank or 
to those subordinate formations whatever their name may bo 
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Mr Lamond I wish to say that with legaid to the opening of branches 
Lala Hailashan Lai’s bank, the Peoples Bank of Northern India, have 
opened 66 blanches 

Dr Jcidels My congiatulations 

Gliairman My observation, Di Jeidels, is foi all the experts I am 
referring to the 3 mam questions under commercial banlang The first 
question is Are the banking facilities sufhciently extended*^ I understand 
that that refers to facilities lelatmg to commercial banks I confess I do 
not quite realise what the answer of the experts is to that question Is the 
answer of the experts that banlang facihties are sufficiently extended I 
have gone through the portion of this memorandum and listened to various 
discussions and it may be lack of intelligence on my part, but I should like 
to have a straight answer to a straight question Is it the opinion of the 
experts that banking facihties in regard to commercial banks is sufficiently 
extended m India ^ 

Lala Harkishan Lai I suggest that the question be put now and the 
answei taken later 

Chan man- I am quite wilhng to< put the question and to wait for the 
■answer m the afternoon I must say this, I am not providing any pitfalls 
for the experts 

Dr Jeidels I have offered some observations, which mav help to form 
an opinion I never expected that a question, whether banking facilities of 
a country are sufficient, a question which has to be put for the purpose of 
the enquiry can be answered with a clear yes or no I offer those observa- 
tions in view of those answers which the Committee has heard and on the 
material put before us 

Chairman I understand jour present remark to mean this You have 
only discussed the question from a certain aspect, that is the growth m 
deposits I have listened to various othei observations which have to some 
extent weakened the bisis of that examination You admitted the foice of 
what Mr Khaitan said about prices Mr Lamond very pertinently men- 
tioned the duplication of deposits m earlier years I am gradually becoming 
doubtful as I read a certain observation made by an English expert, not a 
banker, but, I think, a Director of the Bank of England, vhich seemed to 
indicate that India does lack banking facihties That was the genesis of 
this enquiry If he had held the same view which is adumbrated in this 
paragraph that more facilities are not needed in the direction of commercial 
banking, perhaps this enquiry would have had a limited scope, and that is 
my real point in trying to pursue this pioblem If you now say that you 
have not offered any opinion, but simply put before the Committee one 
line of thought, that 's a different proposition 

Dr Jeidels It is not quite correct to say that we have not offered an 
opinion We have offered an opinion, but not an answ^ei wath yeb 
or no 

Chan man If there is an opinion to give, I should like to have the 
opimon Are the banking facilities sufficiently extended May I take it 
that in the opimon of the experts banking facilities with regard to com- 
mercial banking m India are sufficiently extended I am qmte W'lllmg to 
have an answei later ou 

Dr Jeidels They are not out of contormity with the economic develop- 
onent of the connin'^ 
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sort of infoimatioD. service, comment on tlie legal situation and all those 
ma^teis, on -whicli in other countries oiganisation has had the effect of 
facilitating modem banking Then I put the question which is a starting 
point with every investigation of commercial banking in a country me 
banking facihties more or less corresponding to the state of economic 
development, are they for the present more or less sufficient As second 
question I ask which place do the various existing banking agencies, which 
one may call commercial banks occupy at present and are likely to occuiiy 
in future? I deal shortly with the special position of the Imperial Bank, 
with the special position of the ]Oint stock banks, with the sppcial position 
of the indigenous bankei With few words I mention the co operative move- 
ment, as it overlaps to an extent into legular banking The investigation has 
resulted in a tribute paid to the Imperial Bank, whose fine development 
ought to be encouraged, because this largest Indian bank is capable of. 
strengthening confidence in Indian banking and hereby paves the vay for the 
other joint stock banks With regard to the so called Indian joint stock 
banks I advocate the formation of a Joint Stock Bankers’ Association on the 
pattern of other countries, with the pur-pose to establish a sort of common 
standaid inside of the profession and to present the interests of the profes- 
sion m relation to other banlang institutions, to the future Besetve Bank 
and to Government I suggest the same for the indigenous banker in order 
to build up a svstem of co-opeiation inside of the profession and to defend 
their position in the economic world, they should form one or more Indi- 
genous Bankers’ Associations I recommend that the co-operative socie- 
ties should not be considered by the other banks mainly from the point of 
view to competition, T do not wish to enlaige on the subject, as you will 
have the benefit of special oxpeit advice on the co-operative movement, but 
T plead foi svmpotbetic treatment bv the lest of the banking world It 18 
one of the finest movements, which this countiy has, and it ought to find 
syinpathv even vOierc it does a little competitive damage to other institu- 
tions 

Then, gentlemen, I asked a third question is the confidence m banks 
sufficiently secured^ This is the problem of avoiding bank failures, of 
keeping a high standard A high standaid can be encouraged by 
setting up a fine pattern , I find that some joint stock hanks and the Impe- 
iial Bank deserve to ba initiated bv new and bj the small joint stock banks 
You Imovv however that there aie in this counUy a numbex very small joint 
slock banks, and it calls foi caieful investigation whether legulations are 
lequiicd and can be lecomm ended to provide against pi notices in banking 
which might impair public confidence m banking I diavv your attent’on to 
oiu geneial lemaiks on the subject of regulation They contain a warning 
not to oveido legulation so as to inteifexe with free development of bank- 
ing facilities The memorandum dealt wuth some more important proposals 
on the subject, which w^e found in the evidence 

Binallv, T dievv attention to a ceitam foim in w'hich a joint stock bank 
can be established in another countiy my own, combining personal liability 
with joint stock banking, I have brought this forward paiticularly with 
regard to the indigenous banker, offering my goods as the small tradesman 
in India does wdio invites you to look, you do not have to buy 

I shall now be glad to ansvv’-ei questions of detail It can do* no harm 
now wmen I have tued to give the larger aspect We experts lay stress 
upon giv-ing the full picture, not the arm or leg, hut the full portrait, a 
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Dr Jetdels I am refen mg to those stations ■which are a sort of prede- 
cessor to a branch, one begins with the suh-agency, or whatever the name 
may be, with the intention of developing it into a branch 

Chairman Therefore, you do not really advocate the encouragemetit. 
even in the case of the Imperial Bank, of the establishment of new 
branches 

Di Jeidels I do not think that can be infoired from what I said 1 
said that, wheie the establishment of a branch is not warranted by the ex- 
nected amount of business, at least sub-bianches, sub-agencies ought to be 
established if possible If a place -caiiants a bianch, so much the better, 
out if the alternative is put between a bianch or no establishment at all, 
then I would suggest to establish some outpost, something which is not 
quite a branch but bettei than nothing I ivas very glad to find such estab- 
lishments principally in the noithern pait of India, and think it ought to- 
be encouraged with all ]omt stock banks including the Impeiial Bank 

Chav man I now stait with the proposition that it is the opinion of the 
foieign experts that for the present economic development the piovision of 
facilities foi commercial banking is sufficientl-y extended I start with that 
proposition If that is so, if the piovision is alieady sufficiently extended — 
I may be wiong — I fail to understand whj' it is necessarv to encouiage 
these institutions 

Dr Jcidcls Excuse me if I say that you have not stated oui answei 
quite correctly I repeat oar answer “The facilities are moie oi less in 
eo'uformity voth the present state of economic development m the country”. 
Now, Ml Chaiiman, it is very clear that neither you noi we would be 
satisfied that the economic development of the country should remain as it 
IS Wc expect of this country as we do of our o'wti coimtries further econo- 
mic progress With further development there will be need for more 
banking facilities, more business, more banlang Therefore we recommend 
to assist economic development by more bank branches, even where a regular 
blanch is not yet warranted by immediate business opportunities 

Chairman I now understand it This if I may say so, is a very diffei- 
ent proposition It clears up the position completely 

Dr Jeidels May I ask you for five minutes It is of couise my desne 
to be as much at your disposal as possible in the limited time available 
Even apart from the scarcity of time, it would serve the purpose of giving 
a full picture of the situation, if w’^e could proceed somewhat quicker I 
propose to faOi’ tate it by repeating shortly what the memorandum wishes 
•to say on commercial banking apart from what has had youi attention so 
fai W’e can then- proceed to the Chapter on Industrial Banlang as quickly 
as possible, without neglecting those parts of commercial banking which 
have not yet been discussed If you could see your w^ay I would suggest 
that we start industrial banking this afternoon at 4 or 5 o’clock This 
leaves us about an hour and a half to finish the Chapter on commercial 
banking -wntli the exception of those problems which can be dealt with later 
If voii woll allow me to give a short summary of the memorandum, it says 
that we have found commercial banking in India on the same lines as 
commercial banking in other countries, but it has some special features 
Those special features are the large amounts invested in Government bonds 
and a somewhat crude form of security for loans After this simple des- 
cription of commercial banking I suggest a few lines of improvement "^•■'rae 
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touch with other groups Some material is available with 
the experts” 

'Could YOU in any foim. make that available to us? 

Dr Jcidcls I received it confidentially and would not hke it printed, 
■*1 have no objection to niembeis leading it 

Chairman In the last sentence you make a specific recommendation 
“No ob'^taclcs should be put m the w’.iy of mergeis between smaller 
juint stock banks bj stamp duties or taxation, and if such 
obstacles exist they should be lemoved’ 

That ’S youi lecommendation, and it is veiy interestmg We have 
already evolved something on the same lines 

Di JetdeLs T have not gone into the question whether theie are any 
'Obstacles in thi-^ counti> But T know in other countries thoie aie mam 
unintentional obstacles If loi mstance two banks with a capital of Its 10 
lakhs each vant to mei;ge, they have already paid the company tax and 
there is no leason whj Government should tax them again if one of the 
banks has to i aise its capital to take ovei the other In my ov n countrj-- 
we had great difliculty to obtain an arrangement that onlj tax on half ot 
the new capital is to be paid It wmuld be fair to eliminate any such 
taxation aiismg exclusively fiom such transaction ' 

Chauman Next we come to the indigenous banker Dr Hyder drew 
voui attention to some other aspect of ithe question Are you in a position 
to gi\e expisssion to youi views oi do vou think we had bettei take it^ 
up at a later staged 

Di Jcidols I would recommend that this matter be dealt wuth 
sepaiately, I vould suggest that a special day be given ioi discussing it 
with my colleagues, paiticularlv with Di Tiip wdio has given the mattei 
much attention 

How to cieale an Indigenous Bankeis’ Association is a question of 
piocedure, it may be discussed wuih a few indigenous bankers In any 
Cube, theie ouglit to be such Association xn older to fostei co-opeiation 
between indigenous bankeis themselves and of the mdigenous bankers wutli 
'cther of banks 

Chairman Apait fiom that additional lecopimendation, you hav^ 
nothing to baj at tlie pit sent moment wnth logaid to the proposal of the 
kfarwari Chambei You would leave the subject to be dealt with later 
on w'lth Di Trip 

Di Hyder In this connection. Dr Jeidels has in the last paragraph 
of his memorandum throwm out a suggestion 

Di Jeidels You can perhaps consider this also in a special discussion 
on the Indigenous Banks 

Dr Hydei What are those new’^ factois which have brought this form 
of oiganisatiun luto being ’ 

Dr Jcideh The smaller capital of Geiman banks, w^hen thev bad to 
re- establish then capital after inflation It is not a veiv simple form and 
Ii xh the disadvantage that it is more difficult to remove the manager But 
"this may just prove to he an attraction for the indigenous banker He 
would be the lesponsible manager for his partners, the shareholders of 
the joint stock bank 
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portrait as we hope of a beautiful woman This is why I asked for your 
patience and your permission to interrupt the discussion for some minutes. 

Chairman I shall now discuss the matter with my colleagues here 

Dr Jeidels May I make a suggestion? If you devote this entire after- 
noon to the subjects which I have lust put before you, if you then take 
Saturday, Monday and Tuesday for Industrial Banking, one moie full day 
and one morning would be available for me, I leave it to you whether you 
wish to heal niy opinion on Exchange Banks on Wednesday and give me th& 
possibility of saving some words and offeiing a few suggestions on the gene- 
ral pioblem on Thursday morning 

Chan man This afternoon we will continue commercial banking, and I 
would implore my colleagues to confine their questions to having the picture 
completed, nothing more 

Chairman proposed a discussion on the subject of previous sanction 
to the opening of a new bank Dr Tup said, that Mr Cassels would 
be submitting a paper on banking laws in Canada, and that the discus- 
sion might be had in connection with that over banking regulations Lala 
Haikishen Lai had no objection to this, and he added that he agreed with 
•^\bat Di Jeidels stated in his memorandum 

^Mr Manu Subedar raised the question whether, if no member put any 
questions, it implied that he agreed with the statements made in the 
memoiandum The Chairman replied m the negative 

Chairman Could you tell us anything about your ideas about the 
'radical changes’ you refer to in your memorandum 

Dr Jeidels I had m mind what hac been suggested by the Joint Com- 
mittee of the Assembly on the Beserve Bank Bill 

Chairman You have recommended the creation ofl a Joint Stock Bank- 
ers’ Association I take it that you have seen Mr McDonald’s evidence m 
this connection, and that you do not specifically contemplate the Associa- 
tion recommended by you to include the Imperial Bank 

Dr Jeidels I would piobably not include it But it is a practical 
question, I did not consider the point 

Lala Harhishen Lai It would be useful if the Imperial Bank came in 

Chairman Supposing the Imperial Rank does not want to come m 

Lala Harkibhen Lai We shall not be able to form the Association 

Dr Jeidels Some persuasion may bring them in 

Chairman ‘It will be helpful to safeguard the members’ inteiests 
Vvhen the Eeseive Bank will establish a policy of classification among those 
banks with which it intends to do bu<5inpss’ You apparently contemplate 
intioduction into India of an arrangement similai to the one in vogue in 
Tlolland In that case theie should be some restriction on new banks or 
even on exisuuig banks The Beserve Bank may decide not to dc business 
ii'ith a particular bank, old or new 

D? Jeidels Yes Even if not attached to the law on the Beserve Bank 
there wiU always be a schedule of banks in practice 

Chairman You say — 

“A valuable pattern is supplied by the Bankers’ Guilds m China 
which organise and educate their own members and keep in 



Dr Jo’deU Such an Association may also select Auditors, it could 
make up a list of approved Auditors, not approved by Government but 
approved by such a prominent Association Then list would not be com- 
pulsory and have no legal povers 

Sir Hugh Cache You said you would not license On the other hand 
1 think you said that you would welcome the indigenous hanker agreeing 
to lie bound by ceitain foimahties It would give him an added status 

Dr Jeidch One of the fiist actions of the Indigenous Bankers' Associa- 
t'on vill be to studv this question They may come to the result that it 
i& sufficient foi the futuie standing of the banker, if it is known that he 
IS a membei of the Association 

Sir Hugh Code J\lj idea was that this license would cany some exiia 
status lust hke an Accountant w'ho has a Government Accoimtaney 
Dijdoini fames extia status 

Dr Jbidels Tf he is a niembei of tbe Association of Indigenous Bankers, 
this would give him the status 

Chairman You wall piobably help him m being brought into the 
Schedule ot the lieserve Bank? 

Dr Jeidch I think so 

Chairman Coming to the last part of item (2) wheie you deal with Co- 
ij erative Cxedit institutions, you sa\ that a woll-lmown German Bank 25 
years ago established itself in a special dopaitment which is quite piofitable 
as an apex bank to one of the two large co-operative institutions of the 
countiy and that a publication by the Dresdner Bank is available ^'ill 
you give us some information on that? I gather youi idea is that the 
Eeseive Bank, when it comcs into forcf wall function as the apex bank 
cf all the provincial apex banlcs Your idea might perhaps be introduced 
in tbe cose of these piovincial apex institutions Instead of there being 
a piovincial apex bank, m a piovince hke the United ProMnccs where 
there is not one aheady, one of tbe yomt stock banks might tnlce over 
that function That w^ould be an appiopiiatc thing I do not want to 
discuss the wpitei I simplv wanted information 

Dr Jeidch Di Fricderich can give all information about this German 
Bcnk Uufoifunatcly it is available only m Goimnn language I men- 
tioned it piinc’pally as encouiagcmcnt to"' the Imperial BnnJr If is w’Oith 
iookng into the matter 

Chairman (to Br Fiiederich) Is it possible for you to let us have a 
short note showing what has happened there’ 

Dr Friedcnch We have in Geimany two apex banks One apex bank 
IS wh.ib we call the Prussian central co-opeiative bank This deals with 
the agricultuial co-operative system The other apex bank to which my 
colleague has referred is only foi the urban co-opeiative system 

Chairman \ou will bring that in youi memorandum 

Dr Hyciev Wc- tiave had some tiouble between commeicial bankers 
and co-opeiative hankeis regarding the sphere of operations 

Dr Jeidels Dr Pnederich will be able to tell you about it, I share 
hi^ view’s 

Dr Fncderich I wish to reserve my opinion. 

Sir Hugh Cache I asked this morning about encouraging deposits m 
centres which banks have not reached and are not likely to reach for a 
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Mr Khaiian Supposing- there is a firm -with 20 lakhs He has got a 
banking department which' is called the indigenous bank and he also 
carries on a wading department The complaint is that the banlnng depart- 
ment IS mixed up with his tiadmg department and he does not disdose hiS 
accounts and people do not know what it is At the same time he has 
-the leputation of having 20 lakhs Ho can convert his banking depart- 
ment vith a capital of 5 lalihs and thus manage as a loint «tock concern 
But as a joint stock concern with 5 lakhs people would not have sufficient 
confidence in it So he becomes a paitnei and he gives the joint stock 
'Concern his unlimited liabilitv without disclosing his tiade affairs and fully 
disclosing his banking affairs The joint stock concern will not undertake 
trading But -what you may call a part with unlimited liability may carrv 
•on trading m liis othei department That is the fdea 

Dr Jeidels Yes 

Mr Shanmvliham Chetty If at any time the liability exceeds the 
assets, and he becomes an insolvent, has the banking department a prioi 
claim on his assets*’ 

Dr Jeidsls No He is only lesponsible it something happens to the 
bank — if the joint stock bank fails 

Mr Khaitan He is liable as a partner 

Dr. Jeidch He is liable for the debts '^f the bank He is not liable foi 
dhe share capital If he fails, the Board of Directors of the Joint Stock 
Bank would recall him and appoint another manager who is also personall\ 
lesponsible and has to be confiimed by a shareholdeis meeting 

Chairman So the bank will not have to be wound up^ 

Dr Jcidels He is fully entitled to go bankrupt, ^vlthout entailing the 
Bank 

Lola Darhihlicn Lai This idea is ahead\ present in our Company law 
\ company might be paitl;y a guaianteemg company and partly shares, 
01 t may be a puiely guaianteemg company oi it may be a puieJy sKaie 
•company The idea is there We shall not lequiie any legislation 

Dr JeideU T am not a lawyer and have not gone into the legal ques- 
tion for India If you find it inteiesting from the point of view of the 
•’ndigenous banlcei, you ought to consult a lawyei 

Chairman As a mattei of fact, one of the provincial Banking Enquiiy 
Committees — the Bihar and Orissa Committee — has also recommended 
some such proposal 

Sir Hugh Cache The proposed Association of indigenous bankers will 
be a purely volunlaiy association^ 

Dr Jeidels Entirely voluntary, by and by it -rtull of course become a 
mattei of reputation to belong to it 

Sir Hugh Cache Would that be the same which would oontiol the 
licenses we talked about the other day? 

Dr Jeidels I have nothing in mind of that kind 

Chairman Di Jeidels himself is not in -favour of a license Therefore 
he could not answer that question 

Sir Hugh Cocke I thought he said “Yes” yesteiday 



Chairman Depdsiting balances \Vifch selected banTis gives them a cer- 
tain minimum balance The advantage to 'tbe joint stock bank in ‘t^at 
case would be that it '^ves a certain status to it m the eyes of the public 
Dr Joidcls If Government selects 10 out of 60 banks and refuses to 
deposit with the others because it does not feel sufficiently safe, it hits 
these hanks very hard as Government's attitude, though justified, in- 
volves an open ciiticism It would give rise to a many disputes 

Chairman There aie two branch banks (there may be more) at any 
paiticulai station where theie is no branch of the Imperial Bank and it 
may lead to an invidious distinction 

Dr Jetdels I think so 

Chan man But when the Beserve Bank came into existence, it would, 
broadly speaking, take ovei and administer all the balance "with Govern- 
ment Would you not make a distinction m tile matter of the Reserve 
Bank 9 


Dr Jetdels It is not so difficult with the Reseive Bank, which has 
no branches and will have to establish a geographical policy Dr Tup 
may have something to say to it I do not know exactly, how it should be 
handled, hut I would not definitely exclude them It is a matter for con- 
sideration 

Chairman You would not exclude the idea of the Reseive Bank using' 
its discietion and making use of an existing branch bank, not of the 
Imperial Bank, as its agent for dealing with the Government balances’ 

Dr Jetdels Peihaps not from the start, but when the Reserve Bank 
has gamed some years’ expeiience, the question may be considered In 
the beginning the Reserve Bank would bo in the same position as Govern- 
ment In the memo T have said that the Reseive Bank will have a good 
insight in the suitable geographical distribution of banking facilities, and' 
it should be able to exeicise some influence m this direction 

Chairman Dr Trip, do you want to add anything to what Dr Jeidels 
lias stated’ 

Dr Trip In my opinion, if I am not mistaken, in the construction of 
the Reserve Bank, they would have only a very small number of branches 
and they would make use of Ihe blanches of the Imperial Bank at other 
places If they want to spread influence over the country, they must be 
allowed to make use of the branches of other banks in those places where 
the Imperial Bank has no branch That is conceivable, but generally 
speaking it would not be very profitable to the bank, because the pohey 
of Government will be and must be in my opinion to concentrate as quick- 
ly as possible all the money they are exacting and so I do not think it 
can have the character of depositing money with those banks 

Dr Jetdels In regard to Sir Hugh Cocke ’<! question on postal cheque 
business, I can now give the number of accounts of a few countries — 


Netherlands 

140,000 

Germany . 

1,000,000 

France 

400,000 

Italy . . 

. 40^000 

Anstna (a very small coufatry) . 

124,000 

Japan 

. 240,000 

Czecho Slovakia , 

ioo',pb'o 

Switzerland 

73,000 
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long time 1 wanted to Imow’’ whether the Post Office was a possible medium 
I asked whether that was done in any country in Europe and I did not get 
^n answei Is Post Office banking used in any country in Europe? 

Dt Trip In Holland we have the postal cheque It is a very well 
developed system foi paying bills Eveiy shop keeper practically has a 
number of them You can pay all your bills to the shop keepers m that 
way 

Sii Hugh Code In other words, you have a banking account with 
the Post Office which you can operate upon? 

Dr Trip Yes 

Dr Jcidch German}, Belgium, Denmark, Fiance, Italy Ci'echosD- 
vakia, Latavia, Netherlands, Austria, Sweden, Switzerland, and others 
have got this system 

Sir Hugh Coche In spite of all that, you do not recommend that for 
India 9 

Dr Jculch I would like not to express a definite opinion I do not 
want to cieate any impediment to the ambition of ]oint stock banks to 
open branches J do n it consider myseli sufficiently competent in the 
matter It seems in any case mteiesting and deserves fuither investiga- 
iiicn My personal opinion on it is leally not valuable 

Chairman Lala Harkislien Lai will call your opinion most valuable 
No doubt we haves got your opinion 

Dr Jculcls One has opinions for which one fights and such for which 
f’ue does not, this one I will not defend 

Mr Bushfoith You say in paiagiapli 2 that the Government balances 
should remain concentiated with the Impeiial Bank Do you make that 
statement with reference to the suggestions made by various witnesses 9 

Dr Jciciels I made that statement because a number of witnesses 
have advocated that other banks should be strengthened by holding Gov- 
eroment balances 

Mr Bushfoith I do not know whether the suggestion is entirely with 
a view to stiengthemng all the banks In places where theie is no Impenal 
Bank, Government might use the local Bank and deposit their balance 
theie ^ 

Dr Jeidcls I intended to express myself agamst it 

Chairman, Let us look at a station where there is no Imperial Bank 
Would you object to the Government balance being placed in another joint 
stock bank or its bianch if one exists tbeio^ 

Di Jeidels I would not be greatly in favour of it 

Chairman In such a place you would prefer the Government balance 
bo’ng kept in. a treasury instead of being transferred to the existing branch 
-of a joint stock bank? ' 

Mr. Lamond May I give some information? In places where the 
Government have their own treasuries, the balances maintained in the 
treasuries aie very small, and it would not be a worlang banking proposi- 
■^'-.-.^lon The total of Government balances throughout the whole of India 
IS very small. 

VOL. IV K 
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Dv Jeidcts Eveiy opmioa whioti I expiess is only under prevailing 
conditions 

Ch Mulhtar Singh You feel that there is necessity for opening moie 
branches Suppose we act on that assumption? 

Dr. Jeidch My opinion stands as long as those conditions exist wbica 
I have found during my ahoit stay in this country 

Chairman Di Jeidels has given his opinion on both points If you 
do not accept his opinion on one point and come to a different conclusion, 
it IS open to you to come to a diffeicnt conclusion on the secund poinfc 
also 

Mr Dcvadhai “From voui observations with regnid to the co-opera- 
tive movement, it seems that there w'as a stage m the evolution of the 
movement in y'our countiy when its piogiess w'as probably not very much 
hked bv commercial banks 

Dr Jcidch It is still so 

Ml Dcvadhnr 1 can tell you from the ohscivations of soveial witnesses 
who came belore us lepresenting commcicial banks that they have ex- 
pressed full sympathy nilh the piogross of the co-operativc movement 
Would you please tell me why an institution like the Imperial Bank should 
not feel that measure of sympathy vliich you have expressed tow’aids the 
movement ? 

Chav'nian I think Dr Jeidels has given his opinion definitely 

Mr Dovadhai The Impcual Bank belongs to a cla=s of commercial 
banks Is theie any paiticulai leason for the Imperial Bank to lessen its 
sympathy fiom this point of viow^ , 

Chan man Suiely it is not fan to put this question IIow can Dr 
Jeidels say W'hy they aie not doing it? 

Mr Devadhar Have you heaid of any paiticulni reason why the 
Impeiial Bank aie not adopting the attitude which you want it to adopt? 

Dr JcideJs It is not so out of the wav, because one expects generally 
that co-opeiatne societies aie institutions foi their members and if they 
take deposits fiom non-membeis, they begin to compete, the competitor 
mis:ht aigue that co-opeiative societies should stick to their natural business 
wuth membeis and leave the banks’ cuslomcis alone One has to appie- 
ciate this aigument 

Chan man But appreciating all that, it is your peisonal opinion? 

Dr Jeidels I expiessed my sympathy' woth the co-operative movement, 
even if it competes 

Mr Manv Suhedar You say that "the competitiv'e position of the 
Imperial Bank, the Exchange Banks, the Indian joint stock banks and 
the indigenous banker does m my opinion not call foi outside inter- 
feience" What have you in mind when yoii refer to outside mteifeience? 

Dr Jeidels The Banlang Committee may' wish to regulate 

Mr Manu Subedar Would you like the Bankmg Committee to be 
wound up at this stage? 

Dr Jeidels Ho, I think it ought not to inteifere in the lelative posi- 
tion of the vauous commercial banlcs, not between the Imperial Bank and 
the othei joint stock banks, I would not recommend it 



Mt Manu Subedar Have ;you business uxuts m Germany tmd how 

Dr Jeidcls The figure means single individuals holding accounts, ■•most 
of them are private persons 

Ml Manu Subedar What will be the number of business units? 
’Businesfs units are persons doing trade or industry or keeping shops 

Dr Jeidels There aie 33^ million business umts m Germany. 

Mr MacDouqal Two or three years .ago some enquiries were made 
into the Bumingham Municipal barilang and small accounts of this des- 
cription in the municipal banks were very successful 

Lala Harkishen Lai With regard to banking patronage, so far as 
cash balances aie concerned, I might say that the void ‘Govcinmcntt’ 
should be defined If it means only revenue, it is a small matter, but 
there are other deposits ivliich emanate from a Government authority, 
e g , from the Court of Wards, minors’ accounts, etc , where sometimes 
the guardian is directed to put money into a certain bank In the same 
way the accounts of small municipalities, notified areas, military accounts, 
etc , do not always remain with the Imperial Banlc If all these accounts 
me to go to G-oveinment, it would be harmful and would be a retrograde 
cstep from the present practice 

. Chan man Dr Jeidels has only m view what is commonly known ,as 
treasury balances 

jDi Jeidels I only meant treasury balances 

Mr Ranidas Pantulu You say that “the competition of the co-opera- 
■'ti've movement with ordinary banlnng as well as with Indigenous bankers 
IS not liable to create much sympathy for the movement ]ust m bankmg 
circles and particularly so where the co-operative credit organisations appeal 
also to outside depositors who are not members” I do not want to dis- 
pute what you say,, but I would like you to look at the co-operative statis- 
tics furnished to you and the portion of it relating to rates of interest Do 
jou not think that the co-operative banks m this country are not oftering 
very competitive rates’ 

Mr Jeidels I think so 

iMr Ramdas Pantulu You think our rates are not bad’ 

'Dr Jeidels I think they are fair 

Oh Mulhtar Singh Suppose we decided that there was necessity for 
opening more branches m the interior You say that much business is not 
likely to come and therefore naturally there would be some loss to those 
^branches There might not be sufficient business Government at 
present give then balances to the Imperial Bank and take an undertaking 
’from them that they will open, say, 100 branches in a certam period In 
ithe'same way, could rot Government give some more facilities to joint 
■^tKook 'banks? 

Dr Jeidels I ansvered that, I would not recommend Government 
interference in this way ’ 

Ch Mukhiar Singh Even if we, asi a Committee, found that there ,waB 
jaecessity for opening more branches, you would P'lt agree to it? 

Dr .Jeidels I have. only one ,smgle opinion on every subject. 

Ch Mukhtar Btngh I c^take fit that lit can- never be- changed? 

K 2 



tliei^efore' tHafr the phenomenon is not parallel In the special cacum- 
stances of this country there are powerful foreign hanks and less power- 
ful Indian banks competing with one another Would you still advocate 
competition^ 

Dr Jeideh With commercial banks the competition to which I alluded 
is a much moie dangerous competition 

Mr Manu Subed^ir We call that internal competition We will setflte 
oui inteiual affaiis as best as we can I am refeirmg to what appears to 
be the more outstanding problem which has got to be settled and even 
with regard' to that problem your considered view is ‘no mterference’ 

Dr Jeidels Yes 

Mr Manu Sub^dar Even if it results in disaster to the Indian institu- 
tion^ 

Dr Jeidels It will not in my opinion end m disaster foi the Indian 
institution 

Mr Manu Subedai With regaid to the position of the Imperial Bank, 
the relative advantages about finance and the cost they have to meet for 
the vaiious sei vices, have jou gone into an estimate of tliese? 

Dr Jeidels I have estimated, but I have not calculated it I have % 
v/e]l founded opinion 

Mr Manu Subedar How do you mean, veil founded? 

Dr Jeidels I have enquired into what the Government service means 
fjiich matters are oft°n discussed m my country 

Mr Manu Subedar If you have enquired into the costs, the Com- 
m’ttee would find it very valuable for their enquiry 

Di Jeidels I have not enquired into the costs I suppose that i^ I 
do so the Imperial Bank would call for the police 

Mr Manu Subt'dai Theiefoie, it is merely an impression? 

Dr Jeidels It is a well founded impiession 

Mr Manu Subedar In the next paragraph you aie suggesting that the 
Imperial Bank sliould expand to cultivating sound methods of mdustnal 
finance rather than the foreign Exchange banks should do so 

Di Jeidels When I began to study the matter before I took it up 
officially, I bad in mind that the Imperial Bank should take up foreign 
exchange business, but I now think it might interfere with the deve- 
lopment of the Bank’s up country oiganisation It may not be good to 
let the bank develop too much new basmess at a time, I have therefewre 
ai’ired at the opinion, that it is better if they do not enter this fi^eld 
now 

Ml Manu Subedar Better for 'wlioml’ 

, Di. Jeidels Bor the country 

Mr Manu Subedar That is, the Imperial Bank should not do foreigm 
exchange business? 

Dr Jeidels Yes. 

Mr Manu Subedar I know that it has been repiesonted to us that 
it is verj/ difficult for an Indian institution to get into the foreign exchari^ 
business 
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Mr Manu Suhedai Would you like it then to be left to the free law of 
eompetition ? 

Dr Jeide'^s ?or the piesent, for some time to come 

Mr Manu Suhedai For how long? 

Dr Jetdels Competition as free competition is useful in the majority 
of cases, but I do not think that every busmess competition is sound 
W^hen business is still in a stage where it should expand, I think free 
eompetition is perhaps the best regulator 

Mr Manu Suhcdar Of couise, as you said before, if a banking insti- 
tution IS doing proper service, whether it is Indian or foreign should not 
matter from the point of view of the country I knowj your view Even if 
we found that this free competition was woiking to the prejudice of the 
Indian institution, would you let the Indian institution go out of exist- 
ence’ 

Dr Jetdels It will not go out 

Mr Manu Suhedar I am very glad you think they are strong enough 
to hold their own I 

Dr Jetdels They will 

Mr, Manu Suhedar But assuming that they weie being weakened? 

Dr Jetdels I am convinced that competition benefits all parties 

Mr Manu Suhedar Is it good for a man even w'hen he is bemg 
stranded ? 

Dr Jetdels He will hold his own What I had mostly in mind was 
the competition between the Imperial bank and joint stocF banks 

^ Mr Manu Suhedar Here you are refemng to the whole competition 

Dr Jetdels I lefer to all, but this is the most acute one 

Mr Manu Suhedar 1 am not refeiimg to the competition between the 
Impenal Bank and the joint stuck banks, but to the competition between 
tlie foieign exchange banks and the Indian joint stock banks Do you 
Ihjnk that it is good for the Indian joint stock banks to go out of exist- 
ence’ 

Dr Jetdels I am convinced that in free competition they will not go 
down but impiove 

Mr. Manu Suhedar But if they did not impiove’ 

Dr Je.ctcls Then it would show that I started on a wrong opinion 
and drew from the wrong opinion a wuong conclusion I cannot imagine 
what harm free competition, as I advocate it, could do I may have a 
difffient opinion in ten vears from now Our competition in Germany is 
immensely more keen than all competition which you have between the 
various classes of banks in this countrj'^ 

Mr Manu Suhedar You have no phenomenon of a German institution 
competing with foreign institutions , therefore there is no parallel between 
your case and our case 

Dr Jetdels They are equal in so fai as one banker may lose customeis 

Mr Manu Suhedar If one Geiman institution goes down, another 
German institution would spring up. but here if one Indian bank goes 
down, it IS another foreign bank that would spring up I put it to you 
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' Mt MO'iih SubodaT Would jou succood in opening with regard to an, 
Indian ]omt stock bank? 

T)r Jcidcls If it has good reputation and good standing I would, but 
only in that case 

Mr Manu Subedar It would not be' proper to discuss a particular 
institution You know theie are 4 or 5 pint stock banks here which are 
more or less in the same position 

Dr. Jcidels They would in any case have to try this class of business 
slowly, and slowly, I am convinced, they would be able to develop it 

Mr Mami Subedai Because you see it would be good for them to go 
slowly and having gone slowly thej m ould succeed in. the development of 
business, therefore your suggestion is that the Imperial Bank should not 
go, mto it but the field of industrial finance t 

Dr Jeidels I have offered my opinion on it I have tned to weigh 
both Industrial banking appeals to me more and I think industrial bank- 
mg opens many possibilities for profitable business, w'hile foreign ex- 
change business may be unprofitable 

Chairman Mr Manu Subedar’s question at least brings to my notice 
one point and I should like to have a definite statement fiom vou in regard 
to it Is it your opinion thai m pioference lo its starling foieign exchange 
banking on the establishment of a Eeserve Bank it should take to indus- 
tnul banking or industiial finance \ 

Dr Jeidcls Of couisc as scon as there is a Beseive Bank the Impenal 
Bank should stait foreign exchange business It is now only the question 
whether we should recommend the lemoval of this restriction even before 
the Eeserve Bank comes mto existence 

Mr Khaitan Would vou kindly let us know how the establishment 
would make the change 

Dr. Jeidels The Impenal Bank loses two kinds of business, but re- 
tains the entire staff The tw'O kinds of business which it loses is Govern- 
ment business and the function ns Bankeis’ Bank Having a large and 
expensive establishment, they would have to make use of this organisation 

Mr Khaitan Theiefore, minus those two resources, the Imperial Bank 
would be in a stiongei position^ 

Dr Jeidels I do not speak of lescuices, I spoke of business I take 
it as granted that the loss of those deposits is not essential foi the Imperial 
Bank, I may be mistaken but it is my opinion It loses actual business 
and retains its staff II reminds me of a merchant w^ho has been dealing 
in cotton and wool and gives up wool business, he has a laige staff and 
will therefore tiy to replace it by somethmg else 

Mr Khaitan- We shall reveit to it in a minute Befoie we proceed 
further, may I ask whether you are prepared to concede that if there is an 
Indian ]oint stock bank with large resomces you would recommend that 
to take up exchange business slowly and gradually ^ 

Dr Jeidels Yes, if it pays It depends on the nature of their business 

Mr Khaitan I believe you said a few minutes ago that an Indian 
joint stock bank in order to do exchange business must have large re- 
sources to carry confidence in foreign countries and to compete with the 
existing exchange banks in India? 



Dr Jetdeh It is diflScult for every one, with the keen competition 
^ prevailing 

Manu S^ubedar Our discussion would be much curtailed if you 
ijave me specific replies Have you considered that it is very difi&cult for 
rf-n Indian institution to get into the foreign exchange business? 

Dr Jeidels I would say that it is easy, because it would probably 
have the sympathy of the Indian customer 

Mr Manu Subedar You consider it very easy for an Indian institution 
to get into the foreign exchange business? 

^ Dr Jeidels If it is strong enough, because foreign exchange business 
requires a cionsiderable capital I do not thmk tha^ it is particularly diffi- 
-eult for an Indian hank to enter foreign exchange business Tl^e Indian 
customer may prefer an Inliian banlc'for it Besides the Imperial Bank!has 
a sufficiently large staff ’ ' ' ' ^ 

l^fr Manu S'libcdar Such an Indian bank would want more than one 
foreign banking connection 

Dr Jeidels It is not necessary 

i\^r Manu Subedar Any Indian institution including the Imperial 
Bank would have to look after foreign connecflons 

Dr Jeidels It would certainly not be necessary to open foreign 
blanches 

Mr Manu Subedar ''Vould an Indian ins^tution get its bdls re- 
-diBCounted in London’ 

Dr Jeidels Yes 

Mr Manu Subedar Are you awaie that an Indian institution tned to 
dp this and uas repulsed from this business’ 

Bi Jeidels The case is not known to me 

Mr Manu Suliedar There will be no tendency, as in Holland, not to 

rediscount bills to banks other than their own nationals? 

1 

Dr Trip That is not the tendency Only the Netherlands Reserve 
Bank wants to make sure that the foreign bank complies with the Nether- 
lands law Whether it is a Dutch bank or a foreign bank, they want 
to have them established 

iVfr Manu Subedar Theie is no prohibition to my holding any number 
of shares in a Dutch Co , or bank’ 

Dr Tup No, not from the legal point of view 

Mr Manu Subedar You think there aie no other difficulties in the 
way of ail Indian institution’ 

Dr Jeidels No 

Mr Manu Subedar You have not heard of the difficulties of Indian 
banks in doing 'foreign exchange?' ' ’ '' ‘ 

Dr Jeidels No 

Mr Manu Subedar Since you h^ve nop heard of them^ your conclu- 
fiions are w’hat thej"^ are 

Dr. Jeidels If I had to establish connections in a foreign place for 
the Imperial Bank I w'ould no doubt succeed 
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Sir Puishota*ndas ThaKurdas You expect us to make a recommenda- 
tion regarding this npt on the conditions as they exist ^n the joar of graM 
1931 and in the month of January or the last six months or one year but 
on the average of the last 10, 20 or 30 years Before you say it is un- 
profitable, it is up to you to say whether on the whole m India m the 
average year exchange business has been profitable oi unprofitable I do 
not think you aie justified m deahng with it in the manner you choose 
to Here is the Managmg Governor of the Imperial Bank who has said 
that it IS qu^te profitable Have you enquired whether exchange business in 
the last 40 years has been profitable or not? We exjiect a guidance from 
vou on lines which are generaliv accepted We have got to^ make a 
leport for the next 20 or 30 years 

Dr. Jeidels I have been drawn into this discussion on the profits of 
foreign exchange business, I really do not Imow hoy^ it started I b^o 
discussed in this memorandum whether we ought to recommend now t^at 
the Imperial Bank should be relieved of the exclusion from foreign exchange 
"business I have not stated that we do not recommend it because it is 
not profitable, we gave other reasons, for instance that it is the Bankers’ 
Bank 

Sir Purshofamda^ ThaKurdas I am only restncting myself to the 
point developed between you and Mr Manu Subedar 

Dr Jcidcls I am sorry thi? discussion developed 

j 

Sir Piirsliotamdas Thakiirdas Suiely you cannot make light of the 
eMdence to say that it is not profitable today Your outlook certainly ib 
not so nanow 

Dr Jetdch I am glad you give me an opportunity to state, that I did 
noc wish to make a statement about the profits of foreign exchange 
business This is not the pioper place to discuss it, and I have not ihe 
intention to discuss it 

Ml Manu Subednr It w^ould not be good for the Imperial Bank to go 
into this business because competition was going on and there was no 
profit 

Mr Many Subedar If the Heserve Bank is established and if the 
Impeiial Bank is relieved of the activities of the Bankers’ Bank and Gov- 
ernment bank, would you then suggest it as profitable for the Imperial 
Bank’ 

Dr Jcidcls It 18 not necessarj to recommend anything I have no 
•Joubt that the Imperial Bank will at once go into foreign exchange 
business 

niiptit/ The lestnction ought to be remoyed whe*. 
the Beserve Bank is established? 

Di Jeidels Most certainly You cannot take away business from the 
iinnk and leave it with the restrictions " - 

Mr Manu Subedar You said there was no difficultv you could see in 
-an Indian joint stock bank getting into foreign exchange business and there- 
fore no special measures should be taken Is that correct? > 


i 
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. Dr. Jetdels Yes, it should be one of the largest hanks 

Mr Khaiian 'We may say it is the largest bank, and if the largest? 
hank tries it would have better success? 

Dr Jetdels If the leading institution sets up the pattern, it may be 
imitated successfully It would introduce this class of banks m foreign 
markets 

i 

Mr Khaitan Is it your impression that the exchange banks domg- 
.business in India at present are losing or making money’ 

Dr Jetdels If I wanted to investigate it, I would become acquainted, 
with one more poheeman I do not know the rates 

Mr Khatian Mr Buckley has admitted they are making profit 

Mr Mann Suhedar If I put it to you that the Managaing Governor 
of the Imperial Bank made it plain that exchange busmess was profitable, 
what would you say ’ 

Dr Jetdels I want to wait until you show me the reference (Ilefer- 
ence was handed to Dr Jeidels) 

Chairman This is more relevant in connection with foreign exchange 
‘)Tou may be able to give your answer tomorrow 

Mr Mann Suhedar Would you draw any infeience from the fact that 
instead of 6 banks before the wai, there are 17 foieign banks worlnug* 
here? 

Mr Bucldey May I conect you. Mi Subedai, the prewar number was 
12 and not 6 

Dr Jeidels The principal reason seems to me that in those countries 
many importers and exporters doing business with India aie either already 
customers of those banks who wished to open m India or could be acquiied 
as customeis if the bank specialised in Indian foreign trade finance 
'Another reason may be that the business is considered profitable 

Mr Mann Suhedar We are placing impcitance on it because it is the 
opinion of the entire foreign delegation you aie voicing 

Dr Tnp So far it was the boom penod ' 

Mr. Mann Suhedar Then you think it is better for the Imperial Bank, 
to enter the industrial field rather than exchange business and that if an, 
Indian ]omt stock bank wanted to enter the field of exchange business, 
there is no difficulty? 

Dr Jetdels If it is strong enough 

Mr Mann Suhedar You w'^ould not now say that it was not profitable- 
ffiusiness' 

Dr J eidels I doubt whether it is profitable < This statement here was 
made on the 5th January 1926 — 5 years ago I suppose it was piofitable, 
but I do not know it 

Mr. Mann Suhedar Then 3'ou mean that in these five vears it has- 

if V 

eeased to be profitable’ 

Dr Jeidels'' 'It has become less profitable 

i 
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Dt Jeidcls But they still have the staff 

Mr Shanmulham Ghetty They have to disband the staff That is 
aU 

Dr Jeidcls I do not think it is a question of special compensation 
The restrictions -will be taken away when the Eeserve Bank comes and it 
was suggested m that connection that a certain minimum balance of Gov-' 
eminent deposit should be left with the bank 

Chairman That was for a different reason That was because their 
agreement was being terminated before the due date 

Dr Jeidels The bank at present does ser\ioe to the Government and 
employs a special staff foi it This staff is paid from the piofits of having 
Government balances free of interest If the Government balances are 
taken away, the staff remains Of course the services are not any longer 
to be rendered Theoretically in such cases the^bank can do one of two 
things, it can either discharge the staff or try to keep the staff and find 
other business I vould certainly recommend the second course and have 
nc doubt that the Impeiial Bank will try the second course 

Mr Shanmuhham Ghetty When the Government advances are with- 
drawn and the Eeserve Bmk is created all the restrictions imposed by 
statute on the Impeiial Bank will be taken away and so beyond what is- 
necessary to compensate the disbanding of the staff no moie special com- 
pensation should be given 

Dr Jcidels I do not like to express an opinion on it 

Mr Currie In two eases there ought to be some compensation In the 
first place the Imperial Bank will lose a considerable amount of balance 
v/hich it has and as it has always had balances, theie should be compensa- 
tion against balances being withdrawn Therefore, there is some reason 
why a certa n amount or balance should be left to cany on their business 

Chairman Thcic is an agreement between the Government and the 
Imperial Bank under which the Gevernmnt of India practically contracts 
to keep its balances with the Enperial Bank 

Mr Currie I know that the Imperial Bank by law only makes loans 
for SIX months They have been financing a certain amount of trade 
which, if the facilities aie not available, will have to run round lodkmg 
for finance somevhere else 

Chairman Supposing \ou and I entei mto an agreement that you do 
certain things for me for a c ertam number of years, two or three years or 
five years, and after those years have elapsed I terminate my agreement 
with you 

Mr Currie The agreement has not yet been terunmated 

Chairman The agreement is now due for termination, it may be ter- 
minated at any time bv givmg 12 months’ notice When Dr Jeidels re- 
ferred to the position in 1927, when the Eeseive Bank Bill was being dfe- 
cussed, the position then was that the Imperial Bank’s agreement with 
the Government of India could not bo terminated Therefore, there was 
a case for special compensation, and that is the reason why I pointed out 
to him that the position has now entirely changed I think, after some 
date m 1931, perhaps the 1st of January the Government of India can by 
giving l2 months’ notice terminate the agreement That being so, where- 
16 the case for compensation? 



Dr. JcideJs Mr Chairman, I wish to hear from you whether I have 
answered this question sufficiently or whether I have to answer again 

Mr Manu Subedar I am trying to ascertain whether whac I have 
stated lb Di Jeidels' position If that is so, I have nothing more to say 

Chairman I think Dr Jeidels has already answ^cred that question In 
‘bis opinion there are no special difficulties and therefore no special measures 
are necessary to encourage Indian joint stock banks engaging in exchange 
business 

Mr Mann Subedar If the Committee discover difficulties^ 

Chairman If the Committee discover difficulties, it is the Committee’s 
husmess 

Mr Manu Subedar You consider the position of Indian joint stock 
iJanlts leas secure Less secure than whom‘> 

Dr Jeidels Less secure than the position of the Impenal Bank 

Mr Manu Subedar You therefore think that the scope for extension of 
joint stock banking in India is beset with many difficulties 

Dr Jeidels Yes ' 

Mr Manu Subedai In order to remove those difficulties, you suggest 

taking measures One is co-operation and the other is the encouragement 
of mei chants''' 

Dr Jeidels Yes 

Mr Manu Subedar You do not suggest any othei measures? 

Dr Jeidels No. 

Mr Manu Subedar In the next paragraph you suggest that the in- 
^dlge^ous banker may do several things One is that he may form a jomb 
stock bank 

Dr Jeidels I do not suggest it There are venous possibilities, the 
ubefulness of which one ought to discuss It is out of place to make 
actual piopositions because we are speaking over the head of the indigenous 
dianker 

Chairman Before vou go any further, I should like to remind Mr 
Manu Subedar that we decided at the outset not to discuss today the 
.position of the indigenous banker, because something is said at i.be end 
•of that I am sorry that Mr Manu Subedar was not listening Certain 
recommendations were given to Dr Tripp relating to the indigenous banker 
nnd hib attention was specifioally invited to those recommendations and 
later on w’e will have specific proposals for dealing with indigenous 
hanker 

, Mr Manu Subedar There is only one aspect here, which brings him 
into the field of joint stock banking 

Mr Shanmukham Ghetty You say in the memorandum that any 
-advantage that the Imperial Bank may have in having the Government) 
balances deposited with it is counterbalanced by the seivices that it renders 
tfi Government, and therefore when a Beserve Bank is established and 
' th*'>se balances are withdrawn! and placed in the Beserve Bank the Imperial 
•Bunk need not be compensated 
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Mr Mann Subcdar In your memo you speak of '{he danger of'^rhat 
you call a money tiust In India this word has been used with legard-to^ 
the Imperial Bank and it has been urged that if the Imperial Bank went 
on expanding it would cut out joint stock banks and it would become a 
sort of money trust 

Dr. Jeidcls That argument is one of the most popular in small newa- 
yjapers in all countries 

Mr Mayiu Svhedar Already that point has been placed before us by 
those who are appiebcnsive that the expansion of the Imperial Bank 
branches was going to cut at the loot of the joint stock banks 

Dr Jeulds Any interference w'ould be very much to the detriment of 
the countiy at large 

Mr Manu Snbcdai Bo you see any danger of ihat^ 

Dr Jeidels No, none at all 

Oh Mulhiar Singh Tou say "A capital of one lakh may be used to 
establish a sound little banking institution, while five lakhs of capital may 
be utteily mismanaged” I cannot understand whether you mean that 
hve lakhs is a very tug capital 

Dr ' Joidols I mention this to sbow^ bow difficult it is to make a 
regulation for the so-called mmimuni capital If you make a regulation for 
a minimum capital you have to fix it somewhere It is only an illustration 
to show' bow futile such regulation would bo If you fix the minimum too 
h gh, you will haim the country’s expansion of banking facilities 

Ml Jamal Mahomed You speak of the duties and lights of the Board. 
Would you like to put some restrictions on tlie bonow'ings of Directors^ 

Dr Jeidcls In western countiies I think it would be practically an 
impossibility I have before mo the annual lepoit of the largest Geiman 
Bank, which has the benefit of 113 advisers It has 113 members of the 
Board of Directois It is so extraoidmaiily laige, because it was a merger 
of two banks and a matter of couitesy to take them all in It is interesting 
for anybody w'ho can lead the language and even for those wffio cannot, 
because n is a simple list With every member of the Board his pro- 
fession IS mentioned his firm oi that he is geneial manager of this or that 
Company, etc These gentlemen aie or lepiesent of couise the best 
customers, they aie taken on the Board because they are or because one 
expects them to become good customeis of the Bank If one would exclude 
these gentlemen fiom the Board, one w^ould reduce the business of the 
Bank I admit that in this countiy^, especially^ wuth smaller joint stock 
banks, the matter is somewffiat different But regulations apply to large 
and small banks, they aie intended to prevent dangers, but might impede 
legitimate business 


Lola HaHtishen Lai What is the name of the bank^ 

Dr Jeidcls The Deutsche Bank and Discontogesellschaft 

Mr Jamal Mahomed There is nothing to prevent the Directors borrow- 
ing in these banks All That I mean 'is the "lending authority should nofe 
also be the borrowing authority i 

.i-f-ui?/ reflation would -have a remarkable effect. Aimer- 
Pn the Board of the Bank of India is not allowed to borrow from 
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Mr hamond May I make a suggestion’ It is entirely a matter for 
the bhareholdeis to discuss witli the Government of India 

Ghatnnan I entirely agree 

Mr Shanm'iMiam Chetty At the time we heard a good deal about 
compensation being paid to the Impeiial Bank with the establishment of 
the Eeserve Bank 

I 

Chairman Then the conditions were different, then the Government's 
agreement with the Imperial Bank existed — and it would have existed for 
another 4 or 5 years — and, therefore, the question of compensation had to 
be discussed The same position does not exist now and I think, as Mr 
Bamond rightly obseived and Mi Eamadas Pantulu added to that, the 
question s one between the Government of India and the shareholders and 
also the Government’s legal advisers This Committee or the foreign 
expel ts cannot express any ex parte opinion on the question 

Mr Manv Suhedat May I just get one point cleaied up, namely, the 
facilities to tiade Could not these same facilities be secured through the 
Impeiial Bank to the same people by additional re-diseountmg from the 
Eeseive Bank? The tiade vould not be worse off You said the Imperial 
Bank is giving certain loan facilities to certain people at present fiom 
certain funds available to them If those funds are taken away, what 
v/ould happen in legaid to tho'^e loans’ They would be called back I 
put it to you whethei the additional lediscountmg facilities which the 
Iteseive Bank would create would not pub the Impeiial Bank in funds to 
4ifford the same facilities as before 

I 

Mr. Currie I do not think that it would The facilities which the 
Pieserve Bank will give for rediscounting aie facilities for an emergency, 
they are not facilities to be given foi every day, the Eeseive Bank would 
be lesoited cu only w'hen theie is a ciisis 

Mr Manti Subedar I wall take up the rest of this question with Dr 
Tripp when we come to the Eeserve Bank 

Chairman We have finished this part I have nothing here on which 
I want to xeceive fuithei information Theie is one matter refeired to 
•there in legaid to the auditing of balance sheets, etc , on which we shall 
expect a special memo fioni the expeits 

Mr Manu Subedar You refer to the United States practice It is 
really a question of whether it is desirable to have local joint stock banks 
cr to have oranch banking In its application to India which would you 
prefei ? 

Dr Jeidels Certainly branch banking 

Mr Manu Subedar Don’t vou think that contradicts youi suggestion — 
I am soiiy to bring in the indigenous banker again — that the indigenous 
banker turns himself into a joint stock bank and that would create local 
joint stock banks 

Dr. Jeidels No, I am for both 

Mr Manu Subedar You w^ould like, as circumstances permit, both 
kinds of development to go together until they met somewhere 

Dr Jeidels I think one ought to have a diversified plan; one ought 
to try all ways and no preference should be given to any one system. 
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Dr. Jcidds This is a matter to be discussed on another occasion 

Sir PuiMamdas Thakurdas We aie now dealing with the third 
question of Di Jeidels As I v^ent through the memo I 'am afraid I 
have not been able so long to toll what is his conclusion upon it We ought 
to discuss something concrete Di Jeidels asks a very relevant question, 
a very interesting question and then when he deals with it m 
the relevant paragraph 6 & 7 he makes some very useful suggestions, but 
what is the conclusion of Di Jeidels and what is it that are we discussing 
now*’ 

D? Jeidels I have been somewhat systematic You know that it is 
A bad habit of my countrymen to be pedantic I have tried to build the 
whole subject up on a systematic basis The establishment of confidence 
m banking is an important matter with which you would deal again m dis- 
cussing regulation of banking From my point of view the principal object 
Jb to raise the standard of banking 

Chairman To your question No 1 you have, given a reply according to 
your opinion, to voui question No 2 you gave a reply What is your 
reply to quest.on No 3? 

Dr Jeidels I have not given an answer or conclusion An effort has 
to be made to keep a high standaid of banking What is to be done? Is 
.t regulation or is it not regulation? I intended lo expiess a sceptical 
opinion about the possibility of regulation, nothing more 

Dr. Hydei Say something positive about the standard 

Dr Jeidels In order to do this, one has to live and woik in a country, 
then one -unll learn what the standard is Somebody viho does not Icnow 
conditions intimately ought with regard to the standard rather err by 
optimism than by pessimism 

Mr Many Siibedar Do you find the standard in India is as it should 
be or IS it a little low^ 

Dr. Jeidels It is difficult to say I have asked Indian and non-Indian 
customers of banks, I have taken slight oppoitunities to talk to bank 
cleiks, to study just this point, and can say that, generally speakmg, I 
have never had a really unfavourable impression 

Dr Jeidels You have seen that I have protested against the abuse of 
small paid up capital and large authorised capital This is really a nui- 
sance, and if a bank invites deposits for 10 and 15 years and has only 
Es 80,000 paid up capital as against an authorised capital of Es 5 lakhs, 
it can only mean that they want the public to gain the fmpression from the 
advertisement that the capital is 5 lakhs Tins ought not to be tolerated 

Sir Purshoiamdas Tliakwdas You might just throw out a few hints 
as to what should be done 

Dr Jeidels At the same tune I wish to take a sympathetic view; also 
small joint oanks should have a chance and ought not to be discouraged 

Mr Buckley On this question of small banks my experience is this 
If you take up the “Gapitar* most weeks you will see the flotation of 
■numerous banks, and I have got particulars of a bank which started in 
Clive Street, and after paying the piehmmary expenses had a cash balance 



the Bank of India, but he could borrow from the Cehtiral Bahk of Indian 
with which he has no intimate connection 

,Mr Jamal Mahomed He can ’draw on any other bank except the- 
bank of which he is a Director Would you put a restriction like that? 

Dr Jcidcls I do not want anjr legal restriction ITiis should really 
be a mattei foi the Board The Board ought to issue instructions for the- 
management m various ways — ^how much the manager himself is entitled 
to boriow and so on — but legal restrictions would, I fear have unforeseen 
disagreeable effects May I say that these lemarks in the memo aie only 
offered as observations fiom a practical point of view, because on these 
matteis 30U have heard from your witnesses, ovhom I do not wish to 
criticise, many doctrinaire suggestions, which are Mell meant but not 
based on business piactice, it is to the practical business side that I 
wished to draw your attention 

Chairman These matters will have to be further discussed in connec- 
tion with Ml Cassells’ paper regaidmg the regulation of banking That 
being so, I do not want to pursue the mattei further with you I might 
suggested to 3011 Mr Jamal Mahomed that you might simply express your- 
view and then it can more pioperly be discussed in another connection 
Then no fuither questions will become neeessarv We may have heard 
other views, but Dr Jeidels gives us his view as a practical banker, and 
h,ti view IS that there should be no restrictions 

Mr Jamal Mahomed I ]ust want to get his advice. Your banking" 
system is fanly well developed 

Dr Jeidels It is a well developed system 

Mr Jamal Mahomed But oui cry in India is that theie is plenty of 
capital in the country," but it is very shy to come out In order to inspire 
confidence m the investing public, nould not something like a lestiiction. 
cn boirowmgs by the Diiectors be of some use in inspiring confidence in 
the public so that the capital may come out? 

Dr Jeidels I quite appreciate the point In a country with so many 
small banks there is danger in banking business But I feel obliged tO’ 
show you !hat if vou make such regulation for small banks, you create 
unintentionally a difficulty for the large ]oint stock banks Many good 
arguments I admit, have been brought forward with regard to these bank- 
ing regulations 

Mr. Jamal Mahomed In America I understand there is a good deal 
of restriction on the operations of foreign banks Bor mstance, I am told 
that they cannot have current accounts and that sort of thing in the 
ffnited States of America Is that a fact? 

Dr Jeidels I did not speak of foreign banks 

Mr Bucldey May I put you rights I think that restriction in America 
IS only in the State of New York It is not a fedet<al restriction 

Mr Jam^l Mahomed I'thibk m many ’countries there is ' a 'restriction 
on the receivmg of deposits Have you any such’ restriction in Getmaliy? 

Dr Jeidels No, nothing 

Mr 'Jamal Mahdnied Would you tfiffik it advisable to h'aye sofne- 
irestrletioli 'on'the'reeteiving ofl^epdsits by ’ffiieigh 'batiks m Ih'dia? 
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Slsi January 1931. 

MEMOBANDUM OEP' INDUSTEIAL BANKING 


by Dr. 0 Jeidels 

It IS necessaiy to start from precise definitions and it may tlieiefore be 
allowed to replace the term ‘Industrial Bank’ by ‘Industrial Corporation’. 
Novtliere does an institution wlncb in the proceedmgs of the Banking 
Enquiry is stjled ‘Industiial Bank’ take deposits or perform other bann- 
ing functions such as opening cuirent accounts and geneial banking busi- 
ness If they give loans to industry they are long-term and take the 
place of Stock-and-Debentuie capital Industrial hanhing on the other 
hand means doing banking busmess with industnal firms This is done by 
all commercial banks in all parts of the world It is not correct to say 
that India has no mdustnal banking There is probably no industrial 
enterprise which does not directly or through its Managing Agents do 
business mth some bank of the country keeping balances with the banks or 
taking loans and using the sei vices of the banks all lound What the- 
banks in this and seveial othei coimtnes do not cultivate is the long-term 
financing of industries, I propose to call it ‘Industnal Einance' disting- 
uished from ‘Industnal Banking’ 

It seems necessary to state clearly, that “startmg' of industiies” is 
nowhere considered to be a bank’s affair It has to be made clear that it 
IS not sufficient in itself that an industnal firm should put up its block 
fiom its own capital and that having done so the firm can appeal to banks 
toi loans and assistance Not only block but also normal woildng capital 
has to be furnished out of the film’s own initial capital, and befoie the 
firm is fit for Industnal Banking or Industrial Finance, it must have been 
in operation for a sufficient period to piove that it is stiong enough It 
cannot be sufficiently emphasized that these two conditions are essential, 
and to attempt a diffeient way of financing is not only unwan anted for 
the bank but also unsound and dangerous foi the mdustnal enterpnse 

In the Indian Bankmg Enquiry the German banking system iS 
icps^atedly quoted as diffeient fiom these pnnciples This assumption is 
misleading and ought to be eliminated, because it leads to the recom 
mendation of a pattern which does not exist Only a few months ago 
a book was published by P Banett Whale, lectuiei m commerce m the 
TTuiversity of London — ‘Joint Stock Banking in Germany — A study of the 
Geiman Ciedit Banlis befoie and after the War ’ (MacMillan & Co , Ltd ,- 
London 1930) It is, in fact, the only comprehensive and neutral study on 
the subject giving the facts with careful comment and cautious conclusion': 


In what respect does the German banking system differ from ihe 
English? Owing to the fact that English Banks cannot be members of the 
Stock Exchange and to the piesence m London of several large interna- 
tional Issumg Houses, the English banks tend to delegate some of the 
fractions of Industrial Finance to issuing houses and stock brokers — the 
Geiman banks perform these duties themselves They do a large com- 
mission busmess for their chents m the stock-maiket and they cultivate 
financial transactions which anse from time to time in the life of industrial 
and similar jirat stock compames If such companies wish to procure new 
capital, whether it be from its existmg shareholders or by a sale of new 
debentures to outside parties in the general capital market, tfien 
under the German system the company does not' go, as under the English 
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of Pts 533 I am 3 ust mentiomng this foi Mi Gassels’s infoimation whea 
he wiites his aiticle on Eegulation of Banking We all agiee that we 
must build up banking, but at the same time we do feel that something, 
if possible, should be done to stop this giowth of mushroom banks, which 
aesults m depositors losmg their money and progress of banking being 
checked I know there is a school which is Teiy much averse to prohibit- 
ing am bodv starting banking busmess, but I am sorry to say we do feel, — 
I have material to place before the Committee later on when we 
oome to the discussion stage, — ^that there are a number of banks started 
in this country, which ought not to have been allowed to be started, be- 
<3ause, as you say, they start with a large authorised capital, but practically 
nothmg paid up, and we, exchange banks, for example, vho have some- 
times to send cheques to them for collection where there is nobody else, 
have to engage in volumes of correspondence, and sometimes our cheques 
aie not even jiaid Dr Jeidels has said that something perhaps might be 
done in connection with a minimum amount of paid up capital That is 
very difficult to prescribe We all understand that At the same time 
if it IS possible to abolish abuse we feel that it will be in the interests of 
hanking generally to do so 

Dr Jeidels I attach great value to the proposed Joint Stock Bankers’ 
Association The members of the Association will say — “We will nob 
admit anynodj who shows m public advertisements misleadmg figures’’ 

Mr Bamdas Pantulu I will brmg to the notice of the Committee a 
case which came before the court in Madras A protest meeting was held 
in Madias to safeguard people from the activities of such banks Dewan 
Bahadur Eamachandra Eao presided over the meeting, \vhich was just 
before he left for the Eound Table Conference He delivered a speech on 
iiaudulent banks and said that people should nc^ invest in such banks 
Immediately a suit was filed agamst him for damages for Es 10,000 by a 
bank which had existed for only one year Within a w^eek after it went 
into liquidation, and the suit lapsed 

Di Jeidels The suit seems to have been filed to get funds for paymg 
up the capital 

Mr Biishfoith Whth lefeience to your general remarks with regard 
to legislation I have just one word Have you seen copies of the liquida- 
tois’ reports of various banks in India that have failed? They w'ere sub- 
mitted to us by the Bombay Shaieholdeis’ Association If you go through 
"the detailed lepoi^js you might see certain circumstances m Indian failures 
which might call for special legislation 
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iiot compatible with sound bankmR The sympathetic attitude of bauJjs 
towards industiy is the real element of this banking pohcy It deserves the 
:appreciation which it has found m the Banking Enquiry 

It must be admitted that, in India, no bankmg agency cultivates 
industrial relations on the line of the so-called German System nor does an 
institution, like the English Issuing House, which could fill this vacancy, 
•exist in the country Theie is the stock broker with his customeis m and 
outside of the Stock Exchange There is sometimes the indigenous banker 
with hiB chents Tliere are occasional promoters, but to a large extent the 
vacancy is fiUed by the Managmg Agents 

The Managing Agent is a very mterestmg institution, not famihar to 
European or American bankers and it deserves a thorough study of the 
advantages and disadvantages pertaimng to it Under the system large 
and piospeious mdustries have been started in this country A table avail- 
able gives a short and not qmte complete list of a few hundred stock com- 
panies, the shares of which aie quoted on the Calcutta Stock Exchange 
It illuminates, the activity of some of the most important firms of Manag- 
ing Agents operating in "the Calcutta field It should not be with the 
intention of eliminating or even largely leplacmg the Managmg Agents 
that the big banks should in future take a gieatei interest in industry on 
ine Imes described above The Managmg Agent system is open to criti- 
cism There ought to be still another financial agency to meet tiie re- 
quirements of industrial firms, which would make industry less dependent 
on that institution A company with a proper board enjoymg friendly 
sympathy and banking advice, ought to be m a position to manage its own 
affairs A period of prosperity for some Indian industries in the boom 
period aftei the War has been followed by international depression m the 
Cotton Tiade and more recently by the international economic crisis It 
is not unlikely that as m all other industnal countnes, changes wiD take 
place-mergers, reconstructions of unsuccessful firms, and so on Sooner 
or later such transactions will require outside financing and this will be 
the opportunity of startmg closer relations between bank and industry. 
Which kind of banking agency will be most capable to lead this develop- 
ment^ 


The Exchange Banks are generally mdifferent or adverse to financial 
transactions with industry beyond the frame of commercial bankmg They, 
argue that they specialise in comphcated finance of foreign trade to which 
a certain amount of commercial banking is attached They believe that it 
is not then business to be represented on the board of mdustnal companies 
or to lend their name, organisation and eventually part of then resources 
to financial transactions based on the sale of securities to the public There 
is much m the argument 


Among the Joint Stock Banks there are very few large enough to be 
capable of this class of business As evident, it requires much experience 
and an established policy of sound banlong It requires considerable 
capital and a firm resistance to the speculative temptation which easily 
arises in a line of business, where secruities are created and ^old The 
bulk of Joint Stock Banks are unfit for this activity Even the larger ones 
ought only to cultivate it slowly, with great caution, and preferably -mder 
competent guidance as participants in strong syndicates 

, ^ lemains the Imperial Bank This strong and well-managed 

nstituiion might by and by develop the business of industrial finance cn 
conservative lines It is^ out of place to give this suggestion the character 
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S3'btem to an issuing house or to a stoch bioker instead of airanging the 
transaction with the bank with which the company is in permanent 
banking relations The' German banking system is comprehensive, while 
the English system is specialised The Banks in U S A have cultivated 
for se'^eral years the business of Industrial Emance in special Secuiity 
Companies, which belong entirely to the banks, of which they aievpiacti- 
eally only a department Under the German banking system such finan- 
cial transactions which occur from time to time are howevei limited by 
the same conditions which govern the English issmng houses f'r stock- 
brokers They require a responsive capital-market and if the public are 
unwilling to put up the new capital reqmied by the industnal companv 
' and which is ofieied to the market in a suitable shape, then the banks- 
under the Gemian system will not take the place of the public They will 
not themselves furmsh to the industrial company what the investing" 
public IS not prepared to take The financial transactions mentioned re- 
quire a certain amount of capital investment which howevei must remain 
below and be iif eonsei*vative relation to the share capital and reserves of 
the banks The amounts invested in such industrial finance .\"hile re- 
maining moie 01 less stable in the aggregate change in their composition 
as quickly as market conditions will allow. If the public is not responsive 
tc the offer of the secunties resulting from such industnal financing, then 
the amount normally invested by the banks, in this branch of IheiL 
activity, cannot be raised, but the participation of the banks ^n financial) 
transactions of that kind must cease until the public is again prepared to 
buy secunties 

The ordinary banking business is also, under the German s-ystem, 
decidedly the most important department, because in that banking depart- ’ 
ment the deposits from the public are employed while in the depart- 
ment for industnal and similar finance only a limited share oT the capital 
of the bank can operate What is described above as the business of the 
Indian Joint Stock Banks and pai-tly the Exchange Banks with industriil 
firms is done similarly by banks under the German system 

While it has been necessary to destroy some illusions about the 
Gennan banking system with regard to its activity in industrial' 
matters, the German system offers indeed a great many advantages for 
the industnal development of a country^ and benefits the banks as well 
Tins however is only on the condition that the business of finance is handled 
with the utmost caution and care Banks engaging m industrial finance 
should not and indeed do not start new industries nor should they manage 
industrial enterpnses by themselves Gemian banks do not employ a staff 
of industrial experts nor do they delegate members of their own staff to 
undertake the management of industnal companies What they do is to 
cultivate, through ordinary industrial channels not only regular commercial 
banlnng business, but also financial tiansactions, if an opportunity occurs 
They incidentally get to know then industrial customers better They 
de-o^elop a sympathetic attitude for the needs of industry They vntch 
closely for every possibility of doing business which will be profitable to both 
parties The banks may then delegate a member of their management to 
act on the Board of Directors m order to maintain a close connection with 
the company The Enghsh, banks also do this The system of close mter- 
( ourse between bank and industry creates an atmosphere of mutual confi- 
dence The result is beneficial to both parties The banks must not how- 
ever allow themselves to be drawn into liabilities and mvestments which are 
' n 2 
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qDaitly available foi capital investment The deposits with co-operative 
institutions aie left out of account as not being available 'foi the investment- 
niaiket If on the strength of these figures the capital-maiket in India itself 
IS estimated at somewhere near 700 crores, one is not justified in spealang 
about the Indian mvestment-maiket in a derogatory waj The estimate 
^-xcludes not only the buUc of foieign capital workmg in the countr;, 
but also the hoaided piopertj in monetaiy form and the amounts used in 
moiic} lending 

The figures also shov to what extent the Government absoibs the 
available investment capital It does not appeal to be excessive consider- 
ing all ciicumstances 

Altogethei the capital-maiket in India seems to be laige enough to 
meet legitimate demands and to give lOom to a ceitain activit} cf oanks 
in the fields of industnal financing Foi quickei economic develoumcnt it 
should be able to diaw upon two lesouices, the hoaided monetai'\ piopeity 
md foieign capital maikets The pioblem of hoaidmg does not appeal to 
have been investigated veiy successfully in the Banltmg Enqun\ and it 
ought to be gone into fuithei in the couise of veibal discussion As 
dioaidmgs the peisonal ornaments should be moie oi less neglected, this 
Jfind of hoarding is so deeply looted m the customs of the gieat mass of 
the people in this countn , and the piimitive chaiaciei of most of its 
savings, that ouh slowl} , can these amounts be turned into aviilable 
monetarj capital Only the hoaidmg of money, of gold and silvei bulhon, 
■of bank notes and ornaments of high value, which seems to be cheiished 
fiom the lowei middle classes up to wealthy piinceg and zemmdais, can 
be counted upon as eventually being made available for the capital- 
market Foieign capital foi India has not been encouiaged lately by the 
geneial state of affaiis, the countiy has to be avaie that a moie lapicf 
economic development, paiticulaiiy one with so laigely agricultural 
-chaiactei, is scaicely possible without the atti action of foieign capital 
If foieign capital is to be dispensed with a slowei '-peed of °conomic 
piogress has to be accepted in consequence 

The demand which economic lequnements of the counti;^ aie hkelv 
do piesent to the investment market may be loughly classified as follows — 

1 Government including lequiiements of the lailways and the pio- 
vinces. Municipal and Port Trust loans and those capital expenditures of 
"the Central Government which he m the diiection of developing lesouices 
of the country, agncultuial and industrial Practically all new loans 
issued by the Government m India aie normally foi productive capital 
expenditure, which if not by the Government would have to be supplied 
ii'^ the capital-market to private enterprises 

2 Panics and industry in form of shares of debentures A bettei culti- 
vation of a market for debentures is strongly to be lecommended Deben- 
tures should sooner or latter replace the public’s fixed deposits in Industry 
which are, undesirable Debentures are in all Western countries a 
most legitimate and useful mstrument for industnal financmg and th© 
critical attitude of the public and the banks in India calls for early revision 

3 Sooner or later the maijcet should be opened to mortgage bank 
-debentures The difficulties of organising safe a,nd efficient mortgage banks 

I will have' to be dealt with under Euial Credit They seem so great that 
it IS not very likely that large .issues, of such bonds will be soon offered to 
the public but it is essential for the futilre' jyi-elfare of thq country that tiie 
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of detailed advice as it is a mattei for the shareholders, the management 
and the board of directors to decide upon their own business But tne 
opinion IS expressed here, that when the Eeserve Bank comes mto being" 
the Imperial Bank would be capable of developing this business and that 
benefit would lesult not only to industry and the general economic deve- 
lopment of the countiy but it might also be equally profitable for the 
bank itself It is doubtful whether the Imperial Bank is under the present 
restrictions and privileges in a position to enter this field successfully As 
it requires a systematic preparation, it does not seem too early for the 
Bank to study the ground and lay the foundation It may for instance be 
useful, to establish an industrial research department inside the Imperial 
Bank It would have to be on a somewhat larger scope than the usual 
Statistical or Intelligence Department and could use the insight which the 
branches of the bank already possess or can easily collect 


Investment Mahket 

As the extent, to which banks can cultivate financial transactions with 
industrial or similar Joint Stock Companies, depends on the capacity rf the 
capital-market, some observations on the volume of it m India may follow 

The Banking Enquuy has heard much complamt about the msufiiciency 
of the capital-market in India It is useful, to try this statement by 
auditing statistical figures After all, the boom period followmg the War 
allowed the flbotation of many stock companies and a speculation vhioh 
would do honour to any speculative performance of a Western or American 
Stock Exchange The extent of a possible investment-market may be 
illustrated by the followmg figures 

1 

Official statistics on the Joint compames (Government pubheation 
No 2212, 1930) give the number of Joint Stock Companies with rupee 
capital for 1928 as 5831 with a paid-up capital of 276 ciores The figure, 
although companies with a capital in pounds sterling are excluded as not 
representing Indian capital proper, requires some modrfication in order to 
aiTive at those shares likely to be in the hands of the public A compila- 
tion has therefore been made from the Calcutta Stock Exchange quotat'on 
irst which includes most of the shares quoted in Bombay The part value 
of those shares is about 85 croies m common and about 20 ciores in I’re- 
ference Shares Considering that a fair amount of these shares is in the 
hands of Managing Agents and that on the other hand the majority of the 
shares are quoted at a premium one may estimate the value of shares in 
the hands of the public at about 125 crores This does not mclude shares 
■to the value of 75 crore" which is held in special hands and which are also 
eventually available for investment Debentures and fixed deposits with 
stock compames may on the strength of a share capital of the Cotton MiUs 
in the country of 40 crores and 10 crores of debentures listed in Calcutta, 
be estimated at about 30 crores The Government loans in India, exclusive 
of treasury bills which are more an element of the money than the invest- 
ment-market, should figure in this statement with about 350 crores out of 
about 400 crores outstanding',' the difierence being Government securities 
held by bankk and msUiance companies Municipal and Pot^ Trust loans in 
rupees are about 70 cioies To‘ these investment securities should be added 
the deposits of the pubhc with banks and the post' office (mcluding certi- 
ficates) m an aggregate amount ' of about 300 croies which are at least 
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moie leccnily engaged m business and ventures beyond the operation of 
lailwa^s, though raiely outside of public utilities (gas, water, electiicity,. 
street trafSc) 

Those companies aie entirely on private lines which under various 
titles act as Holding Companies for shares and bonds of mostly industrial 
character One has to distinguish between Investment Trusts and special- 
ised Holding Companies for which the title 'Managing Trust' may be 
offered The Managing Trust is a holding company for one specific industr;^ 
ruth subsidiaries, with the object of ensuring competent supervision and^ 
assistance in the management, and to supply the capital in all varieties of 
financial transactions suitable to the public These Managing Trusts are 
preferentially devoted to public utility companies and exist in all western 
countiies, as for example the Electnc Bond and Share Companr in U S A. 
and tlie Sofina (an abbreviation for translated Industrial Finance Company 
for Electrical Enteipiise) in Brussels These trusts are though finance 
companies, not banlrs nor adrnimstered or largely influenced by banks, the^ 
are clients of the banks doing mdustiial finance, like other industrial com- 
panies While the Managing Tiust concentrates on one industrr, the 
Imestment Trusts prmciple is to diveisifv investment The resemblance 
to the Managing Agents of this country is striking, but not complete The 
Investment Trust m its classical sciutinr relics on the possibility of cheap 
finance in the capital-niaiket , the trust borrovung at a cheaper rate from the 
public in form of its own debentuies and picfcience shaies than the Meld of 
the investment secuiities acquired and held by the trust It is evident that 
the rate of inteiest m India is not and for sometime it is not likely to be 
low enough to wmrant the formation of investment tiusts This state- 
ment may suffice to answer the suggestions submitted in lhi& respect to 
the Banking Committee There are now many investment trusts in exist- 
ence, which are of a more speculative nature Thev have, with not very 
pleasant results, tried to combine the interests of speculative share-holders 
in a joint venture, the Investment Trust buying such shares w'hich are 
believed to have intrinsic chances in various fields An abundant specula- 
tive capital-market is the origin, though s«caicely a full justification of such 
tiusts The Investment Trusts are only so far connected with banks or 
bankers as they form an outlet for securities created in financial transac- 
tions for industr} or m other fields In Germany there exist several large 
Managing Tiusts but no important Investment Trust 

It w^as necessaiw to demarcate the field for an Industrial Corporation in 
India Independent of foreign models it seems necessaiw to eliminate two 
lando of activities 

1 An Industrial Corporation w'hich w'ould, as the financial success is 
not assured and the company w'ould almost certainly not for some time 
appeal to the private investor, have to be financed principally by the 
Government, must not enter competitive fields of industry It would oe 
unfair and unjust if money of the Government w’’Ould be used directly or 
mdiieetly to compete with private industry For mstance, no jute or 
cotton null, no sugar factoi'y or soap mill, etc , fields in which private enter- 
prise IS ali,eady active, must receive the Industnal Coiporation’s financial 
assistance It would not even be beneficial from the point of view of the 
community at large because the artificial increased competition though giv- 
ing employment in the new concern would create unemployment at other 
places ' • ' . ‘ 


■^capital maikets, domestic and eventually foieign, become accustomed to 
this class of Indian investment 

The banks, if they can see their way to acquaint themselves moie with 
financial transactions for mdustrial and similar companies, will have tc 
study and cultivate the investment maiket more oi less on the lines whicli 
have been described as the ^German Banking System Educational in- 
fluence on the public with legard to mvestments requires much time and 
patient effort and has its limits The banks — ^this cannot be sufficiently 
emphasized — can neithei dnect noi force and they certainly cannot by 
their own lesources leplace the capital market If the country can or will 
"not make hoardings oi foreign maikets available for those mvestments 
which supply the capital needs of industiy and agriculture, neither the 
banking system nor the individual banlfs can be blamed for slow ] logiess 

Industhial Coeporation 

(Industtial Bank) 

What IS in the mind of so many contributois to the Banking Bnqmry, 
that an Industrial Bank or even Industrial Banks should start and 
nourish new mdustiies big and small, urban and cottage, does not exist 
' anywhere What does exist which is at least similar to the ideal put before 
'the Banking Enquiry'’ 

Only in one country is there an industrial bank which to some extent 
seems to fit the model, the Industnal Bank of Japan Ltd A shorn paper 
IS submitted on some principal features of that mstitution as gathered 
,<fiom an important Japanese gentleman in India who however had no 
possibility to inform himself profoundly on the subject The Dapanese 
-experiment difieis from the model because it does not try to finance small 
industries Accoidmg to the mfomrant’s knowledge small industry is 
financed by co-operative organisations which sometimes receive long term 
loans from the Post Ofiice Savings deposits which means from the Gov- 
ernment Japanese inetliod and experience ought to be studied more 
.closely but India ought to be very reluctant to adopt the 
Japanese system of all-round State aid in economic hfe which has 
still to prove its success What has happened in Japan during the last 
few 5 ears ^ A temporal ■y stoppage of payment by practically all banks, 
and the forcible interruption to which the whole economic life of the 
country has been subjected, at various junctures, is a grave danger-signal 

There has ahvays been a strong State and municipal activity in industry 
in Geimiany While principally concentrated on Eailways and pubLc utili- 
ties, it has, especially since the War, extended to some industries^ These 
are either of a monopohstic character or are a residue of state-aid Lo enter- 
'piises which, due to the after effects of the War, were threatened by ruin 
and were considered as essential to general welfare, of the country Most 
•of this state activity is done in the form of Joint Stock Compames, whose 
•capital belongs to the Government and which are managed on a purely 
business basis, with a board consisting of Government representatives 
•and competent private busmess men, and with a management on the same 
lines as m other joint stock companies , 

Although other Western couptnes/are less mchned ;to State activity as 
• commercial or industrial entrepreneur, still the State in some countries has 
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from the expeiienee of the lespoctive Geimau co-opeiative movement 
‘Schultze-Dehtzsch’ While the coiTespondmg co-operative societies m 
India aie 3,757 with 6,75,000 membeis, with 8^ cioies of capital and oj 
ciores of deposits, the Geiman oiganisation corapiises in 1375 societies 
somewhat ovei one million membeis, has capital and leseives of about 
20 croies and deposits of about one bundled cioies, which figuies contain 
how^ever not only small industry but also small traders and letailers A.s 
mentioned in the memoiandum on Commeicial Banking, one of the large 
German jomi stock banks is serving as then financial apex which should 
make the study the moie inteiestmg 


■Some Figures on the Present Stvte or Industrtae De\eloi'Ment in 

India 


The Provincial Pepoits of the Banking Enqim\ ha\c accoiJmg to the 
terms of leteience of the Provincial Committees not discussed laige industry 
at all, and in the evidence and examination of the Cenlial Committee the 
large industry seems also to hare been inthci neglected The following 
figures wish only to eoiei the laigei indnstncs conducted as joint stock 
compames 

The annexed tliiee tables aie theicfoie ofieicd showing the fan extent 
of Indian ludusti-^ and seem to prove particulailv thai in those fields where 
the natuial resources of the countu call foi an industiial activiU, like 
cotton, jute and tea gaidens, industii has dc\ eloped on a largo scale and 
can with legaid to size and quaht\ match couc^pondinc mdusliies m west- 
•em countries 

Table No 1 shows a condensed cxhact fiom the statistics on joint stock 
companies m India The statement showing 5831 joint stock companies 
•with 276 cioies of paid-up capital excludes all comjiames with a capital in 
othei cuiioncies but rupees Tire actual industual activity in India is 
"theiefore consideiabh larger, and from the point of mow of employment of 
the material and living substance of the counti\, enter piise belonging wholly 
or partly to foieigneis is certainly to be counted in a summaiv of Indian 
Industry, but it is not done so m this statement 

Table No 2 gives a compilation of industrial shaio'^ and bonds quoted 
on the Calcutta Stock Exchange This statement 'shows essentially large 
industry, because the shares of othei companies' would not be listed It 
shows exclusively industual enteipiise, leaving aside bank and insurance 
shares. Port Trust seciuities and all bonds w'hich aie not of e pmely indus- 
tnal character Here again shares and bonds in other denomination than 
rupee are excluded, to aiiuo as a result of the compilation at about 95 crores 
par value of common shares, 20 cioies preferred shares and 11 cioieg of 
debentures 

Tdble No 3 gives a still narrower extract of large industry by showing 
BBS industrial companies ' the capital of w^hich is listed m > Calcutta and 
whose managements lies in the hands of larger firms of Managing' Agents. > 
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2. Small industry must be avoided by the Corgoiation, because no com- 
petent management is imagmable for an unsystematic collection of indus- 
tries The failure of the whole instiniment would be unavoidable 

Even when tahmg these piecautiona, a field lemains for an industiial 
corporation, the capital of which is mitially or permanently supphed by the 
Government It is the field of pioneei enterprise of non- competitive 
chaiactei, the oj)enmg up of mineial resouices and large public utilities, 
pimcipallj electrical pon ei schemes In either kind of enterprise the capital 
required is so large and the mteimediate stage, before profits can be made 
so extended that special assistance may be required or useful There the 
personal initiative and commercial business spurt, the immediate respons- 
ibility of the individual business man is less important than scientific 
management The country at large and lesy so special interests, is benefit- 
ed The temptation to try something here and something there must not 
be gratified 

The financing of an Industrial Corporation of this kind would indeed 
have to be done as suggested m the Banking Enquiry through a share 
capital and debenture issues The proportion 2 1 for bond issue capital 

ought not to be exceeded Financial Government assistance ought to take 
the shape of the Goveimnent acquiring the share capital, but the Govern- 
ment ought not to guarantee debentures If Government supplies credit 
it should be itself in a position to Borrow at the cheapest rate and lend it 
cheaph If this rule in State finance is not always adhered to, one ceitam- 
ly ought not to recommend it as a new venture A company with the 
share capital in the hands of Government should give sufficient security to 
a debenture is&ue of twice the capital, at least if the undertakings of the 
company are sound In this way the company acts to a large extent rmden 
its onui responsibility, which will help efficient management The Gov- 
ernment may rrelcome the opportunity of having Government undertaking 
entrusted to the fomr and management of a joint stock company which will 
do a part of the financing without Government liability 

An Industrial Corporation must have competent and independent 
management The board would have to consist of first class businessmen 
and some Government officials, no private business mterest, no local, no 
political influence must m^-erfere Only an All India Corporation must be 
considered Otherwise local and private interests will endeavour to get 
hold of the scheme, and if they succeed other local and prrvate mterests will 
atonce push forward The Industrial Corporation vill run the danger of 
becoming a pandemonium of partisan struggle and mcompetence 

/ 

Practical experience proves that a company with a certain purpose ought 
not to be formed without an immediate constructive object As the saymg 
goes, ‘one ought not to buy the frame before the picture’ When some 
industrial plan fittmg in the frame as designed here, ofiers itself, then the 
time has dome to start an Industrial Corporation 

The cottage industries strongly deserve cultivation, but vhat can he 
done by banks is in all countries comparatively little and for mdustrial 
banking and -finance the small industries can never be a field of activity 
Banking business cannot go beyond a certain minimum size - The ‘urban’ 
co-operative organisation will have to be developed -and may derive benefit 
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No. 2. 

Indian Industry 

^jom the list of quoted shares and bonds on the Calcutta Stoclc Exchange-^ 


Crores of 
Rupops 

1. ComiDon shares quoted in Calcutta (par value ) 


Bombay share 

Cotton mills 
Miscellaneous . 

C 6 

17 7 



Calcutta shales 

. J ute • • 

11*1 


1,876,000 


Tea gardens , 

5 4 




Coal , . . 

4 1 


120,000 


Other industries 

. 34-1 


1,600,000 


Transport . 

. 10 0 


1,200,000 


Wool, cotton mills 

. 48 





93 8 

+ 

4, GOO, 000 

141 different Prf 

shores with par value . 

. 20 5 

+ 

2,126,000 
(8 companios) 

78 debenture issues for an amount of 

10 G 

+ 

700,000 
(4 issues). 


I 

Of the compames fiom the Calcutta district (not Bombay), the share of 
which are quoted in Calcutta, 385 aie managed by 36 finns of managmg 
agents The largest firm, Andrew Yule and Co , managmg not less than 64 
(10 jute mills, 18 tea gardens, 14 coal companies, etc ,) Martin and Co., 22, 
McLeod and Go , 17, Gdlanders Arhuthnot and Co , 17, Shatu Wallace and 
Go , 16, etc , (specified list attached) 

Of the 36 firms of managmg agents 7 seem to be limited compames, 
the rest piivate firms, 6 firms may be regarded as speciahsts managmg 
only m one trade A firm like Duncan Bios , manages not less than 24i 
tea companies and one jute mill besides 


The activity of the managmg agents is m fact much larger, the number 
of corapanies and private firm^ outside the C^cutta stock list being cpnsi- 
lierable Andrew~Tule and“Oo , for 'instance aie reported "to manage alto- 
gether about 125 enteiprises, including also zemindari estates 
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No 1 

Joint Stock Companies in India 


From Government Pubhcation No 2212 (1930). 




1 

1927-28 

No of 
Companies 

Paid up 
capital 
(orores). 

Banking and Loan 

1,363 

23 2 

Insurance 

86 

2 2 

Transport 

226 

20*5 

Trade and Industry 

2,048 

161 1 

Cotton mills 

289 

, 40 4 

Jute mills 

61 

16*5 

Iron and steel 

47 

3 0 

Tea and Plantations 

575 

13'0 

“Mining 

330 

40 0 

Sugar 

36 

1 9 

Miscellaneous 

267 

14 7 

Total 

5,831 

276 6 


Distribution over the country 



Banking and 
Insurance 

Industry 

Tea 

Miscella- 

neous 

Total 


No 1 
of 1 
Com- 1 
panics 

Capi- 

tal 

No 

of 

Com- 

panies 

Capi- 

tal 

No 

Capi- 

tal 



No 

Capi- 

tal 

Bengal 

710 j 

crores 

S 3 

1,608 


420 


130 1 

crores 
4 8 

2,868 

crores 
107 7 

“Madras 

336 I 

3 1 

263 

= 0 

27 

1 1 

32 i 

0 4 

658 


Bombay 

74 

8 6 

681 

82 3 

4 


48 

8 9 

807 


U P and Delhi ] 

34 

0 5 

199 

12 2 

2 

'1 ! 

36 

1 0 

271 

13 8 

B. and 0 

16 

0 1 

64 

1 4 

3 

• 

1 


84 

1*6 

Punjab 

29 

0 9 

160 

1 6 

• 

• • 

8 

0 9 

187 

3-3 

Burma 

17 

0 6 

227 

23 9 

18 

0*3 

24 

0 6 

286 

26-4 

Central Provinces 

10 

0 1 

43 

10 

• • 

• • 

2 

• • 

66 

1*1 

. Assam 

34 

0 1 

37 

0 1 

56 

0 6 

7 

• • 

133 

0 8 

Indian States 

183 

30 

203 

6 3 

43 

06 

14 

< • 

443 

99 

Others 

6 

O’l 

29 

04 

3 

• 

1 

« 

39 

0 6 

Total 





675 

13 0 

303 

16 6 

6,831 

276 6 


The l7th January 1931. 
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4 Bank’s Investment — ^Bonds and Stocks Yen 38,770,823. Fixed 
tenn loans Yen 276,133,280 (Fig June 30, 1929; 

5 Their investments are in Loans, Discounted bills, etc , chiefly on 
Factories, Mills, Shipping with secuiities m — 

1 Factones including land and machines as secuiities undei special 

registry law in Japan 

2 Bonds and Stocks of Indushial concerns 

6 Diiectorate and Govemoiship by the appointment of the Government 
with terms of 4 yeais (The reason whj fixed period is 4 years is, that 
appomtment of the Governorship should be outside of the influence of 
any political party) 

7 Special privilege Bond issue uith ceitam proportional ratio restric- 
tions against then capital (and investment’), maximum period of Bonds 
50 years 

8 Bank has technical depaitment in vliich technical experts investi- 

gate as well as inspect the factories and mills, the Bank is investigating 
before as after the mvestment ’ “ 

9 Government Loans from the public in shape of Postal Saving in 
December 1928 was Yen 1,798,300,000 The Government imests part 
of the money it receives as Postal Saving m ‘Industrial Bonds’ of the 
Bank also, when the demand for the bonds nith the general public is m- 
sufi&cient 
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(Appendix to Indian Capital Market companies quoted in Calcutta ) 


List of Calcutta Managing Agents 


Ramc of Managmg Agent 

No of 
cos 

managed 

Jn' 

Tea 

Coal 

Llcctncxly 

and 

engmeenng 

Trans- 

port 

Sugar 

Other 

indus- 

tries 

1 Andrew Yntc A Co 

64 

10 

18 

14 



1 

8 

2 DnneanBros 

25 

1 

24 






3 Martin S, Co . 

22 


• • 

B 

G 

8 


1 

4 Ootavions Steel A Co 

20 


13 

B 

6 




5 Begg Dunlop . , , 

' 17 

4 

13 






C Bird i, Co 

18 

8 


3 

2 




7 McLeod A Co 

17 

6 

6 



0 



8 Gillandcrs Arbnthnot &, Co 

17 

2 

6 

3 


G 


1 

9 WiUfarason Migor & Co 

17 


IG 

1 



. 


10 Shaw Wallace & Co 

IG 


B 

G 




3 

11 Jardino Skinner S, Co 

10 

4 

mm 

4 




2 

12 KilbiirnA, Co 

16 


9 

3 

2 

1 



13 Davenport & Co . 

14 


14 





• 

It H V Low ds Co , 

13 



12 




1 

16 Balmer Lawric i Co , 

12 



2 

6 



5 

10 F W Hcilger, A Co . 

11 

2 


8 




1 

17 McNefll L Co 

10 

1 


8 




1 

18 KlUick Nixon S, Co r 

9 


t 

1 


2 

7 


— 

19 Bcgg Sutlie-hnd S. Co . 

8 


1 

1 


1 


6 

2 

20 ViUiers Ltd 

0 


1 8 

3 





21 KettlewcUBollcn & Co 

C 

2 




1 


3 

22 Geo Hi.ndcrson L Co 

') 

2 




1 



23 Bi-li Br'is , 

4 

1 






3 

24 3 lO Pialay A Go , 

4 

1 







25 Tnomis Dnff A Co . 

3 

3 







2C Other firms (11) , 

20 

0 

0 

B 

G 

3 


1 



62 

147 

79 

29 

1 40 

0 

32 

No of oil rc->pcohve componics 
os quoted 

■ 

3 

ICO 

81 

50 

\ 

\ 44 




Industrial Bank of Japan, Ltd 


1 Establislied 1902 

2 As Joint Stock Bank (General Bublic as Shareholders) 

3 Capital paid-up, Yen 50,000,000 (just about equivalent of £5,000,000).- 
Beserve Yen 19,265,000, 

Bonds issued Yen 265,074,627 (outstanding) against which. 
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foi a sufficient peiiod to pio^e it is stiong enough That I may say 1 
entii6ly agiee lAith We have had vaiious Tiitnesses who came befoie us 
with the example of an industry staited in a small way oi eompames 
staited in a small w'ay to lun a paiticulai mdnstiy, and which, after work- 
ing foi a few yeais with its own capital with possibly some assistance from 
a banlc, decides it must extend and spend fuithei money on block, but has 
not got sufficient lesouices of its own to do it That is the sort of case 
that has been put to us as suitable foi assistance thiough an Industiidl 
Finance Coipoiation What have you to say to that^ 

Dr Jeidels I will answer by giving an instance Take a company 
with a capital of Es 5 lakhs If it is a piopexly established company, 
of this 0 lakhs 3 lakhs aie invested in block, and 2 lakhs is voiking capital 
It is thus financed out of its ovm capital Now it wishes to extend If 
it invests one lakh, then the latio of block and working capital, self- 
•financed woiking capital, would go fiom 3 to 2 to 4 to 1, the industrial 
firm which wants to do it and the bankei who is expected to put up that 
one lakh as a bank loan, if they aie to act soundly, null both have to be 
satisfied as to how that one lakh is to be lepaid If it is to be lecoveied 
in the opinion of both mside of a yeai or two, then it may be ]ust an 
advance If that is not possible, then both paities have to be satisfied 
about the chaiactei of the capital transaction which is to follow in Older 
"to lefund that one lakh of capital to be furnished by the bank, whethei 
by the sale of debentuies of one lakh oi by the sale of debentures of two 
laHis in ordei to put the firm on a leally stiong footmg In any case, 
both parties have to be satisfied how that one lakh is to be lepaid If you 
ask whethei the bank can give that one lakh soundly although there is 
no imminent possibility of repaying nor a plan for future repayment, then 
I would say it is not quite sound Such case lequnes not industrial bank- 
ing, to use my defimtions, but industrial finance 

Chairman Do you want any more information on that point’ 

Sii Hugh Cache No, Sir. 

Chau man Then, as this is a specific point, in oidei to expedite busi- 
ness I will ask other members if they have any questions to ask on this 
X'aiticular point and then we won’t go back to it 

8u Pwshotamdas Thaltwdas I would like to inform our friends m 
regard to this point about the mills m Ahmedabad We have about 60 
cotton mills there most of which weie actually staited between 20' to 30 
veais back on something like this basis Capital cost 8 to 10 lakhs , current 
finance required 3 to 4 lakhs As against these lequiiements of capital 
and current finance, the capital actually raised at the start was 5 lakhs 
and the balance of capital and the whole of the cunent finance required 
was obtained fiom the public in the shape of six-monthly oi yearly deposits 
the public lending the money on the credit and respectability of the owner 
conceinett And those concerns, started with this under -capitalisation as you 
would call it, staited without any current finance have to-dav developed 
into very prosperous industnal concerns voth handsome reserves I would 
wish to say this — ^it is my conviction which has nothing to do vith the 
Committee — that if we had been restricted m India to the reiv collect 
method indicated in voui memorandum Ahmedabad to-day mav not have 
had more than one or two mills instead of over 60 The question is one 
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The 31st January 1931. 


Tlio Cliaiimau ouLlined tlie •piocediue lie pioposed to adopt witL 
legaid to tile discussion on Di Jeidels’ note on Industiial Banking He- 
proposed to finish the discussion on it by Tuesday evening, if not eailier,. 
so that theie may be some time left foi discussion with Dx Jeidels on 
matteis not coveted by the memoianda submitted to the Committee He 
asked Di Jeidels to saj what other matteis he would discuss with the 
Committee and suggested chat the lelevant memoranda might be given to 
the Committee m good time 

Di Jeidels said he lyould submit a note on Exchange Banks and Eoieign 
Trade Finance, and as legaids money-lendeis he would give a shoit dis- 
course to the Committee 

Di Jeidels then collected a feu typographical eiiois in the memoian— 
duni on Industiial Banking 


Chan man May I take it that the expeits ngiee with Dr Jeidels oi do' 
they want to ask him anv questions 

Mr B Cumc On page 2 lines 7 to 10, Di Jeidels says — 

“Dnder the Geiman sjstem the company does not go, as undei the 
English system to an issuing house oi to a stock-bioker ” 

The position in England is theie aie a huge number of issumg houses which- 
concentiafe in malung issues, and banks also have been making issues, foi- 
theii oun customers But it is a mattei of competition, and banks m 
England have to woik thiough a stock-biokei, themselves not being mem- 
bers of the Stock Exchange The-v do not go to issue houses They 
do it thiough stbck-biokeis Undei the ^Geiman system the banlcer 
arianges the whole thing 

Dr Jeidels What Mi Cumc sajs is ceitainly coiiect Banks in 
England ilso make issues, but they do it only if they can put the 
entile usk on the shouldeis of undei-uiitmg syndicates They do not 
take iisk but only lend then name It is of couise very impoitant that 
they lend their name, with legaid to the iisk they aigue, that it is not in 
then business Undei the Geiman system — ^the teim is not limited to 
Germany — banks also foim syndicates, but take a moie oi less laige paiti— 
cipation themselves and aie quite aware that it is then aSair to caiiy the 
business thiough 

Ml Lamond Do the Geiman banks undei wi’ite fully 9 

Dr Jeidels They take the issue foi a syndicate, which m most cases 
exists already from foimei similai tiansactions and take not only a large 
participation foi themselves but also the moral responsibility to cairy the 
issue thiough undei then active management 

Ml Cwne I would reserve my opinion in regard to the recommenda- 
tion foi adopting the German system I will give my views in the 

course of the discussion 

Sir Hugh Coche With legaid to the 2nd paragraph of this memorandum 
it IS stated that not only block but also normal working capital has to be 
furnished out of the firm’s own initial capital, and before the firm is fit 
for industrial banlcing oi industrial finance it must have been in operation 
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Sir Purshotamdas Thahindas That only confiinis what 1 have said 

Mr hamond I can. confiim all j'ou have said The banks did finance 
one or tw'O of the concerns It was not to a laigfc extent 

Dr Jeidcls I think this statement is a w'^elcome beginning of oui con- 
versation, because it shows that industries have been staited and developed 
successfully by piivate initiative The question 1 ha\e beeji concerned 
with in answ'^eiing Sn Hugh Cocke is, w'hat should a bank do in those 
cases One paiticulaily valuable aspect of Sir Puishotamdas’ statement is 
that these industiies have had to be financed not onlj^ with their own but 
wuth the assistance of othei capita] apait fiom banking help Having 
lefeiied to this I wssh to emphasize that in all I have said and am going 
to say I am speaking of the present and the futuie The past has been 
so to say, the golden age of Indian industi>, when industries w'eie staited 
by individual enteipiise and activity If I had to leview- the past I 
would not for a minute say that the method had been unsound If one 
would call it unsound, no industi\ in the w'oild w^ould erer ha^e been 
started In aiisweiing Sn Hugh Cocke I am thinking of the present situation 
and the futuie to which I look forward, but do not wish to do it wnthout 
paymg a liibute to what has been done in the past I have attached to 
this memoiandum some remarks about present size and extent of industry 
in India, because I had the impression that the Committee as such, not 
mdiMdrail membeis, has been more critical of what does not }et exist 
than appreciative of wliat has been done in the past And the picture 
as it appeared to me tiom the figures which I have gntheicd from various 
quardeis, is that a veiv important mdustr-^ has been staited in the country 
and developed wsth the aid of finance not supplied by banks 

Sir Puishotamdas Thalmdas I said what I did to make the position 
clearer to you as to how' I see t^e problem before us I have told you 
hov/ these industries have come into being, but many more factories and 
companies have gone to the wall than are existing to-day, and the Indian 
public now feel that they ought to have a s^ stematic method of financmg 
companies instead of relying upon the personal credit of the management 
as has been the case till now Therefore, whenever witnesses before us 
have said tlier waul some mdusiiial finance, then idea is, can this same 
finance be obtained for the special purpose of helping industries either 
wnth capital oi wnth cm rent finance, as the case mav be Of course 
mixed up wuth this is the question of the managing agents and their 
signatures You seem to me to recommend iO your paper that no assis- 
tance can be expected from banks unless the concern starts with its owm 
capital and has been in wmiking order for, say, tw'o or three years If a 
set of people wanting to start an industry can do that then of course they 
could command the credit necessary and they w'ould not require facilities 
YT.mt w'e w’ant is when thev are trving to build up the indiistiv and want 
assistance, can you suggest anything which ^vlll replace the present, you 
can call it haphazard method of financing winch has been in vogue till now 
That IS where I seek voui advice very particularly 

Dr Jeidels To the question as formulated I cannot offer any advice 
wmicb appeals to banlnng institutions What I recommend is +hat 
you should gradually get away from the more primitive system of manag- 
mg agents and public deposits This does not mean that you can for B 



of building up industi^es in a countij in which peihaps some 30 oi 40 years 
back some prejudice existed against industries and ceitainly many handi- 
caps both from the State and fiom the public at large When I say the 
State, I particulaily have in mind — ^it is well known and accepted — ^that 
the State gave no help in bringing industries into existence The only 
instance of that I may gn e is the cotton excise duty Against all those odds, 
here aie these people in Ahmedabad who have put up 60 mills which are 
the pnde of Gujerat Those are the facts Yours aie coiiect theories 
and what I wish to pomt out is that our anxiety is to weave the two into 
something practical Anyway I thought it would interest you to Imow 
that the mills in Ahmedabad particularly, the mills in Bombay to a large 
extent, and the mills upcountiy to-day have all been worked on the lines I 
gave you and developed into flourishing concerns I may say that it is 
only jiuring the last 10 to 12 years that banks, including the Imperial 
Bank, have even begun to give financial aid to the mills in Ahmedabad 
Ahmedabad mills to-dav vill not give their liquid assets against a loan from 
a bank Only a second class mill would do that And two mills of which 
I know have as much as 50 lakhs of rupees from the public in the way of 
annual deposits at rates which would make the Finance Member of the 
Government of India to-dav envious The rates are from 4J to 5^ per 
cent , and I know that these tw'o mills are refusing deposits When the 
Government of India has to borrow at the late you know, these mills are 
having deposits thrown at them which they have to refuse That is our 
experience, Dr leidels, m legaid to industrial development m India 

Sir Hugh Cochc Did not that expert from Ahmedabad, Seth Kastur- 
bhai Lalubhai, say that now-a-days you cannot get the deposits’ 

Sir PuTshotanidas Thalwdas That was peihaps true at approximately 
the date when Kasturbhai said that, but I can give you names of two mills 
in regard to which I am m a position to dmow’’ that they have 60 lakhs of 
rupees in deposit They used to boriow last year at 6 per cent ^ for 
amounts above Es 10,000 and 5^ pei cent for amounts below 10,000, and 
to-day they are paying 51 per cent , and 4J per cent , respectively, for 
amounts above and below'^ Es 10 000 I know that thev have had to- 
refuse money which was thiowm at them 

Chan man I shall lead out the evidence of Seth Kasturbhai — 

“Befoie the war almost all the deposits used to come fiom the public 
m Ahmedabad and adjoining rural areas But after the w’’ai 
some of the industrial concerns in Ahmedabad have flourished 
and accumulated reset\es, and these reserves are now intei- 
deposited These deposits bv mill companies have taken the 
place of the deposits from luial areas which have considerably 
fallen off, due partly to a shaken confidence in their pros- 
perity and partly to the competition of Government It is- 
said that the Ahmedabad public consider that it is safer to 
deposit in a mill than with a bank, and this state of affairs is 
attributed to the business integrity of the people in charge of 
the management of the mills, w^ho look to the interests of the 
depositors as if they were bankers On the wKole there 
has been no reduction oi falling off in the total of the deposits' 
received by the mills which have continued steady during a 
long period of 25 years ” 
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aie comparatively shoit teim loans If in a counti}* like India, and es- 
pecially in the piovince of Bombay, capitalists have the habit of deposit- 
ing money with industiial enterpnses instead of depositing it in a bank 
oi buying Government secuiities oi othci kinds of debentuies oi shaies, 
then I would consider it as an established habit It may not remain for 
evei, but it is one of the souices from which industry derives part of its 
capital, it stands somewhere between the banking credit which is unreli- 
able and short term and the share— or private capital which is permanent 
I do not wish to say anything in criticism of banks who conduct their 
business according to their experience and piinciples, but geneialty speak- 
ing, if a bankei veie to ask my opinion I vould lecommend not to take a 
too narrow view about deposits, I would not consider deposits as loans in 
the same class as the credits fiom a supplier of raw material oi from the 
bank 

Sn Pvi shotamdas ThaTtuidas Would it be correct to affirm that von 
do not consider this to be a source of finance for industries which neces- 
Baiily requires to be discouraged, and that if it cannot be replaced by 
something more useful we should tiv and keep it up or at any late that it 
should be kept up until it can be replaced’ 

Dr Jeidels I think so 

Sir Purshotamdas Thaltuidas I particularly ask as lately it has been 
the fashion to run this down as a dangei to the country 

Mr Trip May I ask one question*’ Do the public vho give those- 
dcposits keep then money so deposited for a long time’ 

Str Put shotamdas Thalurdas Yes ; 

Mr Trip Has it never been tried to convert those deposits into 
debenture loans’ 

Sii Pmsholamdas Thalnidas No 

Ml Tup Why should that not be possible? 

'Sv Purshotamdas Thaluulas You see Indian depositois of this class 
are conservative, they like to have then money in a firm which they can 
get at Then we have a system of dowry When a man marnes he 
gives his wife a thousand or two, and that is looked upon as the wife’s 
j)wn money It is generally deposited m the mills in the name of the 
husband and the wife, and if anything happens to the husband in between 
the periods of renewal the woman goes and says “I want to withdraw oOO” 
jind the mill agent or manager gives her the money That is a great 
facility, and whether it is right or -mrong, the fact remams that people 
instead of investing in Government paper prefer to deposit their money 
like that at 5 per cent or so because of the facility with which they can 
get at it if required 

Chairman I would like to supplement what Sir Purshotamdas Thakur- 
ilas has said by what was said by the representatiye of the mill interest 
before us 

“The procedure in the case of new mills is as follows Out of the 20 
lakhs lequned to finance the block capital 5 lakhs is raised as share capital 
nnd the balance is found in the form of 7 year deposits for Ps 5 lakhs 
find one year deposits or the managing agent’s own capital for the remain- 
ing 10 lakhs ’’ 
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long tune pait with the managing agents oi with the public deposits If 
I may supplement my answei to Sn Hugh Cocke, I would say that if the 
customei tells the banker “I expect to get piivate deposits I am in con- 
nection with some people, but I do not want to wait till I have the full 
amount lequned”, then the bankei ought to have no objection to give the 
loan It IS not necessaiy that a film should be financed exclusively by 
shaie 01 own capital, it nia\ be some othei kind of finance, but not a bank 
loan 

Sti Piiishotawclas Thaluidas Ma3' I interiupt^ Do I undei stand 
th ^t a bank is not justified in refusing to give ciedit to an industiial com- 
pany Decause it has deposits fiom the public*’ 

Dr Jeulels Geneially speaking, I do not considei it justified 

Sn Pinshotamdas Thalurdas I would leally like you to think it 
-ovei Theie aie banks heie wdio saj’’, because vou have deposits fiom 
the jiablic, theid'’ore we cannot help you How do you leconcile that 
with 30U1 opinion' 

Di Jeulels I think it wwild be rathei naiiow , geneially speaking, 
to sav, because an enteipiise is not exclusively financed by share capital 
01 by the own capital of the pioprietoi of the film, that a bank should not 
give Cl edit facilities 

Sn Pinshotamdas Thalindas You would call that a naiiow view*’ 

Di Jexdols I would call it a lathei naiiow view It depends very 
much on the ciieumstances of the case, w^hether the deposits are all for 
one yeai only 01 pait of them two to five years 

Sn Puisliotamdas Thalindas The aveiage maximum is one j^ear 

D) Jetdels If I weie the banlcei appioached in such a case I w'^ould 
tiy to find out wdiethei the depositois aie people who believe in that kind 
of investment and can be fanly lelied upon foi extending the deposit at 
maturity 

Sn Pinshotamdas Thahindas He deposits because he wants to eain 
Intel est 

Dr Jeidels The question is whether he is in the habit of getting his 
inteiest by this kind of deposit or whether it is foi him an exceptional 
case ' 

Sn Pinshotamdas Thalindas He deposits his spare capital and he is 
'likely to lenew it unless theie is a crisis 

Di Jeidels Although this system of deposits from the public is not 
usual in the w^est, it has existed m England, especially in the earlier stages 
of mdustiial development It has played an important part and still 
does in some industries Deposits exist in all mdustiial countries to some 
extent The banker sees from the balance sheet the natuie of the capital 
emploved, and maj^ find among the ci editors such which have the charac- 
ter of these deposits Appaiently the banker regards such deposit as 
a lean similar to a bank loan Even against debentuies theie is a certain 
animosity on the pait of banks heie which I do not fullv undeistand 
The debenture is of, course much less objectionable from the bankei ’s point 
of view, because it is long term money while deposits from the public 

M 2 
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Jiave done away with the deposits at an eailier date — this is an observa- 
tion, not a ciiticism — they ceitamlj^ ought to do it in future whenever they 
get some more reliable finance 

Sir Purshotamdas Thakwdas If they can and when the opportunity 
offers 

Dr Jeidels Yes, foi all financial transactions, the time has to be well 
chosen Without a sympathetic banking system' which gives the ad- 
vice and carries it out it is lathei difficult to get iid of the deposits 

Sir Pvrshotamdas Thaluidas Would you think that the views of the 
banking organisations heie can be sympathetic’ 

Dr Jeidels If you will allow me, I will picture to jou a conversa- 
tion between a banker and a millownei m Ahmedabad The banker is 
always m touch with his bank because he takes oveidrafts. makes lemit- 
taiices, etc The banker vould take some oppoitunity to ask “How 
IS ^oul financial situation geneially’ Are you still financed by deposits? 
What IS youi experience, aie they always lenewed”’ He may leceive 
this answei, “They have piactically all been renewed, but more recently, 
owing to mole atti active possibilities of investment oi foi other reasons, 
some gave notice I cannot rely on it as foimeih” The banker is not 
satisfied vith the ansvei he continues “Let us think of some way to 
get nd of these deposits, at least those which ma\ become dangerous. 
What about a debenture loan’ At present”, the banker continues “I 
do not see much possibihh of floating it, but let us piepaie it Make up 
a memoiaiidum on \oui mill and sketch on this new financing Can ^ou 
from youi oivn pocket mciease by a little voui shaie capital?” The 
customei mav ansvei ‘Ses (oi no 1 But try to make a market foi these 
debentures ” The banker “It is not possible now but mav be in a few 
weeks from now Let us make the plan for it and come to an agree- 
ment” The bankei adds one moie suggestion “Youi business is large 
enough to justify a debentuie loan of 10 lakhs but of tliese we only issue 
half, 1 c , 5 lakhs, vhich is enough to get nd of most of the depositors You 
leseive the othei half foi a later time and mav be able to sell them on 
better teims Let us now arrange the terms foi an eventual sale inside 
of the next three montlis” T have given vnu one convei'sation and could; 
of couise invent a number of others 

Sti Pwslioiamdas Thakvrdas Let me now give the leplv I am not 
aware of any Bank Manager who has taken that sympathetic interest as 
vour conversation suggests That is all I can sav 

Dr Jeidels And I may leplv that this is just what I suggest the banks 
should be encouraged to do with regard to mdustiial finance It is prac- 
tically the system in which I live , it is a specimen of s\ mpathetic attitude 

Mr Laviond ‘^Ahat about the other depositors’ Depositors in the 
mil] would not be prepared to have worse secinitv than debentuie holders 

Sir Purshotamdas Thalvrdas All the requirements have to be seem ed 
in debentures 

Mr Lam on d All the deposits 

Sir Purshotamdas Thahurdas Y’es the total amount required, other- 
wise von undermine the security of the balance of the deposits 

Clia,irman If there are 10 lakhs, and 5 lakhs are first issued in deben- 
tures leaving 5 lakhs deposits That is Mi Lamond’s point 
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Therefore, though no debentures aie placed, long term deposits are be- 
ing taken in that particular locality 

Sit Purshotamdas Th^urdas That refers to a null company before it 
has paid anything The" pomt to be noticed is that the Ahmedabad mill- 
owners are evolving then own measuies of finance as the people gain faith 
in the cotton textile mdustry. That was not the position 20 years back 
which was what I was telling you about The above method of finance 
has been adopted in the case of the few mills put up during the last two 
or thiee years 

Sii Hugh GocLe Might I ask one question*? In the Bombay mills 
in the lather adverse days through which they have beeh passmg have 
any mills been seriously inconvenienced by the withdrawal of deposits'? 

Sir Pm shoiamdas Thakurdas Very much. 

Mr. Shanmukham Chetty Is theie not another way under winch 
thfe managing agents form a pri\ate limited company for the purpose of a 
managing agency and they take up 76 per cent of the share while the 
other 25 per cent are distributed amongst the shareholders who are called 
qpon to take up say Es 5,000 shares and at the same time to make 
a further deposit of Es 5,000? 

Dr Jeidels I understand that something similar existed in Lancashire 
and does still exist to an extent It originally stai’ted long ago, when not 
fully paid-up shares were issued A man who took up £500 worth of 
share, paid in £250 and left the balance as deposit which was later absorb- 
ed for full payment of the shares < 

8ii Purshotamdas Thakurdas Now let me present the daik side of 
the picture In Ahmedabad you have seen the best effects of this system 
In Bombay there were the best effects 15 or 17 years ago Lately, 
however, in Bombay, the difficulties have been real When the mill 
begins to lose, say half a lakh or Es 20,000 or Es 30,000 a month, its 
difficulties are great The Bombay mills may be said on the whole ''to 
be losing from 3-eai to year The banker gets uneasy, and the depositor 
also gets uneasy The depositor does not renew The mill seeks assist- 
ance from the banks, and particularly as the Imperial Bank is not liberal 
enough, the trouble starts The Banli: which is approached looks at the 
balance sheet It hesitates to finance It is at this ]uncture that the 
-system which I have mentioned regarding Ahmedabad should be allowed 
to continue Some organisation, either State or private, should stand by 
such concerns which have sub-strata — I am not talking ot those of which 
the bottom is knocked out — and should give them assistance during a 
crisis like the one which Sir Hugh Cocke has referred to 

Dr Jeidels My general attitude with regard to the two institutions 
vLrich are at present essential for a large part of Indian industry, namelv 
,nranaging agents and public deposits is that industi*y ought bv and by 
to get awav from them They have somewhat outlived their function. 
If I put myself into the position of an industry started 20 years ago 
with deposits and the deposits still form part of the finance and represent 
practically the entire working capital, then I would be rather afraid about 
the deposits From year to year I would have felt more uncomfortable 
and would hSve looked for opportunities to replace this Hnd of finance. 
It can be 'done in several ways I would wish that the nulls ought to 
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Dr JeideU If & bank brings oul a prospectus for 5 lakbs, it wall try 
to find privately some investois who take 2 or 3 lakhs so that the success 
of the issue is practically assured 

Mr Rtishforth The Banlv itself would make endeavours to find sub- 
scribers ? 

Dr. Jeidels Yes 

Ml Eushfoitli Do the bankers take any active pait in findmg sub- 
scubeis m othei countiies In India ^ley do not Then name goes on 
lire prospectus and that is the end of it as fai as the Bank is concerned 

Ml C in lie In England the stockbiokei is responsible to furnish subs- 
■ciibeis He arranges with people who aie likelv to be interested 

Ml Rushfoifh Di Jeidels’ main point is that the banker should take 
a more active part in securing public subsciiptions 

Di Jeidels Yes 

Lala Harlvtshen Lai I Imow' of a very lecent case the history of which 
’s this The foimation company took a conti ict of building a mill m 
1 ulia foi a ceitain Bank Thej put m some money, took some shares and 
istciited building and ordering the machinei\ The concern then came to 
a standstill The} went to some people m England, now called the 
guaianto s, to find the inoue\ and the} found the money m a way that 
they made a promise that at a favouiable rate they can issue debentures 
Meanwhile, on that promise of issuing debentures, they got an agreement 
from this Ind-an Coinpan} that the Indian Company on that occasion will 
be prepared to issue debentuies On this piomise they went to an English 
Cank and that Bank advanced them a great deal When this formation 
cnmpaii} were in difficulties — sums of money now amounting to 30 laldis — 
the foimation compau} has put up buildings and has bought machmerv — 
this foimation compan} applied to the Bank who had advanced tins money 
and also to the guarantors, but the money wns not foithcoming The 
Indian Company came along and found the mouev exactly as you said long 
before 2 or 3 veais ago as working capital on a certain margin Something 
happened and the company came to a standstill 

Dr Jeidels I am not suipiised 

Lal'i JJailnslicii I^al I am not suipiised either The Indian Company 
1. - ‘sufficient uquid assets This experienced veiv old bank does not 
know- how' to recover the money from the property of 30 lakhs The case 
IS still pending and seveial people aie interested in it What advice would 
lou give^ 

Di Jeidels A ease like that I would riOt have recommended to an 
Indnii Bank 

Lfiio IJarlnshen Lai But theie it is 

Di Jeidels The Bank wnll probably sav, and so do I "Never do it 
again" 

Lala Haihshen JM Thev have done that mani a time Would vou 
kmdlv tell ns something about this There used to be a Stinnes Would 
^ou kmdlv teP us about their banking and their entei prise ^ 

Dr Jeidels It was an exclusivelv .ndustrial firm 

Lala Har'kishen Lai How did they get their banking^ 
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Sii Pui shotamdas Thakurdas I undeistood it this way, that the 
Managei might try and say, “if he floats 5 lakhs, he will give refusal to 
the Bank for the other 5 lakhs” I thought that Dr Jeidels said that 

Dr Jeidels Yes 

Chan man Bloat 5 lakhs debentures immediately and practically carry 
forward the other 5 laldis and issue debentures later on 

Lala Harhishen Lai In practrce the security of the depositor does not 
decrease, because the deposit is for one year while the debenture is for 
5 5 ears, 10 years, or 15 years The depositor comes and takes his money 
at the end of the year and changes the money into something else or gets 
security It onl-^ decieases if the chances of its being renewed or re-in- 
vested are absolutely’’ gone As a matter of fact, in the Punjab, m several 
liquidations the liquidators themselves settle these things first 

Mr Khaitan These deposits that are made to the mills in Ahmedabad 
provide partly for what is called capital debt and partly for worlnng capital 
You have given us the gist of a conversation that takes place foi the floata- 
tion of debentures I take it that the debenture loan would be required 
to the extent that a capital debt is required But in regard to working 
capital, perhaps the Bank Manager would agree to advance a loan from his 
own funds on the secullt^ of the liquid assets of that factorw, because 
that w'ould be looked upon as good cover 

Dr Jeidels I think so Of course the conversation rvlnch I invented 
between the banker and the customei did not last five minutes but half an 
hour and it contained much more Mr Lamond asks if you choose to 
pay off 5 laldis deposits, what about the other 5 lakhs'? My answer is, 
that the mortgage foi the debenture loan covering the full amount of the 
deposits, those depositors wdio aie not repaid can share the securitv of the 
debenture-loan Now' Mr Khaitau enters the field and the bankei 
answers him thus “If we agieo on principle on the issue of debentures of 
which we hope to place soon In the meantime, vou may be quite assured 
tHat you will not get into diflBculties if some of the depositors give you 
notice” 

Sir Pnrshofamdas Thalitrdas In other words the bank offers to put 
ifs shoulders to the wheel , 

Di Jeidels As the customer has ai ranged for the financial transaction 
to liquidate his bank-loan ’ 

Ml Mann Snhedar This rests on a foundation of sand 

Ml Enshforth Supposing your banker and your millowner have 
agreed that this is very desirable and that 5 lakhs shall be rssued I undei- 
stand that the bank itself does not take up anv of these debentiiies’ 

Dr Jeidels Not at the moment 

Mr, Rnshforih The prospectus will be issued and on that prospectus 
will be put the name of the Bankei — ^the Chartered Bank of India How'. 
Will that ensure the issue of the debenture loan being any more success- 
ful than what actuallv happens now ^ ■ 

Chairman This Bank wall approach at that stage a firm of stcck 
brokers and will try to arrange with them for the issue of the debentures 
That IS the idea? ' 
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Glmrman My own lecollection is that the whole of the finances of 
Hungaiy were le-organised undei the auspices of the League of Nations — 
Not the banks 

Chauman Aecoidmg to the statement of the General Manager of the 
Hungarian General Credit Bank (I am not concerned whether the policy 
IS good or bad, I am placing before you facts) it has started that policy 
We have heaid a good deal about tins question of post-war continental 
arrangement from various people If vou have lead the evidence, vou 
must have seen a lather lengthy memorandum on the subject of certain 
Hungarian banks which was placed befoie us bv a gentleman who was at 
a certain stage connected with one of these Hungaiian banks That is all 
m the evidence, but heie is something fiom the General Manager of, what 
you admit is, one of the piincipal, stiong and stable Hunganan banks 

Mr Shmirnvlxham Cheffy You read an extiaot from that paper to show 
that at least m the ease of one great Hungarian bank they departed from 
what Di Jeidels wants us to believe in this memorandum to be the 
-orthodox and the best and ideal method of staiting industrial concerns 
If I have understood the tenor of thic- memoiandiim correctly, he wants 
us to get rid fiom oui minds of the misconception that in Gennany banks 
finance industrial concerns bv nay of subscribing to share capital in the 
initial stage — Bxactlv 

Mav T a&k vou ]ust to let this Committee know what is meant by the 
^imuUav Grundung in Germany^ — It is one of the legql forms, in which 
a joint stock company is established 

It IS one of the methods by uhicli an mdustiinl concern is staiied Now 
when it IS started under this method, is it the practice in Germany for 
banks to take the initial capital^- — ^No, it is not 

Here is a book called “Joint Stock Banking m Gennan^’' bv Mr P 
Barrett Whale, publis-hod bv MacMillan and Company On page 42 it is 
said “The use of snnvltan Giundvnq means therefore, that company 
promotion is the affair of the laiger banks and liankeis ’ 

Again on page 40 

“But where it is intended to place most of the shares amongst; the 
public, the greater par-t of the capital !«: usually provided in 
the first place bv one or more large banks or bankers — the 
remaining promoters pos9ibl\ contributing onlv the minimum 
sum for one share each” 

Again on page 38 

“The point of impoitaiiee to be noticed here is that the average 
German firan has alwavs depended to a remarkable degree 
upon obtaining current account advances, and that not 
merely to provide itself ivitb wmiking funds but also for the 
puipos-e of extending its permanent equipment (construction 
of buildings, acquisition of machinery and the like) m anti- 
cipation of recourse to the investment market” 

I am very much interested to know, to enable the Committee to under- 
stand the book, how to reconcile these passages which I have read with 
the statement that you have made and the position you have taken up m 
this memorandum 

Mr Manu Suhedar And the counsel of perfection which you are giving 
to India 
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D'l. Jeidcls It got their bank loans against collateral of shares 

Lala Hai'kishen Lai Not on bricks, not on hotels? , 

Dr Jetdels No When this big concern failed in 1925, the liquidation 
lasted only about 4 months and no creditor lost a penny The reason was 
tliat the firm had got all their credits against security in shares 

Lala Hailiishen Lai Is it the case that several of their concerns were 
floated into separate companies and the flotation brought their own 
security ’ 

Dr Jetdels The loans were against rather liquid assets. 

Lala Haihisheti Lai The liquidation was quick because a dozen banks 
•all joined to get this liquidated m a few weeks It means they put m 
then mone\ \sheie your opinion would have advised them not to 

Dr Jetdels You will find cases in which the banks have to take over 
the property, that is brick and iron and steel But in this case all loans 
were against collateral, all elastic securities, which were sold inside of a 
few months 

Lala Harhslien Lai Do you know that many new countries which are 
new under the war arrangements have started industries or industrial life 
under a very different system from what you are advocating ^ 

Chairman I was about to bring that point to your notice because you 
have been tellmg us about German hanking, but as Lala Harkishen Lai 
has lefeiied to it and said that he has not got any literature and as I 
happen to possess some literature, I shall quote to you from that literature 
to elucidate what he has said This is an article in the Economist 
Hungarian Supplement of December 20 1930, b\ Dr Tiboi de Seitovszky, 
former Minister of Foreign Affairs, General Manager of the Hungarian 
General Credit Bank Theie aie circumstances hei3 which fit in with 
conditions in India at the present day I will only quote to you the rela- 
tive portions 

"The principal Hungarian banks have, from the very beginning, 
taken a leading part in the industiiaT life of the country This 
IS due, above all, to the fact that Hungary was always short 
of funds and that private individuals vnth adequate supplies 
of capital weie not forthcoming in sufficient numbers to take 
the lead m establishing industiial undertakings The principal 
hanking institutions, however, had greater capital resources” 

of course that may not be applicable to India at the present day, 

“and were in a much better position to market the shares of the 
leading industrial undertakings This situation was, of 
course, very similar to that prevailing in Austria and in 
Germany” 

That IS what puzzles me 

"In consequence, the large Hungarian banks became both share- 
holders and creditors, a combmation which imphed a very 
wide measure of influence and control in the nascent indus- 
trial undertakings of the country ” 
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Ml Manu Suhedai You would give all the money foi w'oihing pui- 
j 50 ses — You cannot make this distinction 

Mi Manu Suhcdai In the memoiandum you ha\e stated heie that a 
joint stock company should stait ivith enough mone\ to put down all the 
“Special niaclnheiV) block and also most of the woiking capital which it 
would lequiie Is that so in Geimani 1 did not say ]oint stock 
company, 1 lefeiied to mdustiial enteipiise 

Mi Manu Suhcdai Taking mdustiial enteipiise, is that so in 
Geimany ’ — Yes 

Ml Manu Suhcdai It finds all the block and the woiking capital?— 
It has to find the block and the w'oikiug cajntal 

Chavinan If this mdustiial enteipiise, instead of being a pin.ite film, 
weie a joint stock company, then would banks m G-ciman\ pi ovule it with 
additional capital foi block pmposes »— Rcfeiung again to tlic case which 
Sn Puishotamdas put betoK* us I can ouh sa\ that if a bank wislud to 
furnish mone"^ foi the block, il could onl\ be by lakiiig some shaies not 
otheiwise The block has to be financed b> sbaus if it is to be sonncl 

Chaiiman Oi debeutuios*^ 

Di Jcidch By taking up shaies oi debentnies It is done in many 
countiies, not onh in Geiman'^ and Hungaiy If is done with a \iew 
to apjieal to the miestment maiket In the memo T Inue e\p!ained at 
length that the capital maiket winch waits foi this tiansaclion is an essen- 
tial condition foi at all enteimg upon it It must not be tomoiiow, but 
in the neai futuie Industiial tiansactions, financi il tiansactions on the 
pai-t of banks in Geimauy aie at piesent xtn small owing to the lick ot a 
functioning capital maiket 

Ml Khailaii The question which ai ises foi jnactical consideiation is 
this Suiiposing the cncumstances ^on have enumeiatcd nndei which 
mdustiies should dexelop undei ide.il encnmst mers, supposing it has 
been put to us by expeit xx finesses xx'ho knoxv the conditions of the countiy 
that it IS not possible m India foi mdustiial dexelopmont, then xxould '^ou 
advise the countiy to lemam stagnant oi haxe ^ou any coustinctixe sugges- 
tion to make wheiebj mdustiial dexelopmont can take place in this 
countiy^ 

Ghanman Tins can be puisued aftei lunch, because it is aheadx past 
one You may lepeat the question nftei lunch This is a most import- 
ant mattei 

The Committee adjourned foi lunch till 2-30 p.ji 

The Committee le-assembled aftei lunch at 2-30 p 

jVi Khaitnn Would you gix'e us voui ideas as to xx'hat a perfect 
sxstem would be as legaids the i elationsliip between banks and industiies? 
Suppose some expeit witnesses liax'^e gn'^en us then opinion that that 
sxstem xvould not be possible foi India if Ind’a is to advance mdustiially, 
tuen have vou any leal construeWe oi piactical suggestions to make as 

to what method India should adopt foi the pin pose of adx’ancmo- mdus- 
tiially ° 

Dr Jeidcls Yet us undeistand each othei Gentlemen I cannot 
lecommend foi India any method which is not ni use m some pait of the 
woild with a longer lecoid of mdustiial dexelopment than India, any 
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Di Jcidcls Theie is a diffeience between establishing a pmate- 
industrial firm and the foimation of a joint .stock compan% Take the 
soapmakei wdio has opened and developed a factory , it is in successful 
operation A piivate compam does not allow'- sufficient outside financing 
foi furthei development to satlsf^ the ambition of the ownei. He tians- 
forms his existing industrial enterpiise into a joint stock compam and 
the joint stock company ’s secuiities aie floated in the maiket 

Chairman M’s point is diffeient I have aheady quoted to you the 
very piecise statement that in Hungaiv private individuals with adequate 
supplies of capital w'-eie not foithcommg m sufficient numbeis Theie- 
foie I cannot from that statement m-\*self follow' the position you have 
indicated A private individual starts a concern and w'hen he has not 
got finance, / e , when he is short of capital, he conver*ts it into a joint 
stock concern and then something else happens If I mav say so, that 
does not follow' from the wording of this sentence — ^but neither is it m 
contradiction 

Chairman I leallv do not know, in fact that remark refers to what 
Ml Chetty read out about a joint stock concern It is also the expansion 
of the Hungarian example 

Di Jcidels The solution of what seems a contradiction between the 
various statements on the table, is that noimallj an enterprise is not 
started as stock company wath public participation but that it first develops 
in private form I do not think that Hungarian or German banks have 
with some exceptions which I shall mention later — started new industrial 
enterprise and participated m it Industrial joint stock companies in- 
w'hich banks participate somehow , as a rule carl^ on existmg and do not 
represent new enterprise Industnal and simihar business of a large scope 
will before long realise that the private resources of the proprietor will 
not be sufficient Whether it is suitable for a jomt stock companxr 
depends on size, past record and prospects which must w'anant to take 
anonymous partners into the busine'^s If those requirements are fulfill- 
ed, banks take sometimes a limited share interest in the new com j) any, 
but I must insist that, with quite a few exceptions, it is not starting of 
new' mdustnes It is not as popular opinion pictures it, that one starts 
with selling shares of the stock compam , then buys the factorw site, bricks^ 
steel and so starts an enterprise In reality in those cases which can be 
a field of actlvlt^ for banks of the Continental Euiopean type busmess 
starts first and w'hen sufficienth developed it might be fit for outside 
finance, for taking in anonymous partneis and eventually a bank’s assist- 
ance This IS what Prof Bariett Whale has stated and that is w'hat the 
Hungarian bank has in mind 

Chairman It is slightly diffeient I shall still pursue the matter Is 
it yom proposition that not at the stage of the initial establishment ot 
the industrial undertaking but at a subsequent stage when it require'- 
additional funds to keep it going or for the purpose of extension you 
would not object to a bank commg to the assistance of that industrial 
undertaking — ^I w'ould object to a bank doing it, w'hich has never done 
industrial -finance business before If a bank intends to start in industrial 
finance it cei*tamly ought not to begin with business of tins kind 

Mi Mann Subedar Is voui bank therefore giving advance to an in- 
dustrial conceni for block purposes as well as foi worlnng capital’ — ^We- 
would not give for block pur*poses 
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No^\ ■with legaid to youi piecise questiou, you said, if Indian industiy 
cannot be developed on the lines suggested by me, do I vant Indian 
mdustiy to staive and A\ould I be satisfied to have no industiial develop- 
ment’ That is vlij I have attached a papei to this memoiandum whicb 
Is moie a piece of political economy Foitunately the assumption from 
which you stait is, I believe, quite wiong Indian mdustiy has developed 
and IS developing, it is not in such an unsatisfactory state ag one might 
assume fiom pait of the punted mateiial which this Banking Enquiry has 
collected The numbei ofqoint stock companies in this country is 5,700 
These companies lejiiesent a capital of 276 cioies Statistics show 
that everv \eai quite a numbei of nev\ companies is foimed Some in- 
dustiies m this countn aie on tlie highest possible stage of development, 
and evei> bod) who comes to India to examine the position must admiie 
the quality and high standaid of some of its industries — and this in a 
mostly agiicidtuial countn All that has piacticallv been done in the 
list 30 )"eais Theiefoie 1 think the assumption is not coiiect that if 
no special iccipe can be piesciibed then indiisti) will staive I think 
industiv 111 this coimtiy vill develop .and ought to develop in accoidance 
with the economic conditions and possibilities of this eoiintiy and the rest of 
the voikl We aie not living in the golden age of industr) and industry has 
had mam set-backs in all countiies Indian Industiy will develop and the 
next 10 years mil show much fiiithei piogiess Indeed I believe that the 
piogiess existing and the biith of new mdustnes will be stronger and 
sounder if there is co-opeiation between mdustiy and the banks Such 
co-opeiation, I think, is lacking What I have suggested m this connec- 
tion may apjieai iinsatisfactoiy to those who expect the millenium, but 
I think it will be useful and productive and I think it will work 

Mi Khai-tan As legaids the co-opeiation you have ]ust mentioned 
how IS the co-opeiation to come about’ If you look at page 4 of your 
statement you have classified the several Icmds of banks You say 
“Exchange Banks are geneialh indifferent or adverse — ’’ I would not 
sav “adverse” because Mi Bucklev might complain 

Di Jetclds I did not mean it in the sense of “hostile”, please say 
“aveise” 

Ml Khadan “Exchange Banks aie geneialh indifferent or aveise” 
So ve have to give up the Exchange Banks Then, “Among the Joint 
Stock Banks theie aie veiv few large enough to be capable of this class of 
business” Even those laige enough aie as you know “mdiffeient or 
aveise” Then comes the Imperial Bank We know that the Imperial 
Bank has its eyes more on exchange business than on industrial finance- 
That disposes of the banking institutions m India Then between what 
banlcg and industrialists is to come the co-opeiation’ 

Mr Lamond Is that quite a collect statement’ The Imperial Bank 
has not declared its policy 

E/iaifaw We have seen several statements of Managing Governors 
that if the restriction was not there thev would have taken to exchange 
business We have still to hear from the representative of the ImpenaT 
Bank sitting in this Committee that the Imperial Banlc ig prepared to take 
up industrial financing business I do not want to draw Mr Lamond, 
but so far as we know the Imperial Bank has not got itg eyes on indus- 
tiial finance I do not doubt that thev open cash credit accounts for some 
industrial concerns, but that is a different class of business Then where 
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method A^liich licis not been tiied and appioved because at is veiy dangeious 
to develop industiy on new and oiigiual lines if tbeie is no full assuiance 
that they aie leally absolutely good bnes 1 ventuie to say that tbeic is 
no field ot capital investment in wdncli so much money can be lost as m 
industry Tlieiefoie I cannot leeommend anything which is not moie 
oi less appioved in the lest of the w'-oild This is the negative side Oa 
the positive side, in leviewmg the vaiious possibilities and systems in use 
in the woild, I aiine at the opinion that a sysem of banking with regard 
io industii siimlai to that vhich exists on the Continent of Euiope, w'hich 
‘exists now also in the United States and as it is developing also in 
England and othei countiies, that such system ouglit to be built up m 
this countiy too, that it should be built up on the existing banking insti- 
tutions, that it ought to be built up slowly and systematically', because 
only systematic development will avoid the gieat losses wdiich aie mheient 
to this hne of business if it is done huriiedly oi piematuiely All my^ 
lemaiks and statements aic made with this practical end m view 

Ml Khaifan T'^nfoitunatelv, Di Jeidels, we find that the view'^s express- 
ed by y^ou as legaids conditions pievaihng in some othei parts of the wmld 
and even in voui own countiv do not quite agiee with the vuews w^e have 
found in books I do not mean to tiouble you about that, but tlieie is 
that discrepancv What 1 w'^ant to know'^ is that if the i^eifect system, 
accoiding to y^ou, cannot be adopted in India foi the development of indus- 
tiies, would Aou lathei allow India to lemain stagnant as legaids the 
development of industiies than adopt new lines of banking That is, vou 
would not advise India to idopt such new'- lines, which aie new' Imes accozd- 
mg to you but winch accoiding to the books aie not new lines? 

Di Jcidch But I am soiiy to have to tiouble you, k'li Khaitan, wuth 
it You w'eie good enough not to wish to tiouble me with quoting the hteia- 
tuie All that you find in desciiptions of vaiious systems you have to scruti- 
nise caiefully The desciiptions which you find, contain details of a fully' 
developed system, and a fully developed svstem at its most favouiable 
stage, fully developed m tw'o w'ay's one is that the banks have developed 
that business, have gatheied expeiience 

Mr Khaitan If you will excuse me, I do not want to take up y'our 
time 

Di Jeulels But I have to take up the time of the Committee because 
this is, so to say, the lesidue of this morning’s discussion which I have to 
-get out of the w'av What you lead m all these hooks, is a desciiption of 
the stage of highest development of banking policy But that has in 
eveiy countiy been built up slowly, when fullv developed it show's a 
mimbei of foims of business w'lth industiy, which have giadually evolved 
and which cannot possibly be adopted stiaightway fiom the stait In 
developing particiilai Ime of policy foi a niunbei of yeais, othei subsidiary 
lines of business may emeige out of the mam scheme, but these should not 
be adopted sepaiately The othei side of the pictuie is this That this 
bank pohcv of industiial finance lequiies a peifectly operating capital — and 
investment maiket Even in countiies wheie the methods of indus- 
tiial finance aie developed by the banks to highest peifeetion, thev do not 
function w'heie the capital-maikei does not lespond Eoi instance m 
Geimanv which oiigmallv gave the name to the svstem it is at present 
cultivated only to a veiy small extent because the capital-maiket does not 
respond 
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Mt Khaitan Why ars you tahing that as a hard basis "which cannot 
be melted, namely that an industiial banh cannot be authorised to dn 
commercial business as well It can be allowed to do all the three kmda 
of business 

Dr Jeidels We are non a step furthei You say, if none of the exist- 
mg banks is prepaied oi capable of cultivating that kind of busmess, culti- 
vatmg it to the final perfection which you find m the books, then why not 
start a new bank But such bank must do general banking business ' 

Mr Khaitan Certainly 

Dr Jeidels If you start it as a specialised institution for mdustry 
alone, take my naming that ^t will not last long It must be compre- 
hensi"ve in the sense that you have to take small and big accounts, commer- 
cial accounts and agricultural accounts and all kinds of general bankmg 
busmess, but right from the start having a watchful eye on ever 3 rthmg 
connected with industry That watchful ey e must also be a very cautious 
and careful eye What you say is this a change of policy of one or 
othei of the existing banks is piacticalH an impossible process, it will 
not work, we therefor better stait a new bank and if the new bank drives 
otheis by competition into the same field, so much the better I have 
tned to follow Mi Khaitan to the full consequence, to which I do not sub- 
scnbe and which I do not dispute This is my answer 

Lala Harkishen Lai One thmg which I should like to lniO"u is in legard 
to the appendix which you have added on “Some figutes on the piesent 
state of industrial development in India” 

You say that industry like cotton, 3 ute and tea gardens has developed 
on a large scale The lesouiccs of India aie not confined to these three 

Dr Jeidels Take Statement No 2 

Lala Harhshen Lai I am '^referring to para 2 under “Some figures on 
the present state of industiial development m India”. 

Dr Jeidels Quite so 

Lala Harhisheii Lai You have consideied these three. 

Dr Jeidels I have only mentioned these thiee, but have considered 
more In the statistics you find all, I used the word “hke”, but should 
have said “foi instance” oi “piincipally” , please read it as “such as” 

Lala Harliishen Lai I should like to know your opinion now about cer- 
tam other industries, whethei othei industiies "with legard to size and 
quahty match conesponding mdustiies m western countiies I "Will give you 
the industries Oil seeds We have plenty. Have you discovered that 
our oil mdustries. vegetable oil industiies, are on a par with these, cotton, 
jute and tea gardens? 

Dr J eidels There are many finely developed industnes in India 

Lda Harkishen Lai Is that mdustry developed, the size and quality 
matchmg coiyespondmg industries m western countries? 

Dr Jeidels I suppose it is 

Lala Harkishen Lai ,You have not looked into it. 

Dr. Jeidels : It has not been my business. 



177 


aie the banks with which we aie to have the kind of co-operation so elo- 
quently suggested by you estabhshed? 

Dr Jcideh 1 have given the answei which you have not accepted — • 
the Impeiial Banlv 

Mr Kliaitan But the Imperial Bank is a bank owned by share- 
holders, it IS governed by a Boaid of Biiectors, then iheie are the Manag- 
ing Goveinois oi some kind of Gential Bc'’rd They ma^ oi may not 
choose to adopt it You have assumed that they will 

Dr Jcidcls It IS not for me to decide it 

Ml Khaitan Assume that they will not 

Di jQtdels I cannot assume it 

Mi Kliaitan Suppose foi the sake of argument that the controllmg 
authorities of this institution decide lhat thej'^ aie not going in for indus- 
tiial banking business 

Di Jcidcls It vould create a rather queer situation Then only a 
nev Joint Stock Bank, an entirely new institution, would be able to do it 
But I do not even know whethei theie is an inclination in this country 
to form new banks w'hich would do the business on the lines which I 
consider the only possible ones I doubt w'hethei there are parties with 
sufficient enterprise, jiaities and monev to form a new institution for this 
land of business, keeping m mind that the existing institutions arc entirely 
at freedom to develop the same kind of business v'hich the new institution 
would wish to develop I do not think that a special institution is very 
well fitted for it One may draw the various classes of investment trusts 
mto the discussion I do not know whether investment Busts or some 
other special institution for this line of business can bo buJt up, even if it 
could be done, I still w'ould find a lack of some element m it, the 
practical business element, an element of caution, which the banks would 
supply Of couise, it is, I agree a matter of op.nion I think that 
private banks, sufficientlv strong are a very goocl mechum for develop- 
ing it A special institution is quite a different matter , we will have an 
opportunity to discuss such an ideal special inst tution 

Mr Khaitan But vith regard to the special institution you seem to 
be under the misapprehension that the supposition is that that special 
institution would only advance against block Perhaps that is not quite 
correct A special institution may be authorised, accoidmg to your advice, 
to take part in commeicial banking, to advance money against liquid 
assets I do not know wdiethei ■^ou have looked mto the report of the 
mdustrial commission The industrial commission has recorded its 
opinion that if an industrial bank is to be smarted for some yeais at least 
they should be lallowed to do commercial business as well 

Dr Jcidcls You confirm what I say If it wag to be a new bank it 
would not have to devote itself principally to foreign trade financing nor 
to the trade of a certain part of the country, but it w'ould have to be from 
the start a regular bank, taking deposits and conducting other banking 
business, but attachmg more value to the industi-al side, and specialising 
somewhat in it 

Mr, Khaitan Not simply industrial finance but industrial banking as 
well 9 

Dr. Jcidcls Not onlv indusBial banking, Mr Khaitan Industrial and 
commercial banking If you want a mere industrial bank it is not diffi- 
cult to predict that it would be bankrupt very soon 

VOL. IV ' 1 ' , i^T 
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Lola Harhishon Lai There is one aspect of the figures that you have 
quoted 'with regard to shares and debentures and so on I wonder whether 
your attention has been diawn to ]omt stock comiianies’ dobentuies as 
published in the 'Capital from ueelc to week 

Dr Jeidels I have made a summary of the debentuies quoted m the 
'CapitaT The aggregate amount is 31 ciores 

Lala Ha'ihshen Lai It is only 11 cioies and not moie"^ 

Dr Jeidels No, as far as industrial debentures are concerned 

Lala Harltishen Lai Joint stock debentures? 

Dr Jeidels 1 think so, 78 different debentuies to the aggregate 
amount of 11 cioies 

Lala Harltishen Lai That is not a very big figure Have you enquir- 
ed whether these debentures are partly or wholly held by the banks m 
Calcutta’ 

Dr Jeidels No 

Lala Ilaikishen Lai You said that a banker might sometimes have a 
conversation with his client and come to the conclusion that debenthres 
may be issued May I ask whether you would add the words “bank ac- 
ceptances” also? 

Dr, Jeidels Of course I do not include them 

Lala Haikishcn Lai In my last visit to Germany I wanted to get 
maohineiy from Germany and I asked whether they would gi\e it on credit 
They told me it 1 could get acceptances from lespoclablc banks in India, 
they would be quite willing 

N) Jeidels How long acceptances’ 

Lala Haihbhcn Jjal 3 years 

Dr Jeidels That is not bank’s acceptance 

Lala Harltishen Jjal They wanted mo to pioduce bank acceptances 

Dr Jeidels Which is as good as cash 

Lain Haili shell Lai Evidently they would bo familiar in Geimany 
with that kind of transaction, other vise they would not ask 

Dr Jeidels No The bank acceptance is an instrument of the ordi- 
nary banking credit and not an instrument of industrial finance 

Lala Haikishen Lai Would you allow that imaginary gentleman with 
whom you had conversation and who was in difficulty in raising debentures 
to draw bills to raise capital? 

Dr Jeidels No, certainly not, by no means 

Lala Harltishen Lai I was myself asked in Germany by a very res- 
pectable and very highly developed concern that if I produced acceptances 
of a respectable bank they would give me credit for 3 years Evidently 
from that I inferred at the time, and I have inferred now, that that kind 
of finance was also well known in Germany 

Dr J eidels It is not known 

Ml Sliaiiiniiliham Cheity In your memorandum on the first page you 
say “Not onlj block but also normal vorking capital has to be furnished 

strong enough” With reference to this sentence, I nant to ask 
you when a new industry is started in Germany how many years after the 
startmg of the industrv does that concern go to .. bank for finance? 
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Lala Harhishen Lai I want to know the fact Why don’t you say 
"I haVe not had time to look into it’’ We did not impose any eonditipns 
to study all the industries I am asking -nhether you have done it 

Chairman He mentioned one industry, the oil industr-y but there are 
others All he wants to know is whether you have studied the conditions 
of those industiies also 

' Lala Harhishen Lai Oil seeds, timber, iron ore, hydraulic power, 
hjdro-electric powei, coal, minerals, sugar, leathei, sand and clay, fruit 
and fruit industries, fibrous industiies If you have not considered, say 
you have not What do jou tlunk of those ^ 

Dr Jetdels Do you ask me, whether I can give you a special opinion 
on certain industries which you have ]ust named 9 

Chairman All he wants to know is this, whether m making this state- 
ment you have considered the conditions prevailing in the industries men- 
tioned by you or also the industries mentioned by Lala]i 

Dr Jeidels I have mentioned the largest ones 

Chairman I am veiy sony If you say you will not answer, we will 
take it down and be done with it Dr Jeidels is not willing to answer the 
question 

Dr Jetdels I have answered, I have mentioned the thiee largest ones 

Chairman You do not say whether you have considered the others or 
not That is the point on which Lalaji wanted to know 

Dr Jeidels I have consideied them, they are contamed m the table. 

Chairman I am veiy sorry, it is not the question of the table The 
statement made here is this (Bead paiagiaph 2 undei the headmg 
— Some figuies on the piesent state of Industrial development m India) 
It IS a question of fact It is open to you to say yes oi no I simply 
wanted to get the position clear He has no other mtention 

Lala Hailiishen Lai I ]ust wanted to know whether we have not on 
the whole so well developed as might be in these thiee industries and 
theiefoie a big field lemains undeveloped That is the real ob]ect 1 
know a great field remains undeveloped in several directions I wanted to 
know whether Dr Jeidels looked into this matter or not Let us leave it 
at that He does not want to answer that 

Mr, Manu Suhedar In this ease Dr Jeidels represents all the other 
experts May we know whether the other experts have something to 
say? 

Mr Cassels I think the answer is being given by Dr Jeidels 

Vhairman • If any other expert wants to express an opmion, he would 
have said so As nothing has been sard, there is no use puttmg that ques- 
tion m every case. 

Mr, Manu Suhedar They are imwilling to ireply. 
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1)3 Jcidals I know the business only when ifc comes to the bank 

Mr Manu Suhedar Is it youi obsei ration and knowledge that Geiman 
indiistiial enterprise was built up on this basis namely, that every mdus- 
tnal unit put up the whole of the block lequiied for machinery, buildings, 
etc , and the whole of the normal working capital lequiied by them? 

Mr. Jeidels I cannot ansvei questions vhich aie so put, that I have 
to answei, “yes” oi, “no ” If such questions aie asked I must have the 
right to refuse to answei Tins question is built up on some assumption, 
but the assumptions aie not stated and theiefoie I cannot answer it 

Mr Ma7iu Subedai Mi Chan-man, peihaps you might be able to 
put it in a form more acceptable to Di Jeidels 

Ml Chairman You cannot answei it in the foim yes oi no Could 
you tell us what is the position, ns we have lead ^allOus things in vaiious 
books whose authoiity is vel^ difhcult foi us to dispute^ I have given 
you some, in fact in the vei} book you lecommend ve have had quoted 
actually passages fiom the chaiteis of some of the Banks and fiom them 
ceitain conclusions have been diawn We aie quite villing undoubtedly 
to give the greatest consideiation to thfe views }OU place befoie u®, but 
theie aie these documents and ve cannot ignore them, and it is really 
t/hat which gives use to some of these questions 

Dr Jeidels Quite so I can onlj lepeat that this question cannot 
he answered by anjbodv with, “Yes oi No ” It can only be answered 
by a desciiption I can make this description so short as to say that 
business has developed step bv step and has ahvays tiled to keep block 
and woiking capital in a piopei latio, if I w’eie to attribute their success 
and piogiess to one feature especiallj it is that they have developed 
gradualh, ahvajs trying to keep owmed capital and bon owed capital m a 
propel ratio , 

Mr Chan man I wnll try again. Let us clear up a few' issues If you 
give us joui opinion on that we will begin with private industrial institutions 
and not joint stock companies Is it youi experience that a German bank 
will not ad\ance monej in any foim — ^j-ou can take it by talang shares or 
debentures — that it will not advance capital for block pui poses or for 
the normal w'oikmg purposes of a piivate industrial concem at the stage 
of ICS inception? ' 

Dr Jeidels It may giant credits to an enterprise of that kind fiom 
time to time 

Mr Chairman At the outset? 

Dr Jeidels Even at the outset 

Mi Chairman That is, a sound Geiman bank wull not object to give 
an advance to a pnvate industrial institution at the stage of its estabhsh- 
ment provided, of course, that it is satisfied with the secuiity it gets 
against that advance That, I think, Mi Subedai admits must be there 

Dr Jeidels I think it will, on the condition that there is a proper 
ratio betw'een the amount to be loaned bv the bank and the capital of 
the firm 
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Br JeideU It is very different It should have been in operation at 
least one j'^ear so that one has a year’s record One yeai is the shortest 
period, which includes all seasons, it may be a seasonal business which is 
very good in summei and bad in winter You may say that 12 montha 
is the pioper minimum recoid that an enterprise ought to have 

Mr Shanmukham Cheity One year in some cases would be a suffi- 
eient period to prove that the mdustry is a strong one ? 

Dr Jeidels Yes 

Mr Shanmukham Cheity What do you mean by speaking of normal 
workmg capital 

Dr Jeidels The latio which is different foi the various classes of m- 
dustry One has also to considei the average price of the goods handled 
If a cotton company was started at a cotton price of say 20 American 
cents foi the pound, you could not expect the cotton mill to be supplied 
with its own working capital on a price basis which is 40 per cent above the 
average of the last decade The mill would make a mistake in establish- 
ing its capital on such basis, because it would have to pay dividend on an 
enhanced capital The working capital can assume normal or even low 
prices, there is no ob 3 ection to supply the remainder from bank loan The 
ratio is very different for various industries 

Mr Shanmukham Cheity I do not know what ratro you are thmking 
of Take for instance the existing price of cotton and commodities at this 
time If I wanted to start a cotton mill what will be your criterion to 
enable you to judge whether I have got the normal working capit^ from 
my shares? 

Dr Jeidels An accountant or an experienced banker or your own 
busmess experience would certainly be able to tell you 

Mr Shanmukham Cheity For example in the cotton market m certain 
parts of India we reckon at just that amount of money which will enable 
us to keep three months stock of cotton 

Dr Jeideh If sales are as we heard from Lala Harkishen Lai ihe 
other day, ot the sugar facioiy, largely against cash, then vou do not 
need fully three months In our countries you maj' generally say that our 
need about one-quarter of the annual turnover 

Mr Shanmulham Chettii When you aie talking of normal -working 
capital you are not talking of sufficient capital 

Di. Jeidels It cannot be sufficient foi all purposes, which includes 
the development of puces for law malerial and finished goods and the 
activity of trade One cannot put up as o-vsn capital all one may need 
m a boom year 

Mr Manu Suhcdai Is it your observation and knowledge of German 
industry in the last 50 years that all industnal enterprises were set up 
on the basis mentioned by you, that they supply the whole of their 
block and their normal working capdal ? 

,Dt Jeidels Jomt stock companies 

Mr Manu Suhedar No, enterprises I stai*t first with the enter- 
prises and then with the joint stock eompanies 
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Mr Mann Svhodar That i<5 tiom the bank’s point of view What I 
wanted to Imow was whcthei concerns which came into existence were 
at the sLait fully equipped with normal working capital or whether for 
their normal w'oikmg capital ha%jag put doivn the block, they went 
outside and boiiow'^ed the noimal working capital^ ^ 

Dr Jctdcls Tt is ahvavs useful to quote actual facts A classicul 
case in the so-called Gci-unan banking system, often quoted in literature 
IS the history of the Geiman General Jiiloctiic Company, (A G" G) The 
company was staited m 1883, it was in the period when most of the laiger 
enteiprises in Germany wcie started Edison had invented the electric 
lamp and a Gciman enginec. went to Amciica to buy the patents They 
wme still imperfect, but he Ijeheved in electncity wdnch was not yet 
populai then A compaii}- was foimcd witli five million marks, capital, 
equivalent to 'bout 30 laths of lupees The capital w’as essentially in 
cash, wdien busmess deve’opcd immediately the capital was increased and 
duiing tw’'enty yeais m w^ich Ihc capital of the company incieased to 
abomTlS times that of 1883, the ciedit balances of the companv, wuth the 
banks w'as nevei lowei than fhe shaie capilal ’I'he company issued 
detentuies, lotamed pait of the piofits, built up reser\es and paid con- 
seivativc dividends and wdien it had to begin to diaw fiom the bank 
balances, it incieased the shaie capital I give you this liistory to show 
you the cautious policy of industnal finance in a classical peiiod and 
under that banking s}stem, which w'e discuss 


Sn Hvqh CoclcG I should ]ust like to lefoi for one moment to the 
review of she mdustiial activity which has been lefeircd to ]ust now' when 
Lala TTaiiushen Lai asked w'hethei such an industry as the oil-seed 
mdusti 7 had been examined I think it is quite clear fiom the state- 
ment, No 1, that the re new is based on public companies consisting 
of 5,831 ]Oxnt stock companies w'ltli a capital of 27G cioics It is obvious 
that the lesiow i^hich has been qiveii and icfericd to m that paragraph 
refeis to conn'm c' ccaicct'^d with banking and loan, insurance, transport,, 
cotton mills, into infils non and steel, tea and plantations, mining, sugar, 
and miscellaneous f vrant to cleai that up because ihcie seemed to be 
an impicssion that come c^an^nallon of mdustiHs ou^ht to ha%e been 
made The re'v.^ew' which has been put foiwaid by the expeits seems to 
me to be based on the amount subsciibed to public companies, it does not 
include any amount u‘=ed bs piivate individuals In this country ciores 
of lupees aie invested in piivate enteipiises of vauous sorts 

Lala Harhishen Lai I asked a question with certain objects and certain 
limitations Is that question to be modified now'? 

Sit TIvqli Coclce I am merely pointing out that the review does not 
mclude private capital 


Lala Harlitshon Lai Ought I not to have asked that question’ 

Sir Hugh Coclce I am merely pointing out that, as I read Table No 1, 
e review deals with public companies and not with private capital 
invested in oil-crushmg, leather or 50 other mdustnes, and, therefore, the 
review in that sense is incomplete 


■fav The table includes only joint stock companies, and in so- 

lar It is consciously incomplete 
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Mr Chairman That is right, we do not dispute it Now we come 
to the second point That company, that institution, wants to develop 
itself It IS still a private institution and it wants to develop itself, the 
imtial stage is ovei At tins stage is it usual for banks in Geimany to 
advance this private institution additional capital for block purposes 
ligainst pioper security 

Dr Jcideh Very rarely 

Mr Chairman Supposing at a certain stage of its existence that 
private institution tiansfoiras itself into a ]oint stock company, would 
a bank in the normal course of its business advance funds to that institu- 
tion It has now become a joint stock institution I think you answered 
•that this is the practice 

Dr Jculch It IS the practice, if a financial transaction is on the 
wa-v to put the proportion of block to working capital again into proper 
shape 

Mr Chav man That is the diseietion of the bankei, but he would not 
refuse to look at the business 1'heie are hmits which every banker as a 
measure of prudence must pieser\e and w'ants to follow We are simply 
trying to find out this, whethei the banker would sav “I do not want 
io look at that proposition” oi w^ould he say “Very well, I shall discuss 
"this mailer with ^ou and if I find that ceitain conditions are satisfied I 
shall advance you the moncj ?” Is that not your point, Mr Subedar? 

I/r Siihcdar Apart fiom what you are now’^ putting, a pomt on which 
information is contained in a book recommended by Dr Jeidels, what I 
wanted t-o find out w'as this In the last 50 yeais many industrial units 
have come into existence in Germany Can Dr Jeidels tell me wfiiether 
these concerns, when the\ come into existence either as individual en- 
terprises or as joint stock concerns started not only with a full require- 
ment of block but also with a full requirement of normal working capital *'* 

Mr Chavmav He said in a case of that sort it i'« not unusual for 
’German banks if they are satisfied with the security to advance the capital 

Mr JcidcU Excuse me, Mr Chaii-man They satish themselves 
not onh about the secuntv but also on the propoition of block to working 
capital Under the so-called German banking system, a bankmg system 
which pajs attention to industrial matters at large, the banker may be even 
more reluctant to overlook this than a commeicial bankei I suppose 
•that many bankers would not look at the ratio at all, if only the securit'v 
IS good They would say “Nothing can happen to us, the security is 
good, we do not mind whether the business is sound or unsound, we 
cannot lose any money, why should we not give an advance?” Now, 
in that sense, the banker under the system described by me is more 
xeluctant than an ordinary banker 

Mr Chairman If I may say so, your question is answered 

Mr. Manu Subedar What is the answer? 

Mr Chairman The answer obviously is that that bemg the practice of 
German banks there have been many cases in w'hich advances have been, 
•given provided the applicants have satisfied certain tests 
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¥? Lamond Would you refer to the Inst paragraph of your memo 
on page 4 wheie 3^ou make certain recommendations regarding the 
Imperial Bank as to what thej should do now' m the matter of collecting 
information Havmg collected the information, m what way do you 
w'aiit the banli: to use this mfoimation which is to be acquired? Havmg 
got the information how do you want us to use it? 

Dr Jetdels As follows A manager oi agent of a branch may have 
among his customers, say, a sugar factor}', wh’ch is not gettmg along 
w'ell owing to lack of capital or incompetent management The manager 
wall probably say “I can give the factory a loan against security in the 
usual form, if I cannot get it I better leave it alone” On my hne he 
certainly sends the case down to voui head office, to Bombay or Calcutta, 
The head office or another branch may have among its clients a firm 
of managmg agents, specialising m this industrial line If all informa- 
tion available is pioperlv concentrated and organised, the branch 
manager wnuld probably tell his customei “You won’t get along, I 
cannot give you any more credit Why don’t you make arrangements 
wnth those managmg agents” In this w'ay the connections wluch the 
hank manager upcountiv establishes are utilised and developed It is 
the egg under the hen which sits in Calcutta or Bombay and some chicken 
may come out In this way local experience enters the entire organisation 
and IS used wuth the intention to foster industry and business possibilities 
for the bank at the same time 

Mr Lamond Is that wnth the idea of people interested m the same 
tradenn different paits of the countrj being brought together and no other 
idea than that^ 

Dr Jeidels I do not Icnow’ whether I ought to go so far into detail. 
I mentioned a business possibility w'hiclr could arise in the case quoted 
The sugar mill ma> issue new shares, and the bank working with the mill 
as well as with the managing agents might buy the new shares and sell 
•them to the managing agents wdro welcome this oppordunity to enter the 
mew field with a minority interest 

Lala Hailcishcn Lai I cannot understand this Y^ou advise that the 
Imperial Bank in a conservative way and giaduall}' wuth the Imowledge 
accumulated of all sorts of mdustnes and so on should enter this field 
What I want to ask is have you looked at the balance sheets of the 
Imperial Bank for the last 10 years and found that they have large 
balances or small balances wdrich require investment or that thev have 
been fully mvested from time to time to the extent of having to go to 
the Government on occasions for assistance? 

Dr Jeidels The balance sheets of the Imperial Bank, as I read it, 
would allow this kind of business as I understand it 

Lala HailasJien Lai That is to substitute the present investments 
by industrial investments ^ Do you think the Imperial Bank is strong 
enough for it*? 

Dr Jeidels I am not sure w'hethei it has the resources, but believe 
it has 

Di Tiip I have read that the Imperial Bank can get practically all 
"the capital they want in this country Is that correct? 
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Mr Ohatrman That was precisely Lala Harkishen Lai’s point He- 
wanted to know if this statement intended, to apply to all industries and' 
if T>i Jeidels had simply said that it applies only to those Industries 
which he could examine with refcience to these particular statistics which 
did not obviously mclude private companies the answer would, I am 
pietty sure, have satisfied Lala Hatkishen Lai, but, unfortunately. Dr 
Jeidels took up a diffeient attitude 

Sir Hugh Goche I do not think he understood the question 

Mr Chairman You have supplied the answer which Dr Jeidels might 
have supplied at an earhei stage 

Dj JetdHs If he had understood the questiin 

Sv Hugh Cochc 1 do not think the question was understood I did 
not undeistand it mj self until I came to look at these figuies 

The only other point which 1 wish to raise and which I think has 
hardly been touched upon, is this In the event of India being driven,, 
as was suggested by Mr Khaitan, to foim a special coiporation or bank 
for mdustiial purposes, it has been suggested to us by many witnesses 
that a large Cvapital would be requited, wdiether you had one industnal 
bank for all Ind»a or one in each piovmce, and there would have to be 
some soit of Government guaiantee and it might be necessarj that a large 
amount of Government capital would have to be put in In any case 
there would have to be a Government guaiantee for a number of years 
to attract capital I should like to know whethei anything of that sort 
bas to your knowledge been done in othei countries, namely a special 
institution being foimed for the development of industr}, to advance 
money to industry, requiring a large capital which would only be pro- 
vided by a Government guarantee 

Di Jeidels 1 have dealt with this undei “Industrial Corporation’ 'j, 

Sir Hugh Code Mv question is lathei in advance 

Mr Rushforth I have ]ust one question You sav on page 3, the 
top of the paragraph “The banks might then delegate a member of their 
management to act on the Boaid of Directors in order to maintain a 
close connection with the com2iinv The Enghsh banks also do this ’ 
Don’t you mean a member of the Dnectoiate^ Do you really mean that" 
a member of the bank’s w'orking staft should w'ork as a Director of a 
company ? 

Dr Jeidels You must please make a difference between management 
and Boaid of Directois Our law is ddferent and makes quite a clear 
distinction The Boaid of Directors does not manage a company even 
under the English or the Indian company law, it is done by the Managmg 
Director or the manager 

Lala Haihishen Lai The Directors sometimes are not managers them- 
selves 

Dr Jeidels. I mean what is with you a Managmg Director oi a 
manager, nobody else; not the Board of Directors 

Mr Rushforth So youi suggestion is that the manager of a bank here 
might be taken on the Board of Directors of a company. 


s 
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Mr Bamdas Paniuhi Is it nob possible that fiims will resent the idea 
of tHeir being exammed by a meinbei ot then rivals 

ToirifiU One has tc be veiy circumspect in such case A sugar 
factory '.n a compel- on'e If .s "scmorvhat drfterent from an 

engmeeiing enteipiise 

Mr Bamdas Pantulu Why, a sugai factory also 
point ^^as this Suppose a sugar factoiy applies to you for accoimnoda. 
tion You n ant another sugai factory man to go and examme heir 
accounts Will not the factoiy which applied to you lor assistance i esent 

the idea’ 


Dr Jcidcls If the sugar manufacturer ‘■ays, that in a special depart- 
ment of his mill he will not nish anybody to enter, it would fully ap- 
preciated, and the investigating authority’s visit nould be limited to that 
part ot the factciy which is not specially competitive But if the sugar 
nicinufactTiiei "v^oulcl aigue that lie will not toleiate an inspection at all, the 
banker would lecommend bun to find his finance ol&evvheie 


Mr Bamdas PanUilu Does it nob mean that you force the sugar 
factoiy to agieo to an examination by a iival? 

Dr. Jeidels No The more industry is developed in a country, the 
less theie is of secieci> In the United States of Ameiica anybody can 
enter any factor} Accounts will be investigated by somebody from the 
bank staff or by an Account int, and onlv the mdusliial and technical side 
by an expert An investigation of this Innd general!} requires two men 


Ml Bamdas Pantulu What vou say mav be perfect!} conect fiom 
the bank’s standpoint JTeie again I might point out one peculiar diffi- 
cult! from which Incha labours The Imperial Bank foi instance and some 
othei louit stock banks know only the piincipai industrial men, and many 
of the Indians aie not known to the Imperial Bank and other Euiopean 
banks Having legard to the peculiai conditions of India what do you say 
to the apijomtment of an advisoiy board consisting of persons in wdiom the 
bank may Iiaie confidence, as a special feature of the Indian commeicial 
and iiidustiiai life? 


D? Jciclels I think advisoi} boaids aie something very useful, but 
the Boards should pist only be advisoiy The bank m my country which 
I quoted xesteiday has, apart fiom the Boaid of Duectors at headquarters, 
suen local advisory boaids 


Mr Bamdas Pnntula It has been suggested that mdustiial debentures 
in this countiv aie not popnlai and that these debentuies should carry a 
guarantee of Government 


Di Jeidels Fiom the point of viewr of industrial development it is a 
mistake not to build up mdushial credit including debenture credit, on the 
responsibilit-^ of the company itself A company ought to have the 
secuiity m itself and not depend on somebody ehe’s guarantee 

Mr Bamdas Paniuhi Whatever may be yom counsel of perfection 
wc have been told m India that theie is little piospect of mdushial dehen- 
toes being subscribed to very largely without a Government guarantee 
Government may either take shares or guarantee interest 

Gliaudkuri MvBhtar Sinqh Towards the end of the 4tE page you advise 
the establishment of an industnal research depaitment inside the Imperial 
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Lala Harlashen Lai Unless they raise their rate of interest .... a 

Dr Trip I mean their share capital If they want to increase it they 
nan get any amount 

Lala Harlashen Lai The shares of the Imperial Bank have gone down 
hy Es 200 within the last 2 years 

Dr Trip They are still above par 

Lala Hailaslien Lai It is a question of capital plus reserve If any- 
body should put moie money you want more reserve 

Sir Hugh Goche I should be pleased to take shares of the Imperial 
Bank at Es 100 premium They ought to raise their capital, therefore, on 
ceitam terms 

Mr Eamdas Pantulu On page 2 you say ‘The Banks in U S A 
have cultivated for several years the business of industrial finance in 
special secuiity companies, nhich belong entiiely to the banks, of which 
they are piactically onl-^ a department’ Will you please explain tms^ 

Di Jcidels Ten million dollars out of a capital of, say, 25 milhon 
dollars of a bank nould be invested in holding the entire share capital of 
10 milhon dollars of the Security Co 

Mr. Ramdas Pantulu On page 3 lou say ‘German banks do not em- 
ploy a staff of industrial experts nor do they delegate membeis of their 
own staff to undertake the management of industrial companies’ “What 
organisation do you possess in Germany tc scrutinise applications for m- 
dustrial loans’ In India we are told that many ]omt stock banks are not 
giving advances because they are not in a position to understand the 
potentialities of mdustiies, although the industries themselves may be very 
sound propositions The suggestion is therefore made that there must be 
a Board on which industrialists are represented You say that in Germany 
there is no such arrangement How do vou judge’ 

Dr Jeidcls The German Bank would first call for full particulars about 
the industrial concern and then would try to find some authority, not of 
their own staff, to investigate, if no private authority is available it wall 
try to find somebody from another industrial concern If it is a sugar 
factory the bank will ask one of their clients in the sugar industry for the 
favour to recommend somebody of their own staff There is no difficulty 
whatsoever for a German bank to get such competent advice 

Mr. Ramdas Pantulu It has been suggested that an advisory board 
of some kmd may be formed to advise the Imperial Bank or joint stock 
banks to look into applications for industrial loans What do you th ink 
of the proposal? 

Di Jeidels I am not much in favour of it 

Chairman I have a recollection, and Mr Lamond may be able to 
confirm it, that when I asked you wffiat a commercial bank should do if 
it wanted to take up industrial finance, your advice w'as that it should in- 
clude in the management some expert with industrial knowledge How 
'does that coincide with wffiat you have stated now? 

Dr Jeidels The man I recommended’ is not an expert, not a speciahst 
in any industry, he may have been in the finance department of an in- 
dustrial concern, he is meant to be a financial expert He may incidental- 
ly be a technical expert too, but naturally in only one field 



Dr. Jeidels 'This is a true statement 

Dr Hvdei The German banking system as it exists today is not the 
same as It existed 10 or 20 yeais ago Could you help us ^vl^h concrete 
suggestions as to what we should follow in India 

Dr Jeidels I have expressed the opinion that you should try the 
system The German bankmg system exists in many other eountnes R 
IS a system which is subject to ciicumstanees and as T have emphasised, 
absolutely dependent on the capital market Some features of the system 
could well be adopted in India and I believe that it would help a sound 
-development of industries in this country 

Dr Hyder Did your bank have any relations with Eoumania? 

Dr. Jeidels I thmk we had 

You had also some connections with Snitzeiland? 


Dr Hyder 
Dr Jeidels 
Dr Hyder 


Yes 


Some German Banks financed the building of foreign rail- 
way companies (Bagdad Bailway) did they i* 

Dr Jeidels There is no seciet about, this special business It was 
done by the issue of smgle senes of debentures in advance to requirements 
The best financial transactions are always done in od\ancc The German 
banks in the case mentioned did not put up any capital, they put their 
heads and the public’s money into it 

Dr Hyder They put then heads as well as then shouldeis in case tke 
public did not come up? 

Dr Jeidels 1 have alv ays cheiished the prmciplo, that also m Indus- 
trial Pmauce those transactions aio best wh eh aie made m advance of 
lequirements 

What ih the pmvei of the Bank over industries m Geimany? 
I do not think there is any, so far as sound mdustry is 


Dr Hyder 

Dr Jeidels 
concerned 

Dr Hyder 
Dr Jeidels 


Supposing the industij does not behave’ 

I do not know any kind of legulai force apphed Bankmg 
trade is a most peaceful profession 

Dr Hyder I thought this paiticular Bank, the , is exercismg a 

very great influence and said that if you do not do that and do not do this, 
we are gomg bo call back oui help 

Dr Jeidels Certainly not Only wheie loans have been given to 
weak companies, wheie it is a matter of safety, a certain amount of pres- 
sure has to be exeicised to safeguaid sound management 

Dr Hyder To clarify matters, how did your lelations with the 

begin oiigmally? 

Dr. Jeidels It was a private film foi construction of light railways. 
The owner of the fiim was a successful contractor In oider to increase his 
business he had to take shares of those light railways which he built With 
the assistance of the bank a holding company was formed for these shares 
of hgit railways and some finance for the contracting firm, which is not 
a sufficiently liquid business for bank loans The shares of the Holdmc 
Company were offered by the bank to the public ' * 
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Bank May I know -nhat is ike meaning of ‘Industiial Eesearek Depart- 
ment’^ 

Di JcideJs To collect mfoimation. wkick enables ike bank to foim an. 
opinion on luduskiai and other business piopositions, when they are sub- 
mitted 

Mr Lamond Aie you leieiring to the Imperial Bank'!’ 

Di Jcidels Not exclusively T mentioned the Imperial Bank, as the 
institution, where most mtomiation is aiieady available, it would only be 
systematically organised 

Mr. Lamond You do not know how systematic it is 

Dr Jcxdcls Evei\ oank, cultivating those fields discussed here, 
ought to have something lilie a research depaitment 

Mr Devadhar On page 3 you say — ‘It must be admitted that in India 
no bankmg agency cultivates mdustiiai relations on the lines of so-called 
German system, noi docs an mstitution hke the Enghsh issuing house which 
could fill this vacancy exist in the country” The presence of such an 
agency certainly promotes industry’ 

Dr Jeidcls It is my personal opinion 

Mr Devadhar If thcie is no industrial bank to finance industry is it 
not somebody’s lesponsibilik to initiate the bimgmg into existence of that 
kind of agency 

Dr. Jexdels It is ]ust the opinion which I have expressed It could 
perhaps be more cultivated than at present 

Ml Devadhar You express }oui opimon with regard to the system of 
managing agents You arc not in favoui of this continuing 

Dr Jeidels I am in favoui of its continuing But I cannot approve 
of this being almost the only instrument by which India is industrialised 
I think it has done excellent service to the countrv 

Mr. Devadhai But for this institution industiies in ceitam places 
wheie they have prospered, w^ould not have prospered' Managing Agents 
bring capital, initiative, and management, the three things lequued for 
the development of industij' You %vould advocate the elimination of this 
system 

Dr Jeidels Only if there is a better system The 'Managing Agency 
system will be veiy important m this country foi many years to come 

Mr Devadhar You say on page 4 — ‘It is out of place to give this 
suggestion the character of detailed advice as it is a matter for the share- 
holders, the management, and the boaid of directors, to decide upon then 
own business’ If the Imperial Bank refuses to give a loan to an indus- 
trial concern, that pie]udices its consideration by every othei bank 

Dr Jeidels It is so everywhere, if some business is turned down by 
a big bank it is not likely that others 'Will touch it 

Mr Devadhar It shows lack of sympathy on the part; of the Imperial 
Bank 

Dr Hyder The German sy'^tem of banking appeals to be something 
hke the Enghsh constitution How^cvei much a foreigner may icad about 
it, think about it, he could never understand it A bank in Germany 
attends an industrial concern from its birth to its death 


\ 
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Dr Jcjdcls Yes 

Ur Mand S^tl^cc^a'} How much do yxi estimate that nucleus^ 

Dr Jctdels It is leally difiicult to say, but I think this business can 
be btartcd with au inventoi-v of half a croie 

Mt Manii Bubcdar Do }Oii mean foi issuing and undei wilting m this 
countiy without bolding except what is necessaiy foi a few months, 60 
lakhs would be quite enough‘s 

Dr Jeideh I'bev uould soon find out uhethei the market takes the 
■seeurities or not 

Ml Manu Sulcdar That is with regaid to the formation of the enter- 
prise 

Dr. Judds Initial as well as recuirmg issues, — one transaction with 
the same company follows the other 

Mr Manu Subidar Do j'ou suggest that the debentuie issue would 
covei all the lequnements ot a concern for worFing capital? 

Dr Jeidels No, part should be covei ed by shares 

Mr Manu Suhedar The shares are there 

Dr Joidels Tiie bhaie capital has to he mcieased 

Mr Manu Subcdai Even foi working capital? 

Dr Jeidels Ceifcainly 

Mr Manu Subcdai If they mciease the shares foi working capital, 
you do not expect that the eain,ngs would be spiead out over a larger 
demand^ 

Dr Jeidels You ought not to make a shaip distinction between work- 
ing capital and block It is scaicely possible to say foi what a company 
raises new capital If it uses part of what has been woikmg capital for 
extension of buildings it has to find new working capital The extension 
of block has onlv been the cause foi the financial tiansaction 


Ml Manu Subedar If the capital market is not sufficiently developed 
and if it IS not able to absorb at tlie latc at which the industry makes the 
demand, then have you any suggestions for expediting that process? 

Dr Jeidels No In that case neither here nor in any other country 
industiial development can be expedited 

AD Manu Subedar You have pud a tribute to tbe three rndustnes 
winch you specifically mention as compared with any enterprise in the ‘ 
West? 


Dr Jeidels I mentioned some important industries. 

Mr Manu Suhedar I am making quite a difierent point You have 
paid a tribute to Indian industiies, foi example in these three which you 
actually mention, and others v/hicb vou do not mention But you have 
paid a tnbute to the organisation of the Indian industry 
Dr Jeidels Yes 


Mr Manu Suhcdai But vour comments on the development of the 
banking industry do not elicit the same praise? 

I appeal to you Mr Chairman I am glad to sav that most 
Of vhab 1 saw m this country created a more or less favourable impression 
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Mr Devadhar On page 2 you have said that “they require a res^ion- 
sive capital market and if the public aie unwiUing to put up the new capita? 
required by the industrial company and which is offered to the market m 
a suitable shape, then the banks undei the German sjstem will not take' 
the place of the public” I think vou said in leplv to T)i Hyder that it 
IS done 

Dr Jeidels On principle it is not done, but sometimes involuntarily i 
I wish to make it quite cleai that a bank cannot have in its inventory^ 
all kinds of industiial shaies The inventory of a bank which is required 
by the natuie of financial transactions is like the inventoiy of a merchant ' 
it IS bought and sold, it is not bought to lemmd It is the essential law 
of this kind of banking 

Mr Manu 8^lhedar We understand each othe? I take it that with 
-regard to the financing of industries, your view is that the foreign hanks 
will not 01 should not 

Dr Jeidels I have the impression that they consider themselves more 
or less specialists 

Mr Manu Suhedai I am only descnbmg the impression I have got m 
order to put my question latei Youi view is that ]oint stock banks should 
not go into this field but the one Bank which might go mto this field is 
the Imperial Bank, and you advise that the Imperial Bank should make 
its prepaiation by collecting the necessaiy information in regard to indus- 
tiial fields, so that when the time comes they may be in a position to 
deal with the problem You have also said m leply to Lala Haikishen 
Lai that when the time comes the Imperial Bank will have the necessary 
resources Have you made any estimate of these resources in relation 
to the demands which may be made for industrial financing? 

Dr Jeidelh Yes Capital and reserves of the Bank are about Bs 10 
crores The capital is in itself quite laige enough for a busmess which 
requires a certam inventory 

Mr Manu Subedar Have you made an estimafe of the requirements- 
of the existing as well as the new concerns which will come into existence 
and are you satisfied that the Imperial Bank will have the necessaiy re- 
sources to meet them? 

Dr Jeidels Yes 

Mr Manu Subedar Will you give the Committee the benefit of this 
estimate ? , 

Dr Jeidels The Bank has not to put up the capital of mdustiy It 
forms only an intermediary stage , it prepares transactions for the capital 
market and for that requires a certain inventory, in the same way as a 
merchant who does not wish to own any goods but in the course of buying 
and selling has to hold a certam stock I don’t doubt that for this kind 
of inventory the Imperial Bank is strong enough 

Mr Manu Su'bedar How much call will be made upon them by the 
industries for accommodation? 

Mr Jeidels It is difficult to say It depends on the quickness of the 
turnover 

Mr. Manu Subedar Even if I am selling old stock and gettmg new- 
stock, there is alwavs a nucleus left? 
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Str Puisliot&mdas Thaktiidas 
IB not 4 but 74 


TJiere is an omission later on Bombay 


Dr 

-script 


Jetdels I have not oompaied the copied tables wItE my manus- 

\jJV 

Sir Pwshotamdas Thakurdas Neither I nor the Secretary has been able 
to understand where some of these figures come fiorn They do not tally 
with the figuies which the Committee has used throughout its deliberations 
We have to find out where the difference comes from 


Sir Puuhotamdas Thakurdas Look at youi figuies on the present 
state of industiial development in India where you lefer to 11 crores of 
■debentuies You lefei to “78 debenture issues for an amount of 10 fi 
crores of rupees" I understand that the Tata and Steel debentures are 
put on the Calcutta Stock Exchange List, but m ‘Capital' they give it 
under Bombay 


Mr. Buckley I do not know if they aie If jou want to buy them 
you have to go to Bombay to get them As a matter of fact, I have 
’queued the statement on page 5 of the memorandum “A compilation has 
theiefoie been made fiom the Calcutta Stock Exchange quotation list 
which includes most of the shares quoted in Bombay”. I was going to 
look it up myself 


Dr Jetdels They are all contamed in the lists in “Commerce” 


Str Purshoiamdas Thakurdas My intention in mentioning this is that 
lb would be to the convenience of the Committee if you adopted the same 
■set of figures which wo have adopted, because it would be very difficult 
for us who have been following one set of figures to follow quite another 
set and if we aie to come to a common conclusion, whether we ultimately 
diffei 01 not, we should examine the same set of figures 


My point is this you have come to your conclusions based on these 
figures and you would like to adopt them because you find them mterest- 
ing We have to undei stand how you have collected the figures 


Dr Jetdels So fai as the figures of Mr Ayangar and mine are con- 
cerned they certainly tall} , in regard to the state of development of mdus- 
tiy, as can be checked from the aggregate of 5,813 companies wuth a paid 
up capital 276 cioies of rupees The conclusions at which I arrived in the 
memorandum on industrial banking have howevei no connection with 
statistical figures ot illustrative character 


Str Purshoiamdas Thakurdas I do not want to touch on youi conclu- 
sions whether industries aie developed oi not These aie comparative 
terms I do not know wdiat you think of the development of indusbr}^ 
considering the size of Germany and the development of industry consider- 
mg the size of India It is all right foi you to say that voii aie satisfied 
What matters is aie Indians satisfied” They are not Theiefoie I do 
not propose to place any stress on youi conclusion m that respect All 
that I am conc^ed with is what the Indian people want and' what the 
couutiy feels The next question is can you make suggestions how to 
develop them ffiither? I only raise the pomt in order to bring to your 
notice and to the notice of Mi Cassels and other fnends over there that 
i prepaied on the same basis as we have used, 

it would be helpful If you wish to adopt any other basis, you are welcome 
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Mr Mami Bubedar Not banking’ 

Bt Jeidels ‘WhdIi the exception of money lending at usurious rates 

Mr Maim Bubedar With legaid to certain field'; of economic activity 
you have been good enough to say a word of praise \V'ith legard to other 
fields ot economic, activity you have not the same praise to give 

Dr Jetdels You must not infer that I have given some figures which 
indeed justify a tribute to the development of industry Industry is the 
raw matciial for industrial banking and this raw material I found veiy 
satisfactory 

Mr Manu Bubedai As raw material? 

' Dr Jeidels As a raw material for this enquiry 

Mr Manu Bubedai Do you wish then to restrict the praise which you 
have to give’ I believe the words are “comparable to Western organisa- 
tions” You have used those words foi industries and you have used in 
your memorandum on commercial bankmg the words “primitive and un- 
developed” In one field of activity you do not find yourself so ready 
to give the piaise’ , , 

Dr Jeidel% Mi Chairman, I have not been asked so fai and suppose 
will not be asked to apply piaise or criticism to things seen m this 
country It ccitamly would be beyond my teims of reference But I indeed, 
did pay a tribute to Indian industry 

Mr ShanmulJiam Glietty In Germany, in the case of anmdustiial com- 
pany which is already established, suppose they want to make impiove- 
ments and extensions to then plant and they appioaeh their bankei If 
the banker is satisfied that the share capital will be forthcoming, you wwld 
have no objection tc advancing monev for extension purposes’ 

Di Jeidels As a general rule they mav, it depends on the amount of, 
satisfaction with the banker 

Mr BhanmulJiam Chctty Provided the Tiankei is satisfied 

Di Jeidels Yes 

Mr Bailei You say on page 3, last paragraph “The Managing Agent 
system is open to criticism There ought to be still another financial agency 
to meet the requirements of industrial firms” What is the other scheme’'’ 

Dr Jeidels Closer co-operation of banks with industry on the line 
which I have suggested The mefno says “A company with a proper 
board enjoying friendly sympathy and banlung advice, ought to be in a 
position to manage its own affairs” There should be co-operation between 
banks and industry I do not see why many compames, which are manag- 
ed by Managing Agents, should not have a proper Board who finds proper 
management so that the Company can manage its own affairs In Germany 
at the end of 1929, there were 11,300 joint stock companies with a capital 
of about 1,500 crores None of them is managed by managing agents, 
each one manages its O'wn affairs 

, Sir Pursliotamdas Thalmrdas I would just ask tou to look at the 
figures in Table I Where do vou get the figure of 3 crores for Iron anvl 
Steel from’ We have not been able to confirm this figure 

Dr Jeidels I shall have to look up my onginal figures Of course 
this seems unlikely 
VOL.'TV' 
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Chativian What about jour o%ra Geiman bauJjs'-'— 1 have read 83 ovk 
dences thoioughly and added maiginal pencil notes but theie is not one in- 
which an Indiisliial Bank is piesentod to us ^^hlch has the least Imeness to 
Geiman banlang With legaid to yom pievious lomaik if an industrial 
Bank as pictured in the evidence, takes ovei shaies and bonds, it does of 
course not haie to hold them foieA''ei, but in taking them over it bas not 
the intention to sell 

Chanman What about Canada, what about the Bank of Montreal’ 
Has it novel held industiial shaies in bonds’ I have a passage here horn 
the ‘Banker’, Vol XII, 1929 

“The Bank of Montieal shoved great faisight and statemanship 
vhen it suppoited by its lesouices the building of this Bail- 
vaj” that IS, the Canadian Pacific Bailvay, "at a time when 
the project was viewed with grave misgiving both as to the 
feasibility of the plan itself, and as to the country through 
which the line was projected” 

It goes on further and talks of other industrial enterprises My anxiety 
IS to see that nothing appears in these papers vhich vhen published, 
would immediately be got hold of 

Mr Casseh In Canada no bank buys and holds first class debentuies 
as an im estnient and the^ do not at the outset finance industiies 

Chatiinan According to yoiu information, this statement here is in- 
correctly put, because it refers to a jiaiticulai institution — ^It is misleading 
In the old day s it was a condition foi federation by the maiitime provmces 
that they vould come into the fedeiation in a jnovince of Canada only if a 
line vere built from east to vest and that vas the origin of the Canadian 
Pacific The Dominion Government guaranteed interest on stock and I 
belle^e the vay in which they did give them temporary blanches was 
against the piotected issue in London of the debcntme stock and preference 
stock 

Chainuau I am not talking of the'\ailway itself, but of the bank 
Apparently the bank may advance and this advance icmained as such for 
a considerable time I do not know foi hov long — ^I Imow it is totally 
opposed to the banks’ method and practice 

Sir Hugh Cochc If the advances veie guaianteed by Government, it 
puts it on a different basis 

Chairman The ‘Bankei’ also contains the following "The building 
of canals also in the pie-iailway day^s was made possible only because of 
the active support and co-opciation by the banks In «5hoib Canadian in- 
dustry has had no opportunity of malnng any complaint regarding the in- 
adequacy of the financial support which it gets or deserves to get from the 
indigenous banlang svstem” This indicates to vhat extent the banks 
in Canada help the development of industnes m Canada Again "the inter. 

Canadian banks have taken and still take in the development 
o. the countn whether in respect of agricultural, mining or manufacturmg 
industiv IS woidhy of special mention” That is how the quotation begins 
and the instances are given which I have already quoted 

, Dr Jetdds The statement which I made is correct, that such institu- 
tions do not at the same time do oidmaiY banking business This state- 
ments 01 course, based on those facts which have been available to me 



to do so, but I do hope you will utilise oui office toi this puipose so that 
the figures on which we have been going on could be explained to us bv our 
Secietaiy — We will do that 

Ghavman On the fiist page of the memoiandum ^ou say “Novheie 
•does an institution which in the proceedings of the Banking Enquiry is 
stjled ‘Industrial Banlc’ take deposits oi peifoim othei banking functions 
such as opening cinient accounts and geneial banking business” I do 
not really undeistand what this pieciseh means As I have undcistood it 
'm the various pioposals made before us, no unifoim suggestions have been 
made whethei the pioposed mdustiial bank should oi should not take 
•deposits or should oi should not perform othei banking functions That 
being so, this is a statement which we find a little difficult to undeistand — 
It is somewhat difficult unless we agiee on definitions 

Chan man I undeistand defimtions all right, but we have not ouiselves 
defined as a committee what should be the functions of the Industrial bank. 
'The word “proceedings” can only mean either the volumes of evidence or 
•else the summary prepared by oui Secretary and in these no ilefimtion 
IS given That being so, I am simply trying to undeistand wdrat you mean 
by this sentence — I meant such industrial banks as are expected to buy 
^nd hold shares and bonds and give long-term loans to industrial companies 
'With the purpose to staid; or develop an industry 

Therefore, what you really mean is that “now'heie does an institution 
■w’hicli takes shares and bonds or issues shares and bonds of an industrial 
■ concern take deposits or perform other banking functions” Is that how 
the sentence, shorn of its superfluities, will stand‘> — ^That is correct If 
the sentence is to be changed 

Ghanman I onlj suggest that as the result of discussion It may have 
to be changed materially, because in the course of the discussion you 
admitted that in Germany itself banks wffiich do help in the issue of, or 
actually take, shares and bonds also take deposits and perform other func- 
tions — ^The Industrial Bank, as it has been represented to the committee 
by many witnesses, is not expe^ed to buy shares in order to sell but to 
Tiold them A bank takes the shares over with the intention to sell, this 
os an essential difference 

Ghanman But in Gennanv I understood that the mdustiial bank 
■actually holds them also — They have the intention to sell 

Ghanman I am simply depending on what you said a little wlnle ago 
and on what is given m this book by P. Banett Whale which you yourselves 
'have recommended In it I find a passage to the follownng effect “«The 
■point of importance to be noticed heie is that the average German firm has 
alw^ays depended to a remarkable degree upon obtaining cmient account 
advances and that not merely to provide itself with working funds but 
also for the purpose of extending its permanent equipment in anticipation 
of recourse to the investment market’ That means it will have to be held 
for some time Eoi how long it will be held is a different matter The 
proposals made to us are various some say they wall hold them peimanent- 
ly, some say thev wall hold them for a certain period and thev wall pass 
them on to the market Therefore T find it difficult to undeistand the 
sentence Apart from that, later on you have yourselves mentioned the 
case of Tapan — ^In the case of lapan I was informed that they do not do 
banking business ■ , 

0 2 
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possibibtv of then being sold oi have long-term investments without anyr 
chance of making sure that these will be letuined I do not think that 
IS the idea of anybody in this country, that that is the type of institution 

Gliamnan That is the impiession left in Dr Jeidels mind 

Mr Shawmilham Ohetty My pomt is that since we are aslung Dr 
Jeidels' advice about the advisability of stalling industrial banking in. 
India, if we have this wrong conception of what we mean by industrial 
banking, the whole discussion is vitiated by that wrong conception That 
IS not the idea of industrial banlang that we are thmkmg of * 

Dr Jcidels I welcome this discussion What I wish to say now, is 
not said foi my colleagues, but personal, and only I am responsible foi it 
The piocediue is quite a good one, it is most interesting and I have not ex- 
pressed any objections to it But if you ask, how similar expert- advice 
IS given in other cases (I myself do not do rt very often), then I have to 
tell that the pioceduic is, of course, entirely diffeicnt, not the handling of 
the meeting itself , it cannot be more perfect — Those who wish to hear 
expert advice put some prepared questions and statements to the expert, 
state exactly what the opinion of the Committee is, outlining certain facts 
which the Committee wishes to put before the expeit, and ask the expert 
what he thinks of it This is^ the procedure elsewhere I do not speak 
for mv colleagues and give onlV my own impicssion, if I sai, that much 
of what IS here expected of me, is really not my business I do not think 
the expeit has to define and describe the subjects and find out the opinion 
of the Committee It is another mattei — if a Committee calls wit- 
nesses, in this case the Committee puts questions, these questions are 
answeied and the witnesses mil never hear which opinions the Committee 
itself adopted If a Committee however asks an expert’s advice, the Com- 
mittee has to put before the expert a statement of facts and the opinion 
of the Committee and to ask the expert what he thinks of the opinions 
in view of the facts I have not objected to the procedure ns it is but 
you will not mind, Mr Chairman and the other members that I have a 
rather disagreeable feehng about the treatment of the statements vhich F 
put before you It is not the question of the woik done, which is not 
little But if it is criticised, not only now, but aU these days, and if I 
am asked “Why do you mute this? Why that^ Tins leaves some 
doubt’’ and so on, then I must sca, it is not mv business to give such 
explanations, gentlemen 

Ghaitman I have to make one observation in regard to that After 
examination of the memoranda and of the evidence, certain statements of 
the case Aveie prepared by Mr Ayangar and examined by some of my 
colleagues, and I take it that these statements liaA’^e been supplied to 
you and from them you would have found pt least the direction in- 
Avhich our minds were tinning It did not , certainly indicate what 
conclusions we are likely to arrive at on them, but they undoubtedly 
showed the problem before us Now, that being so, I should say that 
that would form the basis on which your advice was sought As it is, 
it, was not reaUy necessary for you to, go through all these various docu- 
ments 83 or whatever, you call them, except for purposes of confirming or" 
exarmnmg anythmg said m ,this docunaeht. ,, fact, wgnt to draw 

benefit of opinion from everybody, ‘ ourselves ' and the experts, on these 
statements of the case prepared with ^eat trouble; and there it has brought- 
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Chairman As it is you are an expert on the sub]ect I am not, my 
linowledge is derived from study * You make a statement m rather drastio 
teims If you had made a general statement, it would be a different pioposi- 
tion but you make a veiy diastic statement All I wanted to point out 
was that I have reason to doubt if Voui statement is coriect If you 
■think it IS coriect, I have nothing to say — ^I think, the statement is correct, 
hut I agree with the Chaiiman that the definition of what the Indian Bank- 
mg Enquiry has styled “Industiial Banlc” is apparently not quite clear 
to the membeis It is not a very precise defimtion, because the com- 
prehension of an Industrial Bank as fax as India is concerned, is some- 
thing new It IS entirely derived from allusions to it m the Provincial 
Reports and the 83 evidences which I have read I have not read all the 
cross-examinations, but I do not expect that these have changed the defini- 
tion essentiaUv I have understood the witnesses desciibing Industrial 
Banks which should buy shares and bonds without an immediate prospect 
'Of sale they would also give long-term loans without knowing in what 
wav thev can be refunded there is a certain influence on the management 
mf those companies of which shares and bonds are held and to which loans 
are made We have therefor three features which distinguish this Indus- 
trial Bank of the Indian Central Banlnng Enquiry from other similar in- 
stitutions I tried in the chapter on ‘Industrial Banking’ to survey msti- 
tiitions all over the world w’hich correspond somehow to the above descrip- 
tion I have drarvn in the Investment trusts and the German State Com- 
panies and investigated whether they are similar to the specimen of Indus- 
•trial Bank conceived bv the witnesses and by public opinion in India If 
mj remarks about an Industrial bank are of anj value at all, I think they 
require a clear distinction from the institution which is advocated here 
Tf nothing exists w Inch is veij. similai to the conception, then, of couise. 
the recommendation of such institution is correspondingly greater, without 
Involving a final criticism of the plan 

I repeat it is no final ciiticism But there is nothing in the world 
■which IS very near to that ideal As an expeit I feel obliged to sar that 
what IS eventuallv advocated is something entuely new, has no prece- 
dents and no possible comparison and can not use the experience of others 

Chan man As it is I am at the present moment discussing voui 
opmions That is a different matter If joui view was that that tj'pe 
of bank which according to \our lights has been lecommended to ns by 
vaiious witnesses in their written memoranda that type of bank does not 
exist anywhere in the woild, j'ou might have said so All you say is this 
that type of bank — ^vou do not say whether it exists oi not--does not lake 
''deposits or perform other banking functions That is my difficult/ I 
have brought out my point fulh and clearly 

3/? Shanvmkham Ghctiy Now that the mind of the public has been 
Inrned on industrial finance and banking and it finds lefeience in the 
reports of provincial committees, chat for the development of industry we 
must have industiial banking, I w'ould venture to submit, Sir, that the 
mipiession that Dr Jeidels has gathered about what these witnesses mean 
when they speak of mdustrial banking is quite wrong That, is now certainly 
wffiat I mean by industrial banlnng and' I never gathered the impression 
from any of the witnesses or from readmg the provincial reports that they 
are contemplating an institution which Di Jeidels has ]ust described It 
3S not my purpose t,o start an industrial bank to hold shares without any 
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2iid February 1931. 


Chav man Befoie we commence our proceedings, I thmlc ifc is only 
tan that I should indicate to the expeits the decision about our piocedurc 
which wo auived at on Saturday eroning We decided on Saturday 
evening that in all matters on which ue arc consulting arid getting the 
benefit oi the vieivs of the expeits, uc should try our best to formulate 
our piovisional conclusions not later than the 25tli of Pebiuary and tliat 
we shall infoim the expeits immediately of our provisional couclusiMs and 
if necessary wo shall discuss those conclusions with the experts We ex- 
pect at the same time that if in any case the} disagree uith our conclu- 
sions thev should place then leport in our hands befoie the five remaining 
•experts leave India It may be— I do not know what the position is 
going to be — iiccessaiy foi Bi Biiecieiich not to leave India till the 
list of March and I thought, Mr MacDougall, }Ou might be able to 
stay till the 21st March 


Ml MacDoiiqall If necessary ‘ 

Chairman You know also that there arc ceitain aspects of the posi- 
tion in regard to iiiral marketing, for example, wdiich does not concern 
the otlier experts as much as it does you peisonalK If that is so, it 
may not be possible foi us to come even to piovisional conclusions in 
‘ regard to those matters by the 25th Febiuai} , that, may be dela}ed by a 
week, because I think we want to see one or more places Thai wag the 
trend of our conyersation It will not be possible until we have finished 
witji these matters on winch we ore having discussion with the other experts 


Therefore, in regard to these particular matters connected with rural 
marketing, it may bo necessary for us to defer om conclusions up to, 
say, about the 10th of March and then w'e will follow the same procedure 
w^o haye been following, and there again we shall expect to have your 
report and our provisional conclusions befoie you leave India 

Before we begin our proceedings I must say this that Dr Jeidels 
and I agree to substitute certain words He proposes to replace on 
page 1 of the memorandum, sentences 2 and 3 as foUow's — 


"The 'Industrial Bank’ as described m the majority of evidences 
and suggestions to the Banlaug Enquiry is an institution 
jnvesting m shares and bonds o£ industrial enterprises and 
long-term loans of such and is itself financed by share and 
debenture-capital, it keeps a controlling mfluenee in the 
management of industry which it assists Such institution 
to the knowledge of the experts does not anywhere cultivate 
at the same time a regular banlnng business ” 

second and thud sentences beginnmg with the 
words Nowhere does an institution" down to the words "taki the place 

about Thig might lead to some discussion 

m j '^^ich I thinlc we have 

■some BrihRW^ details in that small pamphlet which was issued by 
■some British consular authority m Japan ^ 
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ou? what we ourselves as a matter of fact consider on the basis of the- 
documents before us to be the ideas in regard to industrial banhing I 
have nothing more to say The document undoubtedly is yours, not 
mme, but I simply wanted to ask a question because you began with 
the proceedings of the banking enquiry I did not understand what those 
proceedings were, noi did I understand what you meant by the rest I 
shall simply leave it at that I do not want to pursue the matter 

Dr Jeidels I do not mtend to pmsue the matter any further It 
gave me a very welcome opportumty to tell you that the opinion, which 
the Committee has arrived at, after 1^ years of work has not been put 
before us together with the question, what our opinion is I have per- 
sonall} not ob]ected to this proceduie, and have answered every 
question and tried to be of all possible use to the gentlemen present Eut 
if m this manner the documents which I put before the gentlemen are 
sciutimsed ioi evei'y word, I must remmd you, scrutinised by gentlemen 
living in the English language in cnticism of somebody who does not 
— think, it IS rather hard, and you will not mind my giving expression 
to this feeling ' 

Chairman If that was the position, the matter was capable of very 
simple solution I have always said that I have no mtention of cross- 
examining you I w^as simply trymg m the first instance to gam a 
certain amount of knowledge, and it stiuck me that pexhaps a passage 
in youi statement requiied modification I w^anted to brmg that to 
your notice In fact when we were appointed, it was stated “It is the 
mtention that these experts should have ]omt discussions with the Central 
Committee” and we are having those ]oint discussions If you 
object to inv diawmg your attention to what I consider a passage in your 
memorandum which is hable to be misunderstood, I shall not certamly, 
do that m future That is clearly understood I was not exammmg 
■\ou I was doing nothing of the sort I simply drew vour attention w 
a certain passage m your memorandum which certainly I could not imder- 
stand , and I brought it to your notice so that you might consider whether 
it was necessary, whether it was desirable, for you to expand it so as to 
brmg out your real meaning If you take exception to that, I can assure 
you that that will not happen again 

We will start this discussion on Monday at 11 O’Clock 


4 
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or my mvn country the attitude is diffeient There it is accepted that 
a company thiough debentures laises part of the capital, though not by 
shaies, 5 et by long-teim finance, it is not consideied justified to 
discumuiate against such companies financing capital by debentures 
IS quite sound and the banlis attitude m the mattei is of gieat impoitanee. 


Chavman Therefoie, iihen you say a bettei cifitivation of a maiket 
foi debentuies is to be advocated, you malce that observation foi th® 
benefit of the banks Can action of any conciete kind be taken by the 
Committee in this ma+tei 


Dr Jexdeh I do not think so, but the Committee has an opportunity 
of expressing itself favomably on financing by debentures, in order to. 
xemove the criticism non practically exeicised m this country The 
second possibility of improving the market for debentuies is to create 
leallv attractive issues Other countries knov a great many fonns of 
debenture— issues, convertible debentuies, debentuies with a comparat- 
ively high premium at maturity, etc This is particularly necessary in 
a country where G-oveinment securities are offered at very attractive rates 


Ui Khaitan You use t»ie expression “convertible debentuies” What 
do you mean^ 


Di Joidcls Comeitible mto shares, the debenture holder is entitled^ 
to exchange his debentures m shaies, say 2 to 1, for Es 100 debentures 
he has the right to receive shares of Es 50 par value 

M} Khaitan Supposing to-day a company issues debentures and the 
shares of that company are of a certain value, but the company enters 
into an agreement with the debenture holders that at any time before 
a certam year if they want to convert the debentures mto shares the 
company wull issue its shares to the debenture holders at a certain value? 


Di J Old els Yes 


Ml Shanvnihham Chetty Would you suggest any ratio between / 
debentuies and share capital wfiich would he considered safe and sounds 

Dr Jcidels It would require separate rules for each class of industry 
The best authority seems to me the listing committees of the stock 
exchanges The respective mstitutions in my countiy and in the IJmted 
States are those whose procedure in practice is lorow'n to me They 
study the balance sheet and with regard to debenture issues for y'hich 
listing IS applied for, they form an opinion about a proper ratio The hst- 
ing committees of the two stock exchanges in Bombay and Calcutta ought 
to he further developed The listing committee m my country has a- 
Government Commissioner on it 


Ml Shanmukliam Clieity When an mdnstiial concern wants to issue 
debentures it consults this listing committee whethei the amount of 
debentuies is all right 


tin 


F/i company or the bankers wish to have the deben- 

iB c , lev have to take the listing committee’s views into account. 


^ Mr Shamnulham Chetty Otherwise 
ctiange will nofe quote those debentures? 


you mean to say the stock ex- 

, ' I ~ 



201 


^ To-day will deal -with the second subject, that relating to tbs 
Investment market ' 

D? Jeidcls Maj I ask foi a minute^ I would like to explain the 
Jigincs about wdiich Sir Purshotamdas has asked, and which, are amended 
to the Memo on Industiial Banking One is a clerical error Sir 
Puishotamdas has already given the correct figure of joint stock banks 
in Bombay The second has been the stnkmgly low^ figure of Iron and 
Steel Industij The figures given by me are however those of the official 
publication and are identical with Mr Ayangar’s compilation which 
also gives the figuie of 3 cioies The reason is apparently that tho 
'Stcltibtical Office registers the Tata "Works under iron ore and not under 
lion and si eel 1 do not think it is a very foiliunate classification, but 
as it IS, the figuie given in my statement as in that of Mr Ayangar 
about industrial joint stock companies proves to be coiiect 

Ghmrman As we are on these figures at the present moment I w'lsh 
to refer to the appendix to another statement, List of Calcutta Managing 
Agents If 3'ou look at the last two lines you have got “385, 52, 147, 79, 
29 , 40, 6 and 32” Now, below those figures beginmng from 52 you have 
got another set of figures It puzzled me as to what thev meant 

1 

Dr, Jcidcls They mean the whole of respective companies listed 
It shows that altogether the shares of 53 jute companies are, hsted m 
Calcutta and that of those 53, fully 52 are managed by Managing Agents 
nr that only one has its own management The respective line is not 
•to be added up, as I have mentioned this comparative figuie not for all, 
but only for representative mdustnes In jute the position of the 
Managing Agents is strongest, next in coal nunmg and tea gardens, it 
IS least, but stiU very important w-ith electricity and engineering, where 
pomewffiat more than half of the companies are managed by Managmg 
Agents I should gne a short explanation, why I made a new* compila- 
tion mdependentlj from that circulated by Mr Ayangai The latter 
figures contam those companies domg business in India but not having 
a rupee capital These foreign companies are in the official Statistics 
given w'lth then entire capital, they mclude, for instance, insurance com- 
panies like the Prudential, the Commercial, the Sun Life of Canada who do 
most of their business outside of India, and the astoundmg figures of 
then Capital contained in the Official Statistics therefore do not illustrate 
the capital uiveslied m India These enhanced figures I wnshed to 
exclude in order to keep somewhat nearer to reality, my figures may be 
too narrow, while those of the official statistics are certainly too large 
ior this smvey ■ 

' Chairman wull now begin wath the mvestment market 

Dr L K Hyder I just want to ask Dr Jeidels what practical steps 
he would suggest to make the debenture market popular 

Dr Jeidels Pnncipally two, I think It, is reported— I caimot say 
that it is a general rule — that compames with debentures outstanding 
are not popular with banks for commercial credit The reason is 
apparently that' the debentures have a first charge on the property of the 
•company In other countries, for instance the United States of Amenca 
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Dr Hvdei It -would be veiy enlightening to hear from you -nhat 
-jnopoi-tion of the capital of Geiman banks xs^ sunk in the finance of 
"industrial undertakings 

JDi Jetdels It can be drawn fioin the banks’ monthly statements 
which I have put on the table the othei day The statement also shows 
hoiv the banlis inventoiy in shares and bonds is divided in more oi less 
Iona term investment and in shoit teim tian^^actions, because a difieience 
IS made between sviidicate paiticipations and investments Syndicates 
are tiansactions in comse of lealisation, \\liile investments may be beld 
lor a longer period, the distinction depends on many circumstances 

Di Htjdci I should feel much obliged if the statements ueie trans- 
lated into English 


Dr Jetdels The Beilin banks alone— -the provincial banks do not 
cultivate this kind of business to the same extenV-had invesbea in 
syndicates, that is in course of realisation, about 200 millions Eeichsmark 
equal to about 13 eiores, and nr otbei kinds of investment about the 
same amount, 216 millions Eeichsmark This amount of 26 to 28 erores 
of rupees one has to compaie "with capital and leserves of the 
banks, amountmg to about 60 erores, in order to arrive at a conception 
of the inventor} used in mdustiial and similar finance 


Mr Devadliar On page 5 you say “The deposits rvith co-operative 
institutions aie left out of account as not being available for the invest- 
’■ment market” Sometimes paii of it is available for the Anvestment 
market "> 


Dt Jeideh Yes, a pail 


Mr Devadhai Will you please tell me the grounds on which you 
exclude those deposits m the calculation of the investment market'' 


Di Jeideh Because it is only a compaiativel} small amount The 
co-opeiative institutions are working in a special field If one wishes to 
make the estimate more accurate, which is not necessarv for the purpose, 
•nne would have to count perhaps 10 erores invested co-operatrve 

^societies rn Government secunties as part of the investment market 


Mr Devadliar Euilher on you say “If on the strength of these 
figures the capital market in India itself is estimated at some-vr^here near 
700 erores, one is not justified m speaking about th© Indian investment 
market in a derogatory way” 

Bo you mean to suggest thereby that the provision for the money 
.market is adequate for the needs of the country? 

Dr Jetdels No The conclusion is that m\ suggestion of a ceilam 
activity of banlis in industrial finance is justified by the existing capital 
market If none existed I w^ould have to -withdraw my suggestion, this 
-s the reason why I made this statistical study of the capital market 

Ml Bevadlm You do uot mean to impl} that it is sufficient -to meet 
4;lie needs of the country to-day 9 


'uifficult to say that a capital market is big enough or not 


I 
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Dr Jeidels Thev would not If they are not satisfied with the- 
soundness on certain lines then it will not list the issue 

Ml Slianinukliam Ohetty It once a stock exchange agiees to include 
these debentuies in its quotation then you think it must be taken, so 
far as the bank is concerned, that that debenture is sounds 

Dr Jeidels It is not an endoisement but it is a contiol I think a 
hstmg committee is of gieat importance in a system of developing 
industrial finance 

Ml Bucldey In practice do joint stock banks who issue debentuies 
first of all apply to the listing committee before they do so^ 

Dt Jeidels No 

Mr Bucldey Thej have to take the risk of that^ 

Di Jeidels Yes, it h.is an educative effect on the company and the 
banks 

Ml Cassels It is usual to put on the prospectus that application will 
be made to the London Stock Exchange for a quotation It they put 
that on they natuially assume that they have gone into the question 

Dt Hydei Have you got a copy of the lules which govern the actual 
listing committees^ 

Dr Jeideh I shall piobably be able to furnish it The New Yoik 
listing committee had sent the Chaiiman to all European stock exchanges- 
sometimes ago In his report, if it has been pubhshed you will probably, 
find a cntical survey wjth lecommendations 

Dr Mydci Latei on, }ou speak of opening a market of mortgage 
bank debentures Zou are referring here to land mortgage banks 

Di Jeidels Yes I suggest that it is discussed under rural credit 
Ml MacDougall will ] robably report on the subject What I wished 
to point out was that the maiket wall soonei oi later have to be prepared 
to take care of this kmd of bonds 

Di Hydei I was wondeiing m my mmd that perhaps it may not 
be so difficult to put on the maiket land mortgage debentuies, but the 
difficulty becomes veiy much greater in the case of industrial debentures 
which Is a question bound up intimately with the efficiency of manage- 
ment of the particular concerns In the case of land I think it is sure; 
the thing can always be sold 

Dr Jeidels I prefei not to discuss it now but I may ventuie the 
remark that m the case of land mortgage banks as with industrial com- 
panies it Is necessary that they should have a sufficient share capital It 
IS not only the question of ratio, the capital must in any case be sub- 
stantial A small company is not well fit to issue debentures 

Di Hyder With regard to the debentuies of land mortgage banks, 
I take it it may be possible to standardise them foi a province at least,, 
but it wall be difficult to standaidise debentures 

Di Jeidels Tliere agam my general suggestion applies that the banks 
study the entiie field, instead of leaving it to the stock brokei , The- 
banks ought to be in a position' to decide which debenture issue is ^ 
proper one 
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loarded wealth now Lala Harkishen Lnl \%aB a membei of one of these 
comnuttees — the Punjab Committee, and I thmk he might be able to tell 
about it Anothei piofessoi of the Luclcnow Universitj^ Mi Kadhakamal 
Mukherji— had gone into the mattei and was of the view that theie is very 
Jittle hoarded wealth 

You talk of families above the lower middle class I think myself and 
most of oui colleagues come of families of that soit, and so fai as we Icnow, 
money is no longer hoarded Sii Purshotamdas Ihakurdas will be able to 
giVe you his peisonal impressions m the mattei Theie is a good deal of 
-jewellery undoubtedly 

There is another examination before us of a gentleman wdio is the 
editor of a paper called ‘Indian Finance’ He had similar ideas, but w^hen 
exammed— he was examined by you (facing Sii Purshotamdas)— ho had to 
change Ins views Lala Harkishen Lai states that in Patiala enquiries 
h ive been made and that they do not find any hoarded cajiital there 

Dr Trip May I ask a question It is a fact that imports of gold 
into this counti7 have been large, and still go on 3 ear after year, and 
statistics must be available of all these imports of gold Where is that 
gold gone if it is not hoarded^ 

Lala Harlashen Lai The figures of imports aie available, but the 
figures of wastage, wearing out and the uses of gold are never collected 
"We use gold in many ways First of all w’e use it in ornaments, and 
there is the wearing out of these in the corn so of wear We have had in 
big families m the past golden vessels, wdiicli aie not only washed but 
are rubbed to be cleaned We have lots of medicines in wdiich wo use 
gold We use gold leaves w’lth pan and there are othei wasteful uses 
We d’d discuss these matters in the Punjab Committee . w e discussed them 
with witnesses and they also sard that nothing very much was remaining 

Then ‘hoarded’ would mean any quantit} wdiich is supeifiuous, over 
and above the ordinary standard of life m which a family )ives We found 
that the quantity of gold imported during the last 25 years w'as accounted 
for b3 tne marriages of peasants We were told by the peasants them- 
selves, by people who have Imowledgc of then lives such <is co-operative in- 
spectors, that a faiily well-to-do ciiltivatoi spends about Es 1,000 on gold 
ornaments at the time of marriage and when wc worked out the number of 
marriages which took place year by 3'eai, wc found that there w\as nothing 
left to be hoarded That was how' our figures were worked out 

Then ornaments are made and remade following the changes in fashions 
and there is loss in weight In 100 to 150 years of a golden article there 
is little gold left T do not sav^ that India has nothing left That of 
course is not my assertion The members of the Punjab Committee 
knew the country very well, and the Chan man who had been living in 
the country also loiew the country very' w'ell, and w'e did not find anv gold 
hoarded anywhere 

Mr MacDouqall I have one conciete case A friend of mine, a big 
merchant in Punjab actually told me he had gold m bars in his house to 
the extent of £60,000 

Chan man I belong to the class just above the middle class Sir 
Purshotamdas Thakurdas carried on a discussion with the Editor of the 
Indian Finance There is not much in it You may come across one 
or two such men as Mr MacDougall has mentioned He is a iaader and 



Vi Divadlim Have vou been able to form any estimate after having- 
listened to all these discussions as to whethei double this amount or 
treble this amount oi mouej \\ould be lequired, 

) 

Di Jetclcls No, ccitainh not The amounts which are needed m. 
industiial finance business of banljs develop slowly and oaiefully, and 
they aie compaiatnelj not veiy laige The company statistics show 
that the numbei of new companies formed m India in the last three or 
foUi. years has been small which confirms this opmion 

Mr Devadhar In the last but one line of the same paragraph (para - 
3, page 5) you say — ‘but also the hoarded property in monetary form and 
the amounts used in money lending’ Have you been able to form an 
estimate 

Di Jeidels 1 ha\e not made an estimate ^ { 

. Mr Dcvadhai Do you also include gold and silver? 

D? Jeidch I m.i-\ perhaps call attention to the tremendous import- 
ance of this matter The two sources on which this country can fall back 
for financing industij , are the hoarded money and the amounts used m 
money lending Dor the future development of India this seems to me 
to be a vital aspect 

Mr Dcvadhai You find this tendency — the hoarding of money — m 
'this countiy m excess of what you find generally elsewhere 

Dr Jeidcls Far beyond western countries I do not know eastern 
countries sufficiently to compare to India Between hoarded money and 
money lendmg there is an important difference m this connection Money 
lent IS invested and has to bo withdrawn from one phase of economic 
life if it IS to be invested in another 

Mr MacDouqall In the avciage household the hoarded wealth amounts 
fo Es 100 woith of jewellery 

Chairman Where do you get the statement from^ 

Mr MacDoiigall Fiom the detailed survey of a village by Professor - 
■Chablam 

Chairman Now that you are on this point of hoarding I see you say — 

The problem of hoarding does not appear to have been investigated 
very successfuly in the Bankmg enquiry, and it ought to be 
gone into further in the course of verbal discussion 

I wonder whethei you have seen the evidence, rather the examination, of 
a Professor of Economics of Lucknow University who raised this question 
When we put before him the facts wdiich have come out in the course of 
the enquiries of the provincial committees he had to admit that perhaps 
he had placed too much reliance on casual statements on the subject or 
hoarding He stated also he had not seen the provincial reports which 
were not available to him I dare say you would have noticed, if you 
had read the lepor-ts of the provincial banking enquiry committees, that 
they devoted considerable attention to this question of hoarding They 
sent their investigators who were assisted by some -members of the provin- 
cial committees, to selected typical villages, and there they went into this 
question of so-called hoarded wealth My recollection is that every pro- 
vincial enquiry committee said the same thing, that there is not much'- 
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Sii Purshotamdas Thalurdas At the moment we cannot to-day tahe 
the discussion -any fuitliei A veiy compicliensno papei will be prepar- 
ed by the office AMth the guidance of Lfila Hai Ivishen Lai and aaiII be dis- 
cussed fully I attach to it the greatest impoitance 

Dr 'Hydei Eecently the League of Nations issued a memoiandum on 
gold Thej miestigated the whole pioductioii of gold and its uses. 
What we want you, gentlemen, to considei is this the monetaiy and non- 
monetary uses of gold and aU the iele\ant factois in regaid to all 
countiies It will give you an msight mto the magnitude of the average- 
which a peison caiiies on his person The amount of gold used foi non- 
monetaiy puiposes by all the populations of Euiopo put togethei compared 
with' the quantity used by 320 millions of India will give us a correct idea 
of the situation 

Chan man In that connection 1 Mould aslc the experts to look mto the- 
tables on pages 534 and 535 of the Cuiienc-^ Commission’s leport Mr 
Ayangai will supply copies of the table if \ou v’ant it I ma\ mak© one 
obseivation foi the mfoimation of the experts There is no use theii going 
and getting hold of a man and getting something out of him There is 
Ml Calling, Piosident of tlie Punjab Committee, vho knoMS about the 
conditions of the people Theie is also Lala Hai Kishen Lai, and there 
aie also those to \vhom he icfeis These people do nob go and get hold of 
one man oi tvo men Tlm^ make an enquny tlnoughout the province 
Theie is now anothei committee engaged m making a similar enquiry in 
the Patiala State Lala Hai Kishen Lai has InndK consented to produce 
a papei, and ve can discuss the raatfei vitli the expciP on a latci occasion 
The expeiience of Mi Buckley ns managei of Chnitcicd Bank moic oi less 
confiims oiu geneial impiession I Mas lalhoi smu Mhen I lead that the 
pioblem does not appeal to ha^o been m^ estigatod Aciy succes^fulh by the 
Pankuig Enquii} Committee 

Dr Jcxdels If my remark, that the Committee has not studied vhe- 
problem of hoaiding very successfully, is considcied as a cuticism, then 
I prefer to Muthdraw rt The piovmcial reports have tried to tackle the 
pioblem horn one end, the villageis, Mhom I \\ould jiicfei (o Icarc out en- 
tiiely Mhen speaking of hoarding The othei M.r\ which I expect to yield 
more success is to start from the figures of gold imports and to find where 
the gold has gone 

Chau man If you had examined the eMdeiice, you Mould have found 
all these points discussed 

Di Jeidels I have not found this point fully discussed m the evi- 
dence 

Ml Rushfoith ]\Iay I raise one point about the hoaidmg of rupees? 

Tt seems to me rather au nrterestrng point You mentioned hoarded rupees 
being made available for barrk deposits I am not quitc-suie of my figure, 
but I rather think that within the last 18 months something like 100 crores 
of rupees have returned from ciiculation Now they have only created 
a position Mdnch is commonly^ called redundant cuiiency'’ There is no 
question about it that rupees rn circulation m certain conditions do come 
back to the banks, and it seems to me that the point ought to be considered’ 
as to whv when these iiipees come back to the bank thev create a state 
o crisis instead of facilitating investment The reverse situation happened 
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BO IS different fiom other classes We aie a bit suipnsed when we hear 
about hoarding because it does not tally with what w^e have come to know 
through the reports of the provincial banking committees and oui owm ex- 
penence 

Lala Haikiahen Lai An enquiry was made from office 

in Pimjab which has been selling land for the last ten years, and I pariii- 
-cularly enquiried of the Financial Commissioner how much gold was paid 
for lands purchased by agriculturists, and they said not more than 2 per 
<?ent If a man buys land and has gold or gold currency he will certainly 
produce it 

Sir Purshotamclas Thakuidas When I lead on page 6 that this pro- 
blem oi hoarding does not appear to have been sufficiently investigated, I 
felt that this Committee w^ould be doing extremely incomplete w'oik if they 
did not deal with this myth as I venture to call it, with the impression the 
civilised world has that India is still hoarding gold I wish to suggest for 
the approval of the Committee that one of the Secretaries — and I have 
asked Mi Masani to do it, and he has agreed — should collect all the mate- 
Tial m this regard in the provincial reports, and that we should also have 
the fiist portion of Lala Haikishen Lai’s statement, which is very im- 
portant and fairly full I will also ask Lala Har Kishen Lai kindly to 
let us have a paper on hoardmg I think it is necessary to convince our 
friends on the other side of the table that there is another side to the 
picture, or foi us to be convinced that there is something m this gold 
hoardmg The only way in which gold hoarding is sought to be proved 
till now has been the way in which Dr Trip has put it All this gold has 
gone into India, where is it if it is not in hoards’ Lala Har Kishen Lai 
has, to, my mind, given a fairly full replv, and for purposes of discussion 
I suggest that Lala Har Kishen Lai will agree kindly to complete his 
reply 

Lala Harlcishen Lai I do not mmd 

Sir Purshotaindas Thahurdas After Di Jeidels is gone w’'e will go into 
this question fully again with the rest of them, and try to understand 
how they arrived at the conclusion which I seriously challenge and which 
I know all the Indian friends that I have come in contact with actually 
challenge It is true that we have no figuieg which do not justify the 
inference which you gentlemen and the wmild draw There may be a man 
who has £60,000 worth of gold, I should like to know’- whether the man 
understands anything about currency 

Lala Harlashen Lnl I have heard of a zemindar who has become rich 
on account of irrigation canals He had harani land (land which depends 
on ram for cultivation) He collected sovereigns and put then in qhadhas 
(earthen jars) 

Sir Purshotamdas Thahurdas Apart from any such isolated instances 
it can not be contended by anybody that in cities or rural areas there are 
old hoards I should very much like this to be discussed and T +hmk 
it -will form a verv important part of our report 

Lala Lai What about gold that leaves India for Tibet, 

Persia, Afghanistan, across the borders, of which there is no record 
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be put m cuculation That explains why moie silver lupees weie going: 
out into cuculation from the cmiency reserves at that time I have 
already explained the reason why moie silvei lupees aie coming back into 
the cuiiency leseives fiom cuculation at present and dunng the last 13 or 
14 months, to which Mr Eushfoith has leferred 

Ghmunan That is not a matter which need enter into the investi- 
gation of this paiticulai problem The preference foi a paiticular form 
of cuiiencj oi the contraction of cuiienc}', these aie connected with 
other coiisideiations Those pioblems are not special to India 

Ml Dcvadhai On page 6 you say “Foieign capitoMor India has not 
been eiicouiaged lately by the general state of affaiis Do yOu refer 
to political affairs? 


Di Jcidcls Yes 

Ml Mann Siibcdai You aie not icfeinng to the latio of exchange? 

Dr Jctdels No, I did not have it in mind 

Ml Mann Svbtdai Do ^ou considei that vlien exchange is raised it 
encoiuages capital to go out of the count' v and picvents capital coming 
in, and vico versa? 


Di Jculds I haie not considered the point in this connection 


Ml Bnmdas Paiiivln Have vou pcisnod the report of the Ext-emal 
Capital Committee, iihich Government appointed 1 m o \cnrs ago'’ 

Di Jeidcls No 

Mr Devadhai You say in the second sentence of paragraph 1 on 
page 6 “Piactically all New Loans issued b\ the Goveinmcnt in India am 
iioimalh foi pioductive capital expendituie. Mhich if not by the Govern- 
ment would have to be supplied by the capital market to private enter- 
prise" Which M^ould you lecommend? 

Chamnan Even if his opinion is that the State ought not to we shall 
not be able to make any lecommendation Wo knov vlint the pollC^ of 
the Government is at the moment and that that policy has the approval of 
the Legislative Assembly 

Di Jeidcls It IS not meant to be a cuticism of Go-\ eminent foi dump 
something M^hich otheiwise would have to be done by private capital I 
M^ould only say that the capital market has to take care of those demands, 
Mhethei the\ .ue satisfied bi Go\einment or ly piivate entei prise Take 
101 instance a powei scheme — •whether it is done by a private compnnv 
or whether Government finds the monev makes no practical difference' 

Chairman His point is that the requirement has to he met, -whether 
it IS met by Government agency oi piivate enterpiise 

Lala Haihslien Lai I have just a few questions You said that de- 
bontuies tQuv be listed on tlie Stoclc Excbniig’e So fni ns I enn sec ne 
ha-ve only two active Stock Exchanges, one in Bomnay and the other m 

Gafeutta Do you recommend that them should be moie Stock- Exchanges- 
in tbe country? “ 

Dr Jeidels No 


Lala Harhshen Lai You say that only twp are quite sufficient? 
Dr Jeidels 1 do not deal with the question at all 
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3 u 1923, 1924 and 1925, but it was in the othei dnection Theie w'as a very 
large demand foi lupees wdiich was met entnely iiom the balances of the 
Impeiial Banlc, to such an extent that not only Indian Ghambeis but the 
Bengal Chambei at the Associated Ghambeis meeting drew the special atten- 
tion of Go-veinment to the fact that there was not sufficient cuiiency to 
imeet the legitimate lequuements of tiade and banking 

Chatrman Of couise the return of cunency fiom cuculation is due to 
many causes which are well known to us A perusal of the report of the 
'GontroUei of Guirency bimgs out the facts The principal one is that 
commeicial banking facilities at outstations aie piacticallj non-existent 
“There aie no institutions into which the ryot can put his savmgs When 
the ryot gets moie foi his ciop and has moie wealth geneially theie"is a 
demand for rupees When owmg to depression or some other cause they 
are not so well off, rupees come back fiom cuculation That is not a 
problem which is special to India In any case the rupees come out of the 
cunency offices, we do not Icnow whether they come back to the banks 
01 not, but even if they do not that only means that banlang facihties m 
India are not yet fully developed 

Mr Khaitan The question of rupees going out of the cunency and 
of rupees coming back into cmrency has got to be consideied fiom another 
■pomt of view’’ also This matter received the special attention of some 
members of the Gommittee of the Bedeiation of Indian Ghambeis of Gom- 
merce and Indystiy at a formal discussion of which no report has been 
pubhshed It seemed very strange that 3 ust when the Government of 
India wanted to sell silver by a peculiar coincidence more silver rupees 
were coming into the currencv reserves than at any time previously We 
made certain inquiries from which it appeared that what happened was 
this Boimeily rupees circulated freely when they came in payment of 
Government revenue because they were given back in payments which had 
■to be made by Government for any purpose whatever Since the time 
when the Government of India adopted the pohcy of selling silver, I may 
soy, for reasons which I need not discuss, against the wishes of the Indian 
people, — since that time silver rupees received in payment of Government 
4ties etc , have been going into the crmency reserves, and when money 
has to be paid out it is paid in currency notes Therefore wdiat i^ now 
happenmg should not be compared with what used to happen The Gov- 
ernment have adopted a sort of artificial method of drawing silver rupees 
into the currency reserve which m previous years would have been in 
circulation Mr Bushforth has referxed to 1923 and 1924 Two factors 
have to be home m mmd m consideimg what happened in those years 
Just previously the price of silver had risen to a very high level and 
people coud not get silver rupees in the way they demanded, and the high 
pnee of silver induced people to think that having silver nipees in their 
hands really meant having actual wealth That was heightened by the 
Govemmen’t issuing notes instead of rupees Perhaps the Government 
had not enough silver m then hands — 1 do not wish to blame anybody — and 
as youloiow, they had to make arrangements with America and the Pitman 
'Act was passed in America ^or the purpose of helping India with silver and 
that action continued for some time And at that ’time because the Gov- 
emment had abandoned its intention of stabilising exchange at 2sh gold, 
the process of contraction of cunency that had taken place before ’then 
had to be given up for the time being, and more currency was required to 

^OL. IV. p 
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Chairman Before he answers I would hke to say that this is a question 
of Government pohoy and pohcy which is approved by the L^slatiye 
Assembly, and although I should have been delighted to ask Dr Tnp 
to place before us his criticism of the present action of Government the 
solution of that does not really he in our hands 

Dr Trip I thank you very much, because if you had not said that I 
should have said the same thmg 

Lala HarJcislien Lai Then there are other sources from which we can 
possibly have more money placed at our disposal ^ I mean that msurance, 
exchange, freights, etc , are now largely appropriated by foreign agencies 
Suppose we }umped m there, don’t you think we would have more money 
avilable from those sources for better banking facilities, for industnes and 
iarade generally? 

Dr Jeidels I have studied the report of the Actuary m regard to the 
msurance funds The insurance funds of foreign companies are also in- 
wested m this country 

Lala Harkishen Lai I am thinkmg more of insurance for marme and 

&*e 

Dr Jeidels The premium reserves for insurance, whether it is done 
fby Indian or foreign companies are kept in this country so far as their 
Indian busmess goes 

Mr. Barker There is no legal piovision 

Mr Khaitan Do you think there ought to be legal provision for that? 

Dr Jeidels I do not wish to express an opinion about it I only 
!know that the msurance compames hold about 50 crores in Indian assets 

Lala Harkishen Lai Mostly Government securities? 

Dr Jeideh Yes 

Mr. Khaitan May I take it that in your opinion if there was such a 
piovision m law it would be quite fair and equitable ? 

Dr Jeidels I think it would be worth considering 

Lala Harkishen Lai There is another suggestion which is sometimes 
made and is qmte m keeping with the views we have been expressing, 
■and that is that if the money lenders, the indigenous banker, the Joint 
"Stock Banks and the Exchange Banks and the Imperial Bank were some- 
how or other hnked together there would be more reserves available for 
capital 

Dr Jeidels This has nothmg to do with the capital market 

Lala Harkishen Lai What I mean is that all these various parties 
have to keep decent cash reserves independently of each other, but if 
that weie all pooled together the total required for the puiposes would be 
less 

Dr Jeidels But it would not be available for capital 

Lala Harkishen Lai But it would be available for banking facilities? 

Dr Jeidels Yes, for tanking facilities 

Lala Harkishen Lai Now, a last question You recommend the m- 
troduCTion of foreign capital more largely if we want to progress in the 
industrial line Would you kindly say on what terms it would be right 
fov us to get foreign capital into this country? 
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Lola HaiLishen Lai Does it not imply that if these things have t<- 
go through? 

Dr Jeidels If theie is ajiegulai demand upeounti-y to buy and seh 
securities, then, in those places, I think theie ought to be Stock Exchanges 

Lala Haihshev Lai 'How is a Stock E:^change brought into exist- 
ence? 

Dr. Jeidch They aie genei ally, started by Chambers of Commerce, on< 
the Buiopean Continent, they have taken ,the initiative 

Lala Hq,rlctshen Lai You have mentioned two sources fiom which 
further capi^ial, may be got, one foreign capital and 'the other the hoarded 
money Would you add any other source to those two^ Eor example, 
we beheve that the national savmgs of the country are appropriated largely 
by Government loans, cash certificates and so on Don’t you think that 
some portion should be left over for commercial banking and industrial 
banking^ 

D? Jetdeh The problem has two sides, one is whether the competi- 
tion of postal savings institutions is quite fair and ought to - be encouraged 
The other side is what should be done with the monoy collected in this 
way^ Should it be credited in the Treasury and used like the proceeds 
of every other kind of Government loan, or should it be devoted to eco 
norme purposes of the country^ As regards No 1, I approve of the policy 
of savings institutions As regards No 2, I think, if these deposits in- 
crease, it IS woi'th considering whether part of that money should not be 
led back into the economic life of the country from where it comes I 
compiled some figures about savmgs institutions in my own country — 
they are not Government institutions, but public institutions, mostly muni- 
cipal — , what they do with the savings deposits, whether they go entirely 
directly or through investment in Government securities,- into the treasuries 
If the amounts increase, I think the policy in India ought to be leconsi- 
dered 

D?, Trip May I ask here Do the Government use the monev thej 
get from then postal savmgs certificates for their capital expenditure? 

Chairman That is right 

Di Trip It is not used for the normal expenses but for then capital 
expenditure, and for that the Government would be entitled to go into 
the investment market m order to boiTow theie the money required 
So that there is no difference If the Government were to invest those 
monies m private bonds and debentures then the Government would have 
to borrow more money in order to carry out then programme of capital 
works 

Lala /-^arlashen Lai Some of us hold the view that m spending tlih 
money j I capital works the Government is inclined to favour one kind of 
undertalnng more than others We feel that the national growth ought 
to be more harmonious on all sides I mean that the growth is rather 
lobsided Too much is spent on railways,, for mstance, while other things 
are overlooked Suppose there is something in the view. we hold, ought 
not then these monies collected by Government to be more equitably ap- 
portioned'^ 

p 2 
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il/7 Khmtan Thgt is not the position in India The Foreign Ex- 
^dianpre Banks that aie opeiatmg heie have got their share capital at the 
-place of origin They are here trading on deposits received in India 
Generally speaking most of their businesses is earned on with inter m 1 
capital You have said that m certain circumstances foreign capital may be 
good for the development of the country _ I do not want to express my 
vievs on that one -way or the other I am not talking of racial discrimina- 
tion, but I am iiuttmg an economic question Don t you think some 
scheme may be der ised whereby foreign capital may be more utilised for the 
purpose of financing foreign tiade, and the internal money that is at 
present going into the Exchange Banks for financing foreign trade may be 
made available foi the de-velopment of industries inside the country so 
lhat w^hat is supposed to be the bad effects in both may be got rid of^ 

Di Jeideh These deposits arc put m fhe bank as deposits and are 
not earmarked for foreign trade These 70 cioies would certainly be 
available for other investment if the depositois instead of putting their 
money in the Bank, would buy securities 

Di Tup That is available for investment 

Br Jetdels Deposits with Eoieign Exchange Banks or ^^lth the Im- 
peiial Bank oi wntli the Postal instituiion or the Joint Stock Banks are 
,no doubt the same kmd of capital and cannot be distmguishcd as deposits 
•with this or that group of banks, thej are all bank deposits 

Mr Khatian Supposing w'e are able, b} putting our biains together, 
to evolve some practical scheme 

Di Jeideh A practical scheme could onlv be to appeal to the 
depositors who now deposit then money wnth the foreign exchange banks 

Mi Khaitan If it iS satisfactorw to the depositors, do you thmk that 
would be a correct waj of putting our brains togethei for finding a 
solution ^ 


Dr Jetdels Every depositor in a bank, whatever kmd of bank it is, 
may, of course, be persuaded to do somethmg else wuth his money than 
to deposit it with a bank If you woik out a scheme which makes it 
more desirable to bank depositors to ln\e then monej invested in some 
other way than in bank deposits, you may tij- such scheme None has 
occurred to me In writing the memorandum and estimating the size 
of the capital market, I included the banlc deposits as available for in- 
vestment I assumed that everybody w^ho is a depositor at the moment, 
with w’’hateiei bank it may be, maj be persuaded to invest his monej, 
deposited at present with a bank, in some other wniv, if something more 
attractive can he offered to him 


Ml Khatian There is nothing inherently wrong in what I have said? 

Dr Jetdels There is something inherentl}' wrong, if you think of 
any other way than appealing to the depositors 

Mr Khatian I did not suggest that Supposing w^e can evohe a 
good satisfactory scheme I am not thinking of any legislation 

Dr Jetdels Legislation for this pmpose would be very difficult 

thinking of wild schemes of that character. 
^ practical, good and “aatisfactory scheme that would 

^.otbmg “'‘5' 



Dr Jetdels I can make only a veiy general remark I do not see any 
objection to take in more foreign capital if it is for really important pur- 
poses of development of national resources 

Lala Harktshen Lai In 1909 when I was in London a friend fold me 
to beware of foieign capital for the leason that it is apt to monopolise the 
whole field What therefore I' wiant to know is whether capital intioduced 
on a monopoly basis would be helpful to us, or rathei would it not be 
bettei if We sot the capital by way of loans on reasonable rates of mteiest?" 

Dr. Jetdels I would piefer the later 

Lala Harktshen Lai But now I am askmg you how can we get that, 
have you any suggestions ^ 

Ghatrman I do not want to mteifere but that is a question which Di 
Jeidels has answered m reply to Mr Bamdas Pantulu on a previous occa- 
sion 

Lala Hatkishon Lai That is all light, but I am askmg how we should 
get that capital I have eertam suggestions to make Por purposes of 
development the Canadian Grovernment backed debentmes and bonds m 
the London market I wias told that by a Canadian expert who came to 
the Punjab in connection with an iron and steel scheme which was 
bemg put through by a European syndicate He told me that if the Grov- 
ernment of India would back debentures m the London market on the 
Canadian model we could get all the capital we wanted for development 
purposes 

He had not one case but seveial cases He himself was a Canadian. 
They applied to the Government of India The Government of India 
said that they had not done it befoie, that it would be a departure 
from their policy and that they must ask the Secietaiy of State There- 
foie the mattei was diopped The fact is that the Canadian Govern- 
ment had been doing it and some people beheve that they aie still 
domg it Do you lecommend anything of that kmd as leally helpful to 
the introduction of foreign capital into this country ? 

Dr Jetdels, I do not like the Government going round m any country 
and trying to find money for industrial oi business purposes Theie are 
many practical possibdities for India to get foreign capital; the country is 
using a veiw laige amount of foreign capital, and I do not see why it 
should not contmue. 

Ml Cassels About the Canadian Government guaranteeing Industrial 
Banks, I have not heard of it 

Lala Haiktshen Lai I will be able to produce pi oof 

Ml Khatian Di Jeidels, you hape been advisini us that foreiyn capi 
tal may in certain circumstances be good for the country Do you thmk 
it would he advisable to have some scheme whereby foreign capital may be 
used for the puipose of carrying on the work of the Exchange Banks which, 
aie at present engaged in the financing of foreign trade and the mtemal 
capital, which at present goes to the financmg of foreign trade is utilised 
for the development of industries instead of foreign capital bemg utilised 
for developmg internal industries^ 

Dr Jeidels It would mean to replace the share capital of Exchange 
Banks devoted to foreign trade finance The capital invested in foreign 
exchange business are the shares of those banks 
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Mr Manu Suhedai Do you have contiol bj' b-ovemment of exporfr 
of German capital abroad’ You had it during the immediate post-war 
peiiod 

Di Jetdels In a way, theie was a regulation foi money going out 
of the country, it was not prohibited, but subiect to certain contiols 
paitly by the Beiehsbanlc foi cuireney purposes, paitly by the Income- 
tax authoiities 

Ml Mami Suhedai And the Centiol Banking Institution v as expected 
to express its favoui or disfavoui of such expoit of capital? 

Dr Jeidels No 

Ml Manu Subedar Does legulation or control of expoit of capital 
exist m any European countiy now? 

Di Jeidels If the Bank of England does not consider the time ap- 
piopi’ate for floating foreign loans — ^that is <i kind of export of capital — 
it intimates this opinion to the issuing houses It is not forbidden and 
there is no law vhich could forbid it But fiiendlv advice rs given by 
the Bank of England to the issuing houses which is as good as lav 

Ml Maim Suhedai The puipo&e I had m mind is this I want to knov 
whether agents of foreign Governments and foreign concerns foreign 
municipalities oi foreign industrial concerns, are allowed freelj to ad^el 
tise the prospectus and canvass for German, Dutch, Erench or English 
capital, and whether there is an^ control or regulation as to the amount 
or as any other national from puichasmg these securities’ 

Di Trip No 

Di Jeidels There is this kind of embaigo vhich the Eedeial Deserve 
Banks in U S A also exercise It a foreign loan is advertised m 
New York, a German loan or a Hungaiian loan, then capital is exported 
from the United States to Germany or Hungary 

Ml Manu Suhedai Would you allov Eiencb bonds for example, or 
New Zealand forests bonds being sold fieel}' in Geimanv? 

Dr Jeidels Certamly 

Mr Manu Suhedai Is it the same m all European cuontiies’ 

Di Jeidels In Gei-many at least it can be done 

Mr Gassels It is the same in England 

Ml Manu Suhedai Is it the same in all European countries to vouf 
collective knowledge? 

Dr Trip There is this restriction that the Government has to aliov 
the quotation m the stock exchange 

Dr Jeidels But there is no prohibition for the individual to nuv 

Mr Manu Suhedar The stock exchange gives quotations for foreian 
securities’ 

Dr Jeidels It does 

Mr Manu Suhedar The transaction is done openly? 

Dr Jeidels Yes 

or o^eiwise’ There are no lestnctions either on the individuei'' 
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Di Jetdels TSTo ' 

Dr Hydei How do }oti iaise capital m the foieign mailrets for 
'Geinian indu&tiies? 

Dt Jeidels It is mostly done in Geimany by issuing bonds in foieign 
markets, it lias been done in tbis way foi laige amounts 

Di Ryder Do the Banks give any guarantee? 

Dr Jeidels No 

Di Hydei Any industry woiks up a scheme and offeis it foi sub- 
“sciiption ^ 

Dr Jeidels Two banks in Germany have issued their own debentuies 

-on the Swiss pattern There exists in some countries a system of bank 

debentures Swiss banlcs foi instance, and to some extent Swedish 
Banks and, principally in the past Hungaiiah and Austiian Banks issue 
bank debentures These debentuies aie different fiom long term mdus- 
tiial debentuies, inasmuch as they matuie in 5 yeais oi 10 'yeais The 
'two Geiman Banks mentioned have issued such debentuies foi 25 and 
foi 15 million dollars lespectivelj- 

Chaiiman These supply long teim loans to the industij ^ 

Di Jeidels They aie intended to supplj long teim credits, it is an 
experiment the success ot which is not yet quite assiiied The Swiss 
Banks follow a different purpose and use the pioeeeds m then shoit teim 
bufemess, jt is an old piactice there and a very popular method of 
-attracting special classes of savings 

Chairman One is a long term advance to the industiT, the other is 
foi a short term purpose 

Dr Jeidels Yes 

Dr Ryder Aie there any lestiictions imposed by your country in 
case an mdustiy wants to laise such a loan in foreign countries for the 
purposes of the industry*’ 

Dr Jeidels There is a certain control I do not enter here on the 
interesting problem whether a country ought to import foreign capital 
In my country where capital had practically disappeared owing to post 
war inflation, it has been considered necessary b-^ individual business 
-enterprise and also by Government in its various forms to get capital 
wherever available But as it is doubtful to w’-hat extent a country ought 
to be indebted to other countries, there is a regulation since 1925 or 1926, 
bv which Government permission is lequiied for municipal, state and 
provincial loans issued abroad For private industii.il bonds only a soil) 
of expert opmion of the Central Banking Institution — ^the Beichsbank — 
IS leqinied 

Dj Ryder Opinion of the Central Banking Institution about the 
soundness of the venture? 

Di Jeidels Whether it is proper for that kind of business to use 
foreign capital in the form of bonds sold abroad 

Dr Trip That is an emergency measure with regard to the present 
conditions prevailing W Geimany — d\^g to lack of capital in Germany 

Dr Jeidels It is an emergency measure, there has never existed 
- silch legislation prior to this emergency The regulation has been changed 
Several times m order to meet the requirements of the case 
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?vfr Jeidels It would be a duplication, because the deposits aie partly 
invested bj the banks m treasury bills 

,Si) Puishotamdas Thakuidas It is not all tieasuiy bills However, 
that IS a small thing when we aie counting 200 cioies In this total 
of 1,046 cioies aie not included (1) steilmg capital actively employed 
m India, (2) hoaided money, that is, I suppose you mean gold and 
silvei which is in hoaxd (3) co-opeiative deposits, and (4) the indigenous 
bankeis’ and money lendei’s monej These theiefoie aie unceitain factois 
Now the total of 1,046 eioies woiks out pei head to Es 31 Can you 
tell me a similar figuie foi investments in othei countiies^ — ^Theie aie 
such estimates, hut I do not have any mateiial with me 

Si] Piushotamdas Thalia das What I vant to compaie is liou bioad 
the investment maiket is as compaied with the needs of this conntiy in 
compaiison vith then actual existence in Canada, in Holland, in Geimany, 
and othei eountiies Youi conclusion is that the investment maiket as 
it exists m India is not one about ulnch ue need be ashamed I want 
to show how impeifeet it is and how unsatisfactoiy it is — ^It xequires 
ceitain ciiticism oi methods, and it theiefoie takes some time to prepare 
such estimates 

Sii Puishotamdas Thaluulas \ye know that 1,040 eioics in this 
method includes an unknorvn factoi uluch we will liave to guess What 
IS it in othei countiies where it is shonn that theie aie bettei and moie 
up-to-date statistical data^ — Figures for such statement are available, 
but I doubt whether I can gather them from the material which I have 
with me m India 

Sii Puishotamdas Thaluidas Before I, as an Indian, can accept this, 
1 would like to know wheie we stand What is the 'proportion as 
compaied with tohei countries'?! shall see what figures for othei cormtnes 
I can make available With regard to Erdia I have tiied lo be caieful m 
ariivmg at the estimate offered 

Sn Puishotamdas Thaluidas I do not take exception to what you 
have said If oui investment maiket m India is hioad enough or 
reasonably broad for the lequiiemonts of this countiy', we ought to know 
how it compaies vith the investment maikeis of other important countries 
I wonder if Mr Cassels oi Di Tup could help us — Di Tiip It is very 
difficult D] Jcidcls I think there are some estimates in Germany 
about it, not only on the total capital of Ihe countxv, but also the part 
of it winch one may consider as investment market 

Sir Puishotamdas Thaliadas If vou would agree m the method of 
assessing this and use it for India and for two or three other countries 
of the woild, then the reasoning has a value foi us W'e would like to 
know how we stand in legaid to the other countries — ^If I cannot supply 
the figures heie, I shall communicate with Mr Ayangar from home As 
inteiesting as such comparison is, I would like to draw' the scope some- 
wiiat narrow ei My ob3eGt is not to show the capital market of tins 
country compaied with other countries, but whetbei the field is laige 
enough to justify the banking institutions of this countiy to entei the 
e d of maustiial finance That w-as my' only' object m offering an estimate 
of the Indian investment maiket 

Sii Puishotamdas Thalurdas It may be too small, therefore w'e must 
ave comparisons It may be too small, but my impression from the 
guies IS that banks, such as the Imperial Bank, could do the same 
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Dr JejdeJs No lestiiction on the individual Theie is only the policy 
about foieign issues 

Chan man The Banlc of England may arrange with the issuing 
houseb not to issue a loan^ 

D? Jeidels Yes In Geimany, foi mstance, theie is no legal les- 
tiiction to issue a foreign loan, but some central authoiity might mtimate 
to the banks that it does not consider the time oi the object as suitable 
foi such issue, it is a question of policy In Erance also such policy 
is quite openly exeicised 

Ml Manu Sahedai We know a lot more of England I should like 
to know what Is the position with legaid to othei eountiies Would vou 
allow, let us say, an invitation to Dutch capitalists to buy South Afiica 
bonds free^ Would the Bank oi the Government as a mattei of pohcy 
01 practice prohibit it 9 

Dr Trip The position is absolutely free, even in Dutch banks, as a 
mattei of polic} It is only the Stock Exchange management who look 
into the question if it is a leal loan, and if people are not cheated If 
it IS a leal loan theie is no objection whatever against even the quota- 
tions of such loans 

Mr Manu Suhedai The Dutch Banks as a matter of fact place on 
the Dutch maiket Dutch colonial secuiities? 

Dr Trip Yes 

Ml Manu f^uhcdai Would they place on the Dutch market any- 
foieign securities^ 

Di Tup Oh yes They e%en placed on the Dutch maiket a lathei 
big amount of Cuban loan which was intended to help the Cuban sugar 
factory which was at that time the biggest competitor of the German 
sugai factory Public opinion was not very much foi financing that 
country, but the banks did it and the public accepted it and it has been 
in the stock exchange 

Mr Manu Suhedar Would the same oppoitumties be permissible for- 
placmg Indian loans in these markets? 

Dr Trip Yes 

Ml Manu Suhedai Would you help us then with some constructive' 
suggestions as to how it can be done^ 

Dr Trip I think that the best thing to do is foi the lepiesentative 
of ihe special interests that want to laise money in this country to go 
over to Holland and enter into conversations with the Banlrs suirvey the- 
position and see whether it would have success oi not But theie 
would be no limitation and restriction on then buying 

Sir Pui sliotamdas Thakmdas You say in your memorandum (page 5) 
that you have audited the statistical figures I have tried to take these 
figures and to bung out the unknown factors, w^hich you have referred 
to in the end Your first item is 76 ciores — ^paid up capital of joint- 
stock companies — ^Your next item is 400 eioies of Government securities 
The next one is 70 cioies for municipal and port trust loans and the 
fourth one is 300 ciores deposits with hanks and the post office The' 
total of this would be 1,046 ciores I do not know' w'hy you exclude - 
treasury bills 
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Dr Trw Is theie not a possibility of a change ’ As mdusiiy com- 
mands the confidence of the public, the class of people .vho aie piepared 
to invest in them will come with expeiience 

Su Piushotamdas Thalmdas Then it is a question of hoping that it 
lull mciease in futuie It is not a ciucstiou of taking the complete figmes 
foi to-dau 11 Inch is nothing like 700 cioies, but only ^5 crores— Dr. 
Jeidch I cannot agiee uith }om lathei hopeless statement 


Sn Piashotamdas TJialindas We aic tallung of the fact, viz, that 
to-dav the imestment in shnies and joint stock companies of all sorts 
-ncludm^ mdustiial banks, msuiance and even thing is 276 cioies of 
lupecs These aie the actual figuies I nondei why you have taken the 
\alue of shcuos m the hands of the public at 125 cioies You have taken 
it at 95 cioies and say that some of them stand at piemium — have 
deducted those shaies vhich I jnesume to belong to managing agents 


Chan man Tf it is not 276 eioics, then undoubtedly the position is 
that the vhole of the 276 cioies aS not m the hands of the pnvate 
investoi and accoidmg to youi assumption, it is only 125 — The best 
oiganization I evei saw foi distiibutmg investment and educating the 
investing public, is the National City Company of Kev Yoik Among 
then clients theie aio ceitainlv many nho had to be educated fiom 
investing exclusiveh m iailva\ bonds to an investment of a moie diveisi 
fled natuie and a liigher aveiage >ield T vould lecommend to Sir 
Pmshotamdas Thakuidas not to take an unfavouiablc view about the 
capital maiket, it could onh result in discouiaging the banks horn entering 
the field of mdustiial finance Even if one is not optimistic about the 
immediate lesults, one is entitled to hope for the futuie 


Sir Pmshotamdas Thalwdas I vas only ti\mg to understand the 
picsont and in India hov fai we should be hopeful oi pessimistic is 
a matter of opinion — ^It is the question whether one may expect a bank 
like the Impeiial Bank to enter the field If an optimistic opinion on 
the capital market is leally proved to be unjustified, then of course the 
bank cannot entei the field 


Chan man I thmk that Dr leidels has told us that attempt should be 
made to educate the Indian luiestoi to put his moue\ in industrial invest- 
ments as distinct fiom investment in Government securities Now if we 
take the lequnements of the countiy as a vhole, that is the leqiiiiements 
of Government as well as of private industrial ventures and if ve can get 
people to show a preference foi private industrial mvestment rathei 
than for Government securities then obviously the Government will have 
to borrow more m foreign markets and that would not improve the 
situation In the next place theie is bound to he always a class of 
people V ho piefei to m’sest m the safe form of Government ‘securities 
Beeenth in London T vas told that there is a class of people v.ho won’t 
touch am secniities othei lhan Government securities, and I thmk I 
am conect in assuming that that is the position m eveiy country 

Di Jeidels That is so m every country 

Chairman Theiefoie the education of people m that lespecl is not 
leallv a solution of the pioblem I agree that the figure of 145 crores 
tloes not make ns feel very optimistic about the possibilities of private 
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‘business as oui banks m Geimany do if tlie'^ begin to cultivate it I tiy 
to find out wlietbei those conditions exist heie, at least; to an extent, which 
■make such kind of banking possible in othei countiies 

Str Piirshotamdas Thahurdas The figure of 1046 cioies maj be too 
big, but compared vith the size of India and the lequiiements of 320 
millions of people, it may be too small I do not know hov thig can 
be put foiwaid If I wanted to do it in the foim of a lepoit, I must have 
some data of the figuies in othei countiies, — I w^ould not recommend to 
use my figuies beyond the mvestigation of the problem, whethei India 
has a sufficient capital maiket to ivairant the enteiing of banks into the 
field of finance If theie is no capital maiket, one cannot suggest to 
a bank to tiy to place oi to encouiage debentuie -issues Should you 
propose a general statement about the investment maiket in India m 
compaiison with others I would not lecommend to use my figuies ]ust 
as the\ aie collected to show that banks m this countiy aie stiong 
enough foi the kind of business undei discussion 

Sit Pmsliotamdas Thai in das Why then do you include Government 
securities and Poit Trust and Municipal loans — ^Because thev constitute 
capital investment 

But tlie-^ aie not mdiistiial — Wh\ should not those who invest in them 
’ buy industrial debentures? 

Sii Puishotamdas Thalnidas The man who exposes his capital to a 
little iislt; and tries to earn a higher dividend may lose his whole capital 
“The one who is satisfied with a smallei return of 4, 5 or 6 pei cent, 
as the case may be, on municipal or Government paper, will not look at 
anything else — I am aware of the fact, that in this countij' the public 
are used to invest piincipallv in Government secuiities, but I have no 
doubt, that there exist not few investors, wffio adhere to the principle of 
diversified investment The most primitive investment is hoaiding, the 
eounteipole is the diveisified investment in securities Those wdio cheiish 
a diversified investment are most readily available foi purchase of indus- 
trial securities How large the amounts available are, I think nb statistics, 
but only piactical experience, can show 

Sir Pwshotamdas Thahindas You are looking at what is available 
to an industrial bank as ion call it or to mdustiial banks and not to Port 
Trust or Municipal funds Those wdio invest m them do not invest in 
Goveinmbnt securities — I admit that the public outside of business sphere 
generally prefer Government securities But even if you take this as a 
general rule, I believe that there still remains a field for industrial finance 
I have emphasized that banks cannot enter the business of industrial 
finance safely without the existence of a capital maiket, and therefore, 
Wished to Strengthen my argument bv eventuallv furnishing the proof 
- or at least forming an opinion, that this indispensable condition exists m 
India You know that one of us has reserved his opinion on the question 
whether conditions here warrant the banlcs entering this field, I fully 
appreciate such reseiwation and wished the more to be 'prepared to argue 
Idiat a sufficient numbei of investors are available to buy secuiities 
resulting from industrial finance 

Sir Puishotamdas Thahuidas There is nothing like 700 cioies which 
you give — ^It IS not necessary to have 700 cicr’es available — I only argue 
that the investment field lies inside of those 700 croibs and with the 
■ investors who hold them 
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If flio public ocn be educeted to take up moie b.gh-cluss mduetual 
dLntmc then Go^ernmeut uill look out as to flud money elsewhe^ 
OTd mlstrv u-jll have pushed itself into a more piomment place in the 
iiaincial inailcet 


Chavman In that legaid I think 1 have alieacl% diavn attention to 
the fact that the prefeience foi Government securities is not special to 
India Yon have admitted that and I am not sme am amount of 
education will help the situation I suggest that it depends laigely oa 
the amcnnT, ot -nailable sa^mgs a man has Ho\^evei )ou may educate 
him if his <?avin<TS aie limited and he vants to iinest foi the benefit of 
his childien he will probably always feel shy of mdustiial secunties 
and vill pietei Government secunties, which give him a safer leturn 
He docs not want so much to speculate and inciease his holding, as to 
have it safe at a moderate interest foi the benefit of his old age oi 
famih And m a countiy like India wheie individual wealth is veiy hmited^ 
that factoi will alwavs opeiate in spite of am education 


Di Jeulels I mav diay youi attention to a fact of importance to- 
the capital market in this country, the bioadei imagination wdiich Gov- 
ernment has shown by inventing attractive securities to the market, a 
spiiit which nidusti\ has not showm industrial bonds offered are more 
or less uniform, 6 oi 6^ pei cent debentures with no special attraction 
What also calls foi eiiticism is the small size of most debenture issues, 
it i& scaiceh possible to create a leal market for . small issues Indus- 
trial debentures at present <ue indeed, on the whole, not sufficiently 
attractive to the public, compared with Government securities It is 
not so different in m'v own countij w'here especialh the municipalities 
have shown a marvellous sense for invention of attractive securities To ■ 
give the public a similar choice of industrial debentures is m mj* opimon 
the banks’ business, thov ought to offer a richer menu to the investor 


Mr Cassels I understand from this comeisation that Government 
securities are very much sought after in this countiy 

Chan man Among a ceitain class of investors 


Mt Cassels And Dr Jeidels says that the Indian Government pro- 
vides a very select bill of faie for that puipose Having 'regard to these 
facts, It seems to me that the rates of interest the Government offers 
are unduh high It is not «:o much that the debentures of industrial 
conrnanies are too low, hut that they are too low in comparison with 
Government securities It is quite natural foi an individual to say, 
“I can get 6 pei cent on Goveinment «:ecuiities and 6^ per cent on an 
mdustiial debenture I wnll neglect the I per cent and go for safety 
How IB it explained that Goveinment offers such cood terms — ^I mean 
year m and rear out they offer such good term-,” 


Chairman It would not he possible fo’ me to answer that question 
t Ip leallv a rnatter for Goveinment, and as I sa>, the solution camiot 

Banking Enquiry Committee but perhaps by a 
c ge in the present machmeiv of Government But that we carmot 
discuss heie 


Ifi 


^ wondered why it w%as so different in India to other 
fhpvofAi bnovv Government securities offer a veiv low rate and 

therefoie do not compete with ]oint ,tock and other industrial ventures 



221 


-anvestment to o greater extent in these mclustiies But even assuming 
- that that were possible, that does not in any way help us m legaid to the 
importation of foreign capital, whethei to meet Government needs or 
'the needs of private industries 

Dr Jctdcls With legaid to foreign capital foi industiial needs I do 
not know wdiethei there aie instruments foi getting it 

Chairman I lia^e not mentioned that because instruments may be 
available Some of these joint stock companies may try to raise loans 
m foreign markets I believe Tatas have successfully floated debentures 
in foreign markets So I am not sure that instruments aie not available 
It may be done through one of the Indian banks or it may be possible 
-to do it tlnough an Exchange Bank I am merely trying to pursue the 
matter from the point at which we left it before lunch I think youi 
idea firstU was that the investment miiket in India cannot be looked 
upon in any derogatory way from the pomt of view of mvestment alone 
' llren I think you said that if we educated people to take more interest 
in these industnal schemes than in Government securities, in which the 
rfatistics show they invest more largely, that might make more capital 
Available internally for purpose of mvestment in these mdustries Well, 
'there is the other difi&culty It that did happen the Government would 
have to borrow more laigely m foreign markets, assuming that Govern- 
■ment requirements for capital stand where they are now But that is a 
question for Government If Government says they will not take so 
much capital from the Indian moneys maiket as it now does, then 
obviously more capital will be available internally for these mdustries 
I know it IS an argument which has often been used against Govem- 
•ment But as I said the capital required by Government is after all 
discussed and settled in the Legislative Assembly of the country It 
'may be that that Asserablv, accordmg to Lala Harkishen Lai is not 
properly constituted, but the solution of that matter does not he here 
It IS bemg pursued elsewhere 

Dr JeideU If you assume that industrial debentures wiH take away 
some of the money from Government securities then, of course, and 
to that extent Government has to find some other market 

Chairman That was my point If Government requirements lemam 
the same, and if by propaganda or special inducement a large share of 
the local capital is transferred to mdustnes not mm by Government, that 
does not help the country as a whole It means large Government 
borrowmgs outside the country 

Dr Jeidcls In my country there has always been competition between 
' Government issues — in which I include municipal, state and federal loans 
— and pnvate ventures in the mvestment market Indeed competition, 
s rather keen because about 50 large municipalities come separately 
into the maiket If only a limited total amount can be rawed in the 
Indian market and the rest has to be found m foreign markets, for the 
country as a whole it remains the same whether Government boiTows 
outside or the mdustiiahsts It is the concern of industry to k ok to its 
own finances and it must not be put in the corner by Government needs 
It is a quite fan and necessary competition Industry ought not to be 
satisfied to have to stand aside because Government needs money I 
do not dispute what you have said, I am only enlarging on it a little 
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I;aZa Hai\islien TjuV I am not questiomng jour wisdom but your state- 
ment I want that that should not be taken down as the Committee’s 
opmion 

Ohanman I did not sav that it was the Committee's opinion, I was 
only expiessing a personal opinion 

^ Sit Puishotamdas Thahurdas On page 7 you end up with this sentence 
“If the country can oi -will not make lioai dings or foieign markets avail- 
able foi those investments which supply the capital needs of industry and 
agiicultuie, neither the banking system nor the individual banks can bo 
'blamed for slow piogress” 

You mean slow progress legaiding the economic developmenj; of the 
I country as a whole? 

Dr JeideJs Particular^ industrial development 

Sir Purshotamdas Thakurdas You have told us your opinion about 
foreign capital being good for India 

'Di Jetdels I am not sure on this point, please take it as an advice 
''Within limits 


Sir Purshotamdas Thakurdas I understood from the verj start that 
you advised us to keep on the foreign capital in the country and not to 
'bang the door against the further inflow of foreign capital I understood 
you to say "Do not disturb the foreign banks and foreign institutions 
which afford finance in the country’’ 

Dj Jeideh Yes 

Sit Purshotamdas Thakuidas Therefore, \oui point is that the capital 
which we have from abroad is good for the country^ 

Dr. Jeidels Yes, jou have it anjhow, you hve on it 

.Sir Purshotamdas Thakurdas Therefoie don’t disturb it? 

Dr Jeidels Yes 

Sii Purshotamdas Thakuidas Then, later on, jou said what would 
imply that there are other w'ays of attiacting foreign capital Is that what 
you mean? 

Dr Jeidels I did not mean that 

Sir Purshotamdas Thakuidas Then I think we had best leave it at 
that If youi pomt is don't disturb what you have at present and you 
stop there, I have no more questions to ask 

Dr Jetdels I say the foUowung if hoaidings and foreign maikets are 
not made available, one has to take the consequence 

Sir Purshotamdas Thakurdas Then the natural corollary from it is 
make your hoardings available for the betterment of the Indian mvest- 
mem market Secondly, leave your market open to foreign mvestments 

Dr Jeidels Yes 


Sir Purshotamdas Thakuidas 
being attracted? 


Then how would you recommend that 
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Chav man The answei to that maj be that undei the piesenfc system- 
of Goveininent people aie not willmq to provide money for Government 
requirements except at these comparatrvely high rates of interest That 
mav be the solution The only othei answei would be that Government 
are doing this because thej- do not tahe careful steps to catch the monev 
market at the right time That voiild obviously be the other answer, 
that Government are doing something winch is cerrtainl} wTong for anv ’ 
Government to do Still, I find it difficult to answei it in that way 
Therefore perhaps the answ'^ei is the first one I suggested to you I can 
only make a suggestion I cannot produce a clear-cut answer To do that 
one would have to ask the finance Member of the Government of India to - 
come before us and explain the positron 

LaJa Haihishen Lai Not a past Number^ (Laughter) 

Chairman Well, the past Member raised a loan on which certainly 
he did not pay the rate of interest which has been paid since 

¥r Manu Subedai The volume of capital borrowing on the part of 
Government could hardly be outside the discussion of this Comrmttee 

Chairman I am not sure on that point There are the facts, but 
it is not for us w'lthout anything before us to discuss whv Government 
w^as compelled to take this action 

Ml Mann Suhedai We can mention whether this action on the part 
of Government — ^whatever the reasons which ' dictated that action — ^has 
had a favourable or unfavourable influence on the de\elopment of industry 

Chav man It may have an uniarouiable effect on investments of capital 
in industries, in banking As it is, if Government boirow^s the money 
it goes into the Imperial Bank and one bank benefits, ceitainlv for a 
limited time 

Lala Haikishcn Lai Bor a very short time it goes into the Imperial 
Bank and it comes out of the Imperial Bank for the time being 

Chav man You are quite correct, and helps trade and commerce foi 
the time being It is there, till Gor^einment w'ants it to meet its own 
expenses, it m?y be foi the building of that laihvay which jou don’t like 
There again it is probably providing employment for a certain number of 
people in this country and it becomes a policy of Government, and it is 
not for us to discuss the pohcy of Government 

Ml Many Subedar Not the policy'' but the consequences 

Chav man Certainly, you may be justified m saying that it would 
have this effect Even so, if Government has in the past been spending 
large sums of money for its capital purposes and in this matter has the 
support of the Assc-mblv and the support of Advisory Boards on one of 
which I think my friend to my’ right has sat, it is not a matter for us to 
discuss 

Lala Haihshcn Lai You stated that the speculative debentures have 
not been piefci-red by ymuiself against the non-speculative, and that the 
industrial debentures are speculative We do not agree with that 

Chairman From mv point of view' I w'.rnt to make a permanent in- 
vestnient I Imow' of course that 3^ per cent paper which years a^ro J 
bought at 80 aie now dowm to 65 " ° 
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away ^nth this kind of State md, it exists and if it functions ^oie or less 
^ 0 % It still does a service to one enterprise or another, but 1 don't 
& it vould change much for the better if put in a moie businesslike 

form 


Mr Bushfoith You do not thmk it would ? ^ , 

Dr Jeidols The field which this State Aid to Industry cultivates is 
lather questionable and I doubt whether it would really work m any other 
form much bettei than at present 

Mr Bushforth You have especially stated that youi industrial cor- 
poration should not deal with small industries and in youi last paragraph 
you mention cottage mdustijcs Would you suggest that the co-opeiative 
organisation might take that over’ Would it be advisable in your opinion 
foi the monev that is spent on State aid to industries to be turned over to 
the co-operative oigamsation? 


Dr Jeidels I cannot recommend it I do not think it does any harm 
that the Government remains a little interested in looking out for indus- 
trial possibilities uhich it can assist somehow 

Mr. Bushforth Even if their experience is that they lost 50 per cent 
of then advances? 


Dr Jeidels I do not think it would improve much if handled by urban 
co-operative societies I would prefer to leave it in the imperfect state 
m which it IS, it does not seem to me to be an element of which much 
can be made 


Mr Bushtoith Except that it represents a small amount of money 
which IS available for the development of industries, and if we can use 
that money moie ‘successfully through a banking organisation, would not 
it be advisable? 

Dr Jeidels I do not think so, principally out of practical instmct 
It IS too pool a business foi a private bank, which if itself confronted with 
ifc as business piopositions uould piobably m the majority of cases, refuse 
to touch it because it does not consider it safe The Government may do 
gieat seivice b-^ its encouiagement, but I do not thmk it is a good basis 
foi a busmess institution 


Ghanman I thmk Mi Eushforth’s point is this, if he will permit me 
to make an obseivation A provincial Go^emment decides to start in a 
paiticular piovince an mdustiy which does not exist there at the time 
These may be industiies in the different provinces which may not exist 
say in the Central Pi evinces — am simply giving an illustration — and 
the Provincial Government may'^ desire to establish, a glass factory in that 
province, and having decided on the form of assistance it would 
instead of doing it directly it may make use of a bank wEich is already 
fairly established m that province and tell them, "Well, we shall 
piaiantee this You can advance a certain sum of money, up to so many 
lakhs, to this particular institution and you will be our managers m 
regard to this particular transaction We will simply guarantee you 
either the interest on this particular advance or it may be we will even 
^arantee the capital advance" I thmk that was more or less what 
J\lr Eusliiorfcli liag m vigw 


^ "^^^t to have more commercial supervision of 
the money that Government is spending 

Then the bank would be able to exercise more commercial 
supervision than it is possible for the Provincial Government to provide. 
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P? Jcidcls I lefei again to the hope which I expressed that the hanlrs 
in this connti37 should cultivate mdustiial finance There are many trans- . 
actions, bond issues, pieieience shaies, etc , tiansaetions abioad, which 
aie entueh haimless fiom the national point oi view The land moitgage 
banks, foi instance, to which I can exemplify theoietically , why should 
not banko make use of foieign connections and try to place a series of 
mortgage bonds, when such institutions will be called into existence, in 
the London oi the Dutch or any other market^ 

Sir PuTshotamdas Tlial>,nrdas, What have you in mind, by getting 
them to subscnbe to shaies or by getting them to subscribe to debentures^ 

Di Jctdels 1 thought ot dehentures 

Sii P^iishotamdas Thalmrdas Debentures with a fixed late of interest 
It has to be attractive before the investor invests You don’t have in mmd 
cidiuaiy capital Therefore, you do not have m mind ownership going to 
a foreigner’, 

Dr Jetdcls No 

Sir Puishotamdas ThaT'uidas Your attach great importance to its 
being preserved for the Indian national’ You peisonallv attach some im- 
portance to It? 

Dr Jcidels It is an important feature in matters in which one is free 
to decide, one ought to consult the national sentiment 

Sir Puishotamdas Thah-urdas I can very well ask \ou to put j-ouiself 
for a moment in the position of a national and advise me as a friend as to 
uhat you would do in India You would not let the owneiship go to a 
foreigner, would 30 u’ 

Dr Jeidels No, I rvould not 

Chau man We have now finished with this part and we come to the 
iihird part 

Ml. Bushfcnth The question I wanted to raise was that of State aid 
to industries You refer in the third paragraph to this and say “There 
has always been a strong State and municipal activity in industry m 
German}-’’ In the provincial reports w'e have comments on the present 
position of State aid to industiies, and the financial result is not very 
satisfactory As jou have observed. Government in every case have lost 
50 per cent of then advances In Bengal Government are ]ust bimgmg 
in a State Aid to Industries Bill State Aid to Industries Act 
exist in certain provinces and they are speaking of bimgmg them m in 
Athei piovmces In one province the Director of Industries specially iiien- 
tioned that he found the banking responsibility too heavy The problem 
which I wush you to consider is whether it would not be possible to turn 
these State departments into some form of hank: In fact, instead of 
^ acceding to the request of the Director of Industries that he should be 
reheved of banking responsibility, to make them run these departments 
on the lines of a provincial industrial bank, or would you say m view of 
your own experience m Germany that it is possible for the State to caiiv 
on this State aid to industries independently of any banking organisation’ 

Dr Jeidols The State Aid to Industries seems to me a rather imper- 
fect matter, and I doubt that it will be much more perfect if it is turned 
over to a joint stock company This does not mean that one should do 

iVOI;, IV. ’ Q 
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jnteiest the capital itself by the Piovmcial Government Then the 
"bank itself begms to interest itself m that woik Perhaps, at a later 
staf^e having got the secuiities, it manages to sell them in the open 
ma?kU So, we follow most of youi suggestions but on diffeient Imes, 
and I think Mi Kushfoith had moie or less these ideas in his mind when 
he first staited his questions I should like to know what your eonsideied 
•views are on the problem 

Di Jetdcls I do not think it is strictly objectionable One could tiy 
it as an expeiiment and vatch the experience It will be good to give it 
as little publicity as possible To the Imperial Bank it wiU do no harm, 
but a smallei jomt stock bank lending the name to such doubtful pioposi- 
tions may impair the confidence of its depositors ' 

Dr Trip How long would they mvest then money? 

Dr Jeidels I imagine that the bank could an ange with Government 
-that at three months’ notice they might hand the thing over again 

Chairman My answer to you, Di Trip, is this Your difiSculty may 
be met by Government even guaranteeing the capital debt Under the 
State Aid to Industries Act. when Government want to make an advance 
to a company it finds the capital from its own lesouices, and that being 
so, it might even guarantee the capital, it might, if necessary, make a 
loan to the bank tc be used for this particular purpose That is what it 
does at the present moment and Mi Eushforth's point, which is undoubted- 
ly a line of thought which just struck me also, is that this might be done 
through an established bank, I would not even confine the business to 
the Imperial Bank For example, there is Lala Harkishen Lai’s bank 
which may be willing to take up that work Well then it may play a 
part not onlj in the development of industry but in this new field, i.c , 
doing m iihe field of industrial investment what you recommend m your 
paper 

Dr Jeidels It may have an educative effect On the other hand, I 
am afraid that the banks have not much expeiience to put at the disposal 
of Government 

Chairman Experience will have to grow Initially Government guaran- 
tees everything Then the education comes in The bank starts it know- 
mg that Government guarantees it After all the money is there and the 
bank says “Let it be wasted, we do not care”. You cannot have educa- 
tion unless you start an experiment 

Dr. Jeidels Try the experiment somewhere, in one province, and see 
bow it works 

Chairman We can only suggest it You must remember that perhaps 
in the new form of Government this will be whoUy a matter for the Pro- 
vincial Legislative Council and of course the Finance Munster there All 
these people take the responsibility, and there comes in a first safeguard 
The representatives ot the people wull have to decide Take for example 
Madias They may want to start a glass factory for the purpose of deve- 
lopment They vote the money and the Provincial Government instead 
of advancing the money direct to the promoters simply makes use of an 
established hank as its agent 
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Dt Jeidels It would certainly be fortunate if such Provincial Govern- 
ment activity could be admimstered in a more businesslike way, but I do* 
not know whether either of the ways just outhned by the Chaiiman is tO' 
be recommended, — ^turning the business over to a bank without risk, just? 
to administer it oi by bringing the entire provincial activity under the 
Act into a special oiganisation, a jomt stock bank for industrial aid,- 
What strikes me as unsatisfactory is, that business institutions handle 
second oi third class affairs which from a business point ot view are not*^ 
quite sound, are more a mattei of charity One may fiom time to time 
follow the advice of the Chaiiman and Mi Eushforth in order to relieve 
Government an unwelcome administration, aslnng the Imperial Bank or 
any othei bank to admmister and advance, but from a bank’s point of view 
I would not bke it very much The mattei has been discussed in my 
country, when after the war, with a crippled state ot some provinces' 
Government had to take care of this or that business enterprise to save it 
from rum Government tiicd to persuade private parties to take a hand 
without iisk but only m few cases it found response The 'Government’s 
own companies whicn I mentioned, argued, that they wished to have the 
reputation of handling only veiy large proposition, larger than the scope- 
of private business, and that they would spoil their authoiity in touching- 
such small affaiis The private Banks were afraid of becoming identiffed' 
with business, which public opmion would consider discreditable Both 
arguments have some strength for Indian conditions too, I believe, although 
a bank may try it m one case or other as a favour to Government 

Chairman You will permit me to pursue this matter a bit Don’t for 
the moment assume that I disagree vith j^ou oi even that I agree with 
you, perhaps I see a good deal in your objections If a separate institu- 
tion were started b-v the Piovmcial Government solely for this puipose, 
that is a Government banlc which will only deal with this class of business 
— it may be called a Government industrial bank, may be the words are 
not coirect but we will call it that foi the sake of clearness — ^if the Pro- 
vincial Government starts an industrial bank to which it guaiantees the 
capital or inteiest on capital and makes use of it foi this business, peihaps 
that may be open in a gieatei degree to the objections to which vou lefei 
But, if there is an existing bank to which the Piovincial Government sa’id 
“Will you please help us ju this matter’’ As a mattei of fact the Piovm- 
cial 'Gov'^ernment may get hold of the manager of that bank, its technical 
expel ts and the promoteis of this company, have a general dscussion and 
then settle what State aid should be given and in what foim Having done 
so, it hands over the business to the bank assuiing it of a guarantee of 
mteiest or even a guarantee of capital, that is a matter of gieater detail. 
One effect of that may be that this existing joint stock bank, be it the 
Impenal Bank or some other bank, may leally begin to mterest itself in 
industrial secuiities The bank may say “Veiy well, we will take up 
this business’’, and then with the help of the Government guarantee 
it can make an advance to this mstitution then it can take some fnteiest in 
the affaiis of the institution Once it staits domg that, it means that it 
begins to function in the way you recommend In the starting of new 
industries the Piovmcial Government in a degree but not to the fullest 
extent follows your ideas It goes to the existing bank, first consults 
them and says “Here is a pioposal before us ’’ Then the Director of 
Industries, the manager of the bank and perhaps the experts sit together 
with the promoters of the company and say “We will give this assistance’^ 
and the assistance will be given by an advance through the bank, which 
advance will be guaranteed in legaid to interest or perhaps in regard to 
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Dr Jeidels I will not include the industries which ^ou mentioned 1 
have tried my very best to persuade myself to a less rigid attitude, but I 
am convinced that if Government assistance is used to leplacc individual 
business enterprise, it is bound to fail 

Lala Kaikislicn Lai So you will confine this eoipoiation to public 
utilities only 

Di Jcidcls Something like that 

Lala HaiUslicn Lai Have you am suggesiions to male to assist the 
mdustiies I have suggested 

Dr Jcjdcis No Theie aie enough people in ibis counti} w-ith business 
enterprise, money, intelligence, and oxpciicnce, to start such hiismoss 
They will start, as in all countries, m a small waj , if ihc\ start on too 
big a basis, the> may fail The decpe«,t impression of m\ journey through 
the counti} was the considcintion how c\cn a seeminql} insignificant use 
m the standard of the agiicuUmal population would stimulate manufachir- 
mg mdustiies I do not see, why pm ate ontei prise slioiild not he left to 
establish itself Pmale initiative, ii is tiue, is imperfect, hut up to now 
the best, if not the onl) nppiovcd method to a^Old undue loss of capital 

Ch MnlMar Singh You would not c\cn ndM^o Government to start 
model mdustiies and then hand them o\et to pin ate people Government 
stait them and then sell them awnv 

Dr Jcidcls I have rerj little s>i'npalln foi it- It maj ho quite sound 
in one case or other, but to develop the industrial icsourccs of a country 
of the size of India I do not think it will bo clToctnc I g-ive this advice 
from a general economic jioint of mow If e\pciimcnfs to develop indus- 
tiies in tliat manner fail, the damage is mfinilch greater than the advan- 
tages could be at best Thcrcfoie mv idea foi an Tndustiinl Coiporation is 
to start with some indubitably good proposition or not to start at nil 

Ch Mvlhtar Sinqh Don’t vou feel that in the ease of now develop- 
ment of mdustiies some industries nie bound to fail, and that somcbo% 
must suftei, citliei private oi Government ^Yhv, don’t vou like the idea 
of the State suffciing 

Dr Jcidcls The individual who is icsponsiblc foi starting n new* enter- 
prise, ought to boai the consequence 

Mr Jamal Mohamed On page 8 }0U say — 

It w'ould be unfair and unjust if money of the Government would 
be used directlj or indirectly to compote with private in- 
dustry 


What would you then do’ 

Dr Jcidcls I advocated that mdustiies should bo developed through 
private enteipiise You Imow the tanning business very well If Govern- 
ment 01 some Goveinmnet institution would say' ‘thcio ought to be more 
anneries , will you not say, ‘we have a good tanning industry in the 
countiv and do not want Government competition, the tanning" industry 
will take care of itself’ Government ought not to go into competition 
with pnvate enterpnse 


Mr Jamal Mohamed 
money to some tanneries 
should diieetly do it 


But what about the industrial coiporation lending 
Or cotton mills I do not mean that Government 
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Dr Jeidels As jou put the case now, Mi Chauman, I become a little 
warmei foi the mattei, because if such business is kept in the hands of 
Government it finds its natuial death, if it is bad business, not as early as 
if it is handled by a private party which discoveis the deadly disease m 
time One ought to try it , it is woith getting experience in this field 

Mr Bushfoitli Did you say that the Geiman Government oi the 
various States Governments have lent out some money m aid of industries? 
Aie they losing money on it’ 

Dr Jeidels The case in India is diffeient, heie the piovincial Govein- 
ment wishes to stait something new , while m Geimany Government assist- 
ance tried to save some enterpiise from the teintonal oi othei consequences 
of the wai, wishing to avoid unemployment and similai lesult 

Chauman Theie is that dangei undoubtedly Here though I have 
been talking of new industiies, emeigencies may arise, and Provincial 
Government may decide to help an existing industry foi example, it may 
decide to help Mi Chetty’s mills in Coimbatore My point is that instead 
of handing ovei money diiectly they make use of the machinery of a bank 
That was leally Mi Eushforth’s point In that case public interest might 
be bettei safeguarded 

Dr Jeidels I think theie is much in it 

Ml Shanmulcham Glietty In Madias theie is a distinct provision 
which enables Government to utilise the instrument of a bank by standing 
guarantee for the giant of a loan to an industry But they have not made 
use of it 

Chairman In one case they took the advice of the Impel lal Bank, but 
it was not under conditions we are envisaging 

Lola Jiaihislien Lal You have recommended the formation of a 
corporation Would you kindly develop that scheme in the direction of 
what kind of industries are to be financed There are what would be 
called public utilities, then there are what may really be called national 
industries — such as tianspoit machinery — ^motoi cars, bicycles, tricycles, 
carriages, ships, and railway equipment Would you include these nation- 
al industries or not’ 

Di Jeidels I would not 

Lala Hailcishen Lal Then there are industries like the ones mentioned 
yesterday ieathei industries, oils and soaps, timber, etc In all these 
cases in spite of the advantages of abundance of raw material and a laige 
home market we are dejiending on foreign supplies Then there aie 
smaller mdustiies There is a gieat demand foi example for building 
material in India owing to the rise in the standard of living Boi cheap, 
good and durable building materials we aie more or less dependant on 
foreign supplies Naturally the idea comes that if these supplies could to 
some extent be replaced by country production, the result would be that 
the people’s wealth and standard of living will increase I want to know 
whether you would include for purposes of assistance ‘rural’ and ‘urban’ 
mdustries and the mam national industries, oi w ould confine it to public 
utilities only’ 
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ouehfc Id discontinue it Mi Chattel ton. piotested agamst it and tnea to 
bimg about a change On subsequent lepiesentations Loid Ciew changed 
't All these despatches are now published Mi Chattel wn came back to 
India last jeai, examined the position in Madras, contiiDuted a valuable 
papei to the local pi ess and deliveied a public lectuie in which he said 
that the Go\einment of Madias had not piiisued the oiigmal policy, and 
that if only his advice had been tahen, moie could have been done Theie 
was no such competition as has been mentioned of a bundled people in a 
piofitable line and eventual closing down 

Mr Jamal Mohamed Su Alfied Chatteiton established the alummium 
industiy because people won’t come in to do it He v anted Government 
to show the waj As soon as it vas established Government vithdiew fiom 
it The question ve aie lefeiiing to heie is quite diffeient It is not that 
of Government developing an mdustiy by itself It is that of a coipoiation 
whose funds may have been helped by Government, helping piivate indus- 
tiies 

Ml Slianmulham Ghctty His poipt is this Supposing theie aie half 
a dozen factoiies, and all of them .no in difficulties and one of them ap- 
pioaches Goveinmeut foi assistance Government at the moment develops 
a soft coinci in then heait and gives assistance to it Then otheis will im- 
mediateh pi ess foi similar assistance 

iV /7 Jamal Mohamed The Coipoiation which is contemplated will not 
puiely be a Goveinment affaii It inav bait Government funds, but it is 
not a Goveinmeut Depaitment That is what I want to collect 

Di Jtuiels Even if it is not a Goveinment aftaii, it iS an official matter 
It must h<iA’’e ceitam authoiiti behind it, and I think it is not fit foi doing 
that kind of business which jou aie '•ontemplating 

Mr Jamal Mohamed If }ou eliminate all these mdnstiies theie will be 
nothing left 

Dr. Jcidels I am soiiy not te be able to give a diheient answei 

Ml Jamal Mohamed What about the Japanese example? 

Di JCidel Oui geueial opinion is that we do not lecommend it for 
imitation 

Ml Jamal Mohamed Aie you contemplating one cential coipoiation 
with piovmeial blanches oi only one corpoiation 

Di Jeidels No blanches 

Mr Jamal Mohamed It might be located at Calcutta or Bomoay or 
at Delhi If it is located in Calcutta Calcutta inteiests will get a healing, 
and Madias wuH be foigotten You aie not against a central institution with 
provincial oiganisations 

Seth Hap Ahdulla Haioon Which are the mdustiies that you want to 
support by this Coiporation? 

Dr Jeidels If it is not started in a practicable way, it wull soon be dis- 
credited The future development depends much on the stait of the 
Corporation I therefore thmk it ought to start with something veiy fine, 
something which commands the confidence of the public so that part of 
the capital can be raised by the sale of debentures 

Seth Hap Ahdulla Haioon If a man wuth a capdal of Bs 50,000 wants 
to stait an industij^ in Germany, up to what are ^ant world the banks- 
lend mouev to that Corporation'? 
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Dr Jeidels I cannot recommend it for the reasons ]ust stated, and 
;aIso because I am convmeed that if Government goes mto this kmd of 
busmess, it -will as a rule be a failure 

Mr Jamal Moliamed I should like to conect you I agiee with you 
that Government should not compete with mdustries in the country, but 
what if a corporation, which may receive a little help from Government as 
far as the financing is concerned, lent money to industries Supposing you 
have the mdustrial corpoiation and ten mills in Bombay oi Hyderabad' 
want finance, what is there to pievent the corporation givmg this finan- 
cial assistance 

Di J eidcls I do not thmk that Government ought bo do what a bank 
would refuse 

Mr Jamal Mohamad Government does not do it directly It only 
•comes in to this extent that it gives money thiough the corporation to an 
mdustry because it is not able to get money fiom the public Otherwise 
jfc IS no moie a Government concern 

Dr Jeidels I am not in favour of it It may be quite sound m one 
case, but once started it will veiy soon lead to a number of cases in which 
such assistance uall not be sound 

Mr Jamal Moliamed But you don’t suggest any solution to the real 
difficulty which is this, that industrial concerns want finance and banks 
^6 not able to give it Naturally the mdustiial concerns want long term 
loans, and banks which have to depend on shoit teim deposits aie not 
able to give such loans "What aie your suggestions to help these indus- 
tries? 

Dr. Jeidels You may be able in some cases fo prove the real merit but 
where is the piotection against hundreds of propositions being pressed upon 
the institution with the argument, that one proposition has been accepted, 
why not mine’ 'Will the governmental mstitution be strong enough fo 
refuse financial assistance m such cases? 

Dr Trip I understand that it is a provincial Government expenence 
that if one started an enterprise with the assistance of Government, hundred 
people' come and compete with the first one, and so the whole thing is 
brought down again 

Mr Jamal Mohamad It will not be a Government venture except for 
the fact that Government lend money at smaller inteiest Otherwise it 
IB not a Government concern 

Dr Jeidels It is not Government’s business 

Mr. Khaitan May I ask you where you got that information 

Di Trip It is m Madras Presidency 

Sir Pwsliotamdas Thalcurdas If Government tiled to help one m- 
dustiy otheis too compete, and Madras Government find that it is best 
for them to shut down giving assistance to anybody by reason of the com- 
petition brought on? 

Mr. Bamdas Pantulu Mr A Ohatteiton (now Sir Alfred), when he 
was Diiectoi of Industries, Madras, started some industries on behalf of 
the Madras Government, and they weie veiy successful At that time 
there was a piotest fiom the mdustnal people against Government’s policy 
of entermg into competition with^private enterprise on the lines indicated 
here It went up to the GoverrLnent of India and then the Secietary of 
State, and there was a despatch from Lord Morley who said that they 



234 


Chairman He is really suggesting 3 different forms Firstly that the 
Jmpeiial Bank should give assistance in regard to meigei, le-construction, 
“te secondly develop the habit of investment in industrial secuiities by 
various means, and thndly, in legard to a particular class of industries, 
call tnem new mdustiies, he lecommends the establishment of an all-India 
Industrial Corporation 

Ml. Jamal Mohamcd Is it not as an alteinative to the general sugges- 
tion made by witnesses that an industrial bank or banks may be started 
^hat he is suggestmg this Corporation ^ > 

Chan man Not wholly, because the idea of industrial bank placed before 
us varied, but' in its broader sense an industrial bank accordmg to the ideas 
placed befoie us was intended to help existing industries and not only to 
help the establishment of new industries 

Mr Jamal Mohamed Is he ui favour of staitmg an industrial bank or 
banks to help the existing industries? i 

Chau man No, only foi ceitam specified industries 
Ml Jamal Mohamed Are the masses to contiibute and start banks’ 
Seth Ha-ji Abdulla Haioon Is Dr Jeidels against any sort of Govern- 
ment organisation helpmg them? 

Ghaii man Yes 

Seth Haji Abdidla Haioon A private company is started with 10 lakhs 
to advance money to small mdustries Do you thinlc it advisable that 
Government should help by money or by issuing shares guaranteed by Gov- 
ernment’ In this case do you thmk that Government could give guarantee 
for 5 lakhs shares’ 

Di Jeidels No, I am sorry to have to be quite negative Small in- 
dustries deserve all sympathy, they might have Government assistance in 
other ways, but they ought not to be financed by Government Some help 
through ihe State Aid Act is unobjectionable, but if it is to be a system, 1 
do not agree Government guarantee for debentures of such enterprises 
I really deprecate with the greatest emphasis Government guarantee is 
about the vorst thing in public finance, I mentioned this only m passmg, 
because we are not occupied with problems of pub he finance 

Sevh Ha]i Abdulla Haroon Government have bought Bs 2 lakhs shares 
in a sugar factory out of a total of Bs 8 lakhs It was done independently 
of the State Aid Act 

Dr Jeidels I do not think I would have lecommended it Without 
wishing to trespass, I rather think that Provincial Governments ought not 
to do it 

Chairman Dr J eidels is only givmg his opinion as a banlang expert on 
ihe general proposition, but obviously what he says cannot mterfere with 
the discretion of a Provincial Government In the case of a particular 
institution, as an expert banker be would not call it a good banking pro- 
position A good State proposition depends on various factors apart from 
-a good banking proposition 

Gh MuWitar Singh There are the factors such as education and pro- 
paganda If Government cannot help industries, directly, it may help by 
giving subsidies, customs etc , but not finance it 

^ Dr Jeidels The other factors amount to helping industry, not financing 

industry One of the noblest duties of Government is to render assistance 
TO industry 

Mr Devadhar Gmng a guarantee" 

Dr Jeidels That is financing 
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Di Jeidcls A cigaiette tact 013 which you mentioned 15 a good example 
He would stait without building a factoiy, he \\ould lent piemises He 
would stait with his 50,000 lupees, 01 if that is insufficient, \\ould try to 
get some more fiom fiiends and family, he will ti 3 to make ,t a success 
on a small scale If successful, he will find bank loans foi some furthei 
development I lemembei that my bank gave a ciedit on model ate lines 
to a cigarette manufactuiei, who giadually increased his business and ulti- 
mately became for a time the biggest cigarette manufacturer of th*e 
country He started of his own, took only occasionally bank loans and 
grew slowly but systematically until the banks had to come to him lo offer 
him loans and not he to the banks to find, a loan 

Seth Haii Abdu la Haiooii If a man staits a factory with Es 50,000 m 
Gennany, is he advanced money, or given credit^ Does he give security 

Dr Jetdels On starting he vould receive loans against Ins stock of 
tobacco, scar cel}' on another basis 

Seth Han Abdulla Haionn Jlere the s}stem is if I buy tobacco, the 
banks do not lend monev unless I have some security in the bank Then 
the}' advance money Do -^ou suggest that this Corporation also should 
advance ^ 

Dr Jeidels No, the Corporation I would like to see entiiely clean vof 
all kind of purely banlang business 

Seth Hap Abdulla Haroon It is the small industries which require help 

Dr Jeidels In our opinion it cannot be done by an official Industrial 
Corporation The industry uhiclr is in your mind will have to start and 
develop slowly to the first stage of profits It has been done so m mv 
country and also in the United States of America vho offer the finest 
pattern of modern industry 

Seth Hap Abdulla Hainan If the tobacco buyer puts that m custody, 
how rtluch money will he get on it^ 50 per cent? 

Dr Jeidels It depends on the commodity I cannot imagine that banks 
heie act difieieutly from w'hat I described 

Seth Hap Abdulla Hainan Joint stock banks and exchange banks here 
are not lending money like this 

Di. Jeidels Then rve must refer to the discussion on Commercial Bank- 
ing, because I think banks could do it and I believe they do it 

Seth Hap Abdulla Haioon There is no system here by which joint 
stock and other banks supply money like this 

Dr Jeidcls If this is tlie case, I regret it It is not meant as a criticism, 
because I believe that banks do give such credits Banks in this countr} 
are always out for good security and tobacco is generally considered as 
piomment in this regard 

Sir Pui shotamdas Thaluidas Why not say from the information you 
got that it IS not so If it is so, it should not be so 

hr Jeidels All right 

Mr Jamal Mohamed You have been saying that the present commer- 
cial banks are not financing industries and for the suggestions made by 
witnesses for industrial bank you are suggesting this industrial corporation 

Dr. Jeidels Tee, but it is something lathei different from those sugges- 
tions 
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Dr Jeidels The otheis aie iev. , all moic oi less a lesidue of the State 
aid in special emergency cases which I have explained Some aie more 
some less promising A detailed lepoit is contained report 

of the “Viag”, an abbieviation foi, in translation, United Industries, 
Limited” I shall send the report to Mr Ajangar for perusal hy the 
gentlemen interested It is a ]omt stock compaiiv with the Go\ornment 
as sole shareholder It holds all shares of the single companies, fcimed 
for those special undertakings into vliicli IMi Ivhaitan enquires The 
caprtal of the apex-company is 10 croies of rupees (150 million Marks) 

Ml Manu Subcdai Don’t you have the difficult\ of State enteipriso 
competing vith private euteipiisc 

Ml Khaitan In addition to slate activit’^ \ou al-o mention municipal 
activity 

Di Jcideh Municipal acluitx has nh^a^s been extensue as also in 
England, wheie the London County Conned has been one of the hist 
Coipoiations actnely engaged in public utilities hniiTv\a\s, electiiciU, etc 
The form in my cciintn is paith diiect municipal owneiship, pailh joint 
stock comiiarries uith the citi as solo oi majority shaieholdoi 

Ml Khaitan Wliea the State or mumcipalit\ m Gcnnan\ want to help 
concerns of that k nd, supposing two or three poisons appK foi license, 
and State aid is given under a license, would the State or IMunicipality 
give preference to a national of the countu oi to a non-naticnal of a 
country^ 

Di JcideJs The time for starting public utilities is piacticallv a matter 
of the past, and so the ease of soinehodv npphing for a licence happens only 
quite exceptionally 

Ml Khaitan Supposing it happens? 

Dr Joiacls I ma^ sa\, that nationals wouild be pitfcried 

Mi Khaitan And it is considered to be proper ^ 

Dr Jcidch 3^es, one would prefer nationals, it is proper and natural 

Ml Cvirie It would depend m whcthei the State or the' Municipality 
do not want to give the_piopei contract to the cheapest person 

Mr Khaitan I do not think vou w'ould be able to give a single instance 
where it w as given to a non-national 

Ml Qwiic I know there was a contract given h\ a hlunicipality abroad 
and there was a great outer r 

Mr Khaitan In the next paragraph vou refer to some countries which 
have engaged in business beyond lailwavs What are those countries^ 

Du Jeidels I suppose more or less all countries I may mention Italv 
as an instance There was a time w'hen it was a matter of principle w’hether 

e State oright to enter into the industrial field, the time of fighting about 
that principle has passed 

Ml Khaitan lou say on page 8 “An industrial Corporation w'hich 
wou d, as the financial success is not assured and the company would al- 
mos certainly’- not for some time appeal to the piivate investor have to be 
naiiced principally by the Government must not enter cornpetrlrve fields 
ot industr-v Supposing an Industrial Corporation runs its business on the 
same prineiples as a sound bank What harm do y on think w’ould accrue 
rom that Industrial Corpoiation civmg banking facilities to concerns which 
enter into competitive fields^ 



Mr Devadhar You would not be m favour of any guarantee, and the 
state of public opinion and education are so low that no industry could be 
started 

Di Jeidels I do not believe that it is so 

Mr DcvadJiai Theie is a laige amount of illiteracy? 

Dr Jeidels I do not believe that no industries could be started 

Ml Devadhar In spite of the piesent state of society you would not 
advocate Government financing? 

Di Jeidels I shall continue to lefei you to private initiative and to 
nothing else 

Mr\ Devadhai I am quite conscious of the results of private imtiative 
m this country You would still be not in favour of Government assist- 
ance, although you know as a matter of fact that a little help is likely to 
promote the industry ? 

Dr Jeidels am for non-interference as far as financing is concerned 
What IS done under the so-called State Aid to Industries Act, is more 
an administrative matter 

Mr Devadhai I'hat is onlv meant for small things 

Dr J oidels I am unable to invent or suggest a new system of State Aid 
to Industries on a broad Ime, other than the specific form of Industrial 
■Corporation, on which I have expressed myself in the memorandum and on 
the positive side of which I may have an opportunity to say a few words 
later 

Mr Khaitaiv I wish simply to draw your attention to one thmg Many 
witnesses who have appeared before this Committee have expressed the 
opmion that in legaid to industrial facihties the confidence of the public is 
not so strong because of the present fiscal policy of the Government You 
may consider as to how far the fisca' policy of the Government is also an 
important factor in determining as to how much confidence the pubhc may 
have in industrial securities 1 am not asking for your opimon 

Eef erring to the thud paragraph of jmui memorandum on Industrial 
Corporation, regarding state and municipal activity in industry in Germany, 
could you kindly give us a rough idea of what these industries aie^ 

Dr Jeidels There is, for instance, the aluminium industry It was 
staided on private lines, but on a comparatively small scale The aluminium 
industry on the Contment of Europe up to 1914 was principally in Swiss 
hands, because m Switzerland the electric current needed was very cheap 
During the war when aluminium was a very important metal Government 
did everything to help the aluminium industry and, as rt was an ammumtion 
industry, took the production in its own hands and raised it to a very high 
level in quantity and quality After the war Government could have sold it 
to private hands, but as is well known, in Germany State activity has 
always been extensive in railways and other public utilities, and therefore 
Government kept the aluminium factories having practically a monopoly in 
the metal for domestic production, and has it managed by a joint stock , 
company the shares of which belong to Government 

Mr Ehaiian Tins is the principal one What are the others? 
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Mr Khciiidn So long hs there is not a glut in the country of that parti 
cular kind of industry, theie is no competition? 

Dr Jeidels Ask the repiesentatives of the trade 

Mr. Khaitan Page 9, 3id paragraph Am I to understand that if the 
share capital is 10 ciores, it should not issue debentures for more than 6 

orores? 

'Dr Jeidels Poi more than 20 croies 

flfr Khaitan Have you taken into account that the bank bonds that 
ma/ be issued— about 50 per cent , of it may be bad assets? 

Dr JeuleU Do you thmk that the ratio is too narrow? 

Ml . Khaitan It looks to me like that 

Dr Jeidels The reason why I have suggested 2 to 1, it may just as 
well be 3 to 1, if the capital is not less than one croro, but the ratio ought 
not to be much largei — is the necessity to establish a ci edit of its own for 
the corporation, its own borrowing capacity If the debenture ratio is too 
high, the confidence would test practically only in the belief that Govern- 
ment would always come to its rescue and the confidence of the investor 
would not rest in the company itself 

Mr. Khaitan The start should be made with the ratio of 2 to 1 and 
thereafter the Industiml Corporation ma} issue debentures m larger 
measure ? 

Di Jeidels No, this is technically impossible You maj make the 
ratio 3 to 1, but I wish to warn against a radical change m the ratio 
suggested 

Mr Khaitan Supposing it is 5 to 1 It gives a 20 per cent margin 
for bad assets in order to establish confidence 

Dr Jeidels I do not thmk I '‘an recommimd it 

Mr Khaitan You will never do it or you vnll not do it at the start? 

Dr Jeidels I would not do it I think the Punjab Mandi Hydro 
Electric scheme will cost 7 croies It is an industry vhcre you can put the 
ratio rather high, but there too I would not recommend to go bejond 3 1 

Mr Khaitan That would be a particular industrial concern But hero 
we are thinking of an Industrial Corporation They would also sell deben- 
tures in the market*? 

Dr Jeidels I am looking at the problem from the rather narrow' point 
of view of the banker who has to sell the debentures of the corporation or 
then subsidiaries In going above 2 to 1 or 3 to 1 you will I fear, not gain 
the confidence, of the investing public 

Ml Khailan The ratio would depend upon the amount of capital of 
the mdustnal corporation? That is, if the capital is small, the ratio wall 
have to be smaller and rf it is big, the ratio could be made larger? 

Dr Jeidels It sounds illogical, but is quite correct 

Mr. Khaitan It does not sound illogical to mo 

Dr Jeidels So much the better 

Mr Khaitan Under the present administration of the State Aid to 
Industries Act, if a provincial Government sets apart a certain sum of 
money for a yean, and if that money is not spent in that year, it lapses 
H is not caiTied forward The money goes back into the coffers of the 
Government mthout forming the nucleus of developing a good banking 
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Dj Jetdcls If It means that the eompelitive field IS uot stuctl\ avoided, 

I think it would contnbute by and b 5 to kill piivate initiative 

2d? Khaitan I undeistand joui competitive field You have given 
examples Suppose somebody staits a cotton mill somewheie and the lii- 
dustiial Coipoiation cariies on its business on sound banking linec What 
IS youi ob 3 ection to that Indurtiial Coipoiation helping that industiial con- 

ceiTi^ 

Di Jcidclo It it s Go^elnment money it should not do it I lepeat 
my opinion that it uould by and bj destroy piivate enteipiise 

Mr Khattm May I explain‘d Supposmg an Industrial Coipoiation 
advances money to a cotton mill m the Punjab on the same terms as the 
Impeiial Bank advances in C-lcutta to a cotton mill, say, at 1 per cent 
over the Bank late What is the objection^ 

Di Jcidels If there is no Government assistance, there is no obieetion 
All busmess men must be prepared for private competition, but that the 
tax-payer s money should compete with him, ought to he impossible 

Ml Khaitan The tax-payer* s money competes in this case with the 
Imperial Bank It does not matter to the public as to whether the financial 
assistance is obtained from the Imperial Bank or from the industrial bank 

Dr Jeidels I lliink there is a great difference If private capital starts 
or helps a new enterprise, the competition may be unsound or not But 
that Government money — whether in competition with the private banks 
or in any other form — should actually operate to build up a new competi- 
tion to existing industry, will he highly against the feeling of a cit’zen 
Would it not be against \oui own feeling'* 

Mr Khaitan It would not be against my ovTx feeling because the 
country is not highly industrially developed at piesenl 

Dr Jeidels In a competitive industry I think this aigument does nor 
apply Consider for instance the jute industry 

Ml. Khaitan Leave aside the jute industry Theie is aheady i glut 
in it Take the cotton mill 

Dr Jeidels But the country has got a ver} fine cotton industry, whrch 
IS not doing veil at present, but not owing to an undeveloped state 

Mr Khaitan I ivould not like to take this along with you If you take 
the figures of production of cotton cloth you will find that the cotton mills 
ana me handiooms combined together are not able to supply the whole of 
the requirements of the country B is a question as to whether it is of that 
nature of competition as jqu would say it is in the ca':e cf the jute miUs 
However, w'e will leave it at that 

Mr Khaitan There should not be a glut in the particular rndustry in 
this country' 

Dr Jeidels Jt is easy to find out w^hich industries are competitive by 
asking those wdio are aliead'^ active in the trade If it is understood that 
the Industrial Corporation before entering a field is to ask the more promi- 
nent business men already active in that trade, this seems to me an efB- 
cient safeguard 
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Dt Jeidals I uould not take voui word on the possibility of a deben- 
ture loan and \\ould study tlioiougbly ^\ltb }ou ^Uietbei it is piacticable 
If I have file impiession that in due time, even not before 2 years, a loan 
can be floated, I would gne jou the bank credit, because, after all, it is a 
land of business nhicli a competitor might take off my hands, considering 
1 C as I am inclined to do mvself, as sound banking Therefore I Avould give 
you the loan 

Sti Piushotamclas Thalnnlas On what'’ 

Dr Jcidcls I A\ould piobablj a'jk m tins case Joi the deposit of the 
title deed on the factoij 

Sir Puuhotainddb Thaliudas You nould ask me to completely mort- 
gage that coiicein north In lakhs befoie vou consider giving me a loan of 
-7 lakbs on my liquid assets? 

Dr Jcidch Tes 

Sir Piiishotamdas ThaLvrdas You would not as a banker in Geitnany 
give me that loan of 7 lakhs on the company’s piomissoiy note plus hypo- 
'thecation of the liquid assets worth 10 lakhs? 

Dr Jeidels Hv potliecation of liquid assets is even a botiei security 
I wanted to do you a favour b} taking the title deeds If vou offci me the 
liquid assets I v^ould saj, “You wish to enpv credit with jour supphers and 
may lose it, if thej hear that jou have given awaj’ the liquid security, 
I am satisfied with the title deed because the factory is irmning efficiently, 
if the w^oist happens 1 shall have to soil the factor v, on which you have 
spent thiee tunes the amount of the loan I am to give to you ” 

Sir Puiihotamdas Thahurdas Am I clear that jou would not advance 
me that 7 lakhs without talcing a hypothecation of the liquid assets or of 
-the factory*? 

Di Jetdcls Yes, it depends also on your personal position 

Sir Puiahotamdas Thaluidas Suppose I am in a specially good posi- 
tion 


Di Jcidcls Peihaps vou aie youiself a large sbaiclioldei and m the 
company a personally wealthy man besides, vou may have property allow- 
ing you to repay the loan fiom other resources 

Sir Puishotamdas Thaluidas If I was a ineie employee of the Board 
as managing dnector^ 

Dr Jcidcls I would ask you at least for the title deeds 

Sir Puishotamdas Thahvidas Boi the hypothecation of the liquid 
assets or the title deeds of the factory? 

Dr Jeidels Foi the title deeds 

Sir Puishotamdas Thahwdas You would not ask anybody's personal 
signature — the Chairman’s" 

Dr Jeidels No 


Sir Puishotamdas Thai uidas It would not he thonght of in Germany ? 
Dr Jeidels No 


■fr., i/ Thalcui das A concern would command an advance 

,7 nance on its liquid assets or on the block being granted without 

the personal guarantee of the managing director or of any of the dneclnis? 
Dr Jeidels Yes 
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mstitution. Tho Chairman was pleased to suggest one method wherebv 
the Government could utihse an existmg bank foi the purpose of givmg' 
these loans Do you think there is a possibility of developmg a good pro- 
vmcial bank under the present system of lapses? The interest should go- 
to the Government revenues whereas the principal would remain for a 
certain numbei of yeais for a good bankmg institution to grow-- T^be re- 
maindei invested in a provincial industrial coi^poiation might be adminis- 
tered by Government repiesentatives and business men as you have said 
heie in the third paragraph If in eveiy yeai Government is able to grant 
5 lakhs, in 10 years it becomes 50 lakhs Government of course will get 
interest on the money, but it becomes a piovmcial bank at the end of 10 
years 

Dr Jeidcls I could not expiess myself much in favour of the Chair- 
man’s and Ml Eushforth’s idea Your suggestion about the unused, 
amounts of State Aid concerns a point of pubhc finance I value the 
educative effect of letting unused or lecoveied amounts go back to the 
revenue of the piovmce It would be particularly educative by stimula- 
ting recovery of monej w^hich becomes available for a similar purpose 

Mr KhaiLan You have aheady said m answer to a question that you) 
advocate a cential industiial corporation with piovmcial organisations 

Sir Pursliotmidas Thakurdas I wish to ask you about the lesponsi- 
bility which is at present incurred by the managing agents here When 
you want 5 or 10 lakhs for your current expenditure, the banks expect the 
mill to sign the pro-note and also wish to have the endorsement of the 
managmg agents In Europe you have not got the managing agent 
system How do banks advance money to concerns there for current 
expenditure ? 

Dr Jeidels They would, of course, command then own credit accord- 
ing to then position and no second signature would be required I dislike 
the present habit in India of the two signatures thoroughlv, because it makes 
the managmg agent, with his good and bad features an eternal mstitution 
A self-managed ]omt stock company ought to have its own credit aceord- 
mg to its standing 

Sn Purshoiamdas Thaktndas Let us take a concern which has spent 
15 lakhs on its factory No capital debt I wiU take the best institution 
It wants 10 lakhs for its current expenditure, for its liquid assets It has 
got 3 lakhs out of it and wants to borrow 7 lakhs It goes to a bank and 
asks for the 7 lakhs loan If you do not mind taking me to be that borrow- 
er and you to be the bank manager, what would you ask me to do 9 

Dr Jeidels I would ask you to explain the entire position, would dis- 
cuss with you your immediate bank requirements and consult with you on> 
the prospects of the business under the financial aspect 

Sir Pursliotaindas Thaktndas Takmg it to be normal 

Dr Jeidels I would recommend you never to rely permanently on a 
bank 

Sir Purshoiamdas Thakurdas I say that two years later I propose to 
float a debenture loan 

Dr Jeidels If the debenture loan is something like a practical pro- 
position, I will give you bank credit I am afraid my colleagues here will 
consider me a very li^t-heai’ted banker 

Sir Purshoiamdas Thakurdas I propose to ask all three of your collea- 
gues What would you do in Germany ^ 
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a loan m the maiket, they would be very keen to give the guarantee I 
have an impies&ion that our banks would thinlc that to give ciedit foi a 
ieira of two jeais vould be too long 

It would not be two yeais at all The loans here are at the most for 
a year, oi they are demand piomissoi-y notes which can be called at any 

time thought Di Teidels said that even if the management was not 

suie that it was foi a teim of two years they would be still piepared to 
give the loan I think in that respect two yeais would be too long 

Dr Jeidels We would not give the loan for a fixed period of two years, 
but if it seemed likely that a debenture loan could be issued, we would not 
like to lose the customer 

D? Trip In exceptional circumstances when there is a good customer 
and the banlc was very well acquainted with his circumstance, it would be 
done, but not foi a new customer 

Sir Piirshotamdas Thahwdas No personal guarantee would he asked 
for in the oidmaiy course^ — -No 

In fact, if at is asked foi it would be an extiaordinary thing and difficult 
for people ’to undeistand — ^Yes, 1 may say it is never done 

Mr Curiie, may I ask what the piocedure in England is? — ^The pro- 
cedure in England would be very much the same as Er. Jeidels mentioned 
with the exception that if the loan was likely to go on for some time, pro 
bably a guarantee would have to be given at the end of the year 

Do you give it for a year’ — ^I should give it for the next period 

It depends on the demand foi the finished article 

Mr Shanmuliham Chctty 1 do not really understand, Sir Purshotam-' 
das, as to why you tack on this question of raising a debenture within two 
years I thought that the 7 lakhs you wanted were for working expenses. 
If every company w'as to float a debentuie for working expenses, where is 
the need foi any bank at all? 

Sn Pmshofamdas Thalurdas I tacked this on because Dr Jeidels and 
/ the others told us that in their countries they would encourage a factory or 
company to build its own finance 

Mr Shayimnliham Chetty My point is that if you wanted 6 or 7 lakhs 
for extending youi factory and for spending on capital expenditure and then 
went to a bank and said ‘I can raise a debentuie for this within two years, 
would you accommodate me wuthm this period’’, I can understand, but 
for ordinary w^orkmg expenses of the factory, why should you raise a deben- 
ture at all Would not a bank in Germany grant the money? You have 
built a factoiy, say, for 15 lakhs of 'rupees and you estimate that the work- 
ing capital that w’’ould be necessary to run it would be 10 lakhs You have 
raised 3 lakhs and you want another 7 lakhs to run the factory? Would 
not the hanks advance you this money’ 

Sir Purslioiavidas Thalcuidas I apprehend that Dr Jeidels’ reply 
would be that he would rather recommend you in Germany to float a 
debenture loan 

Mr Shanvinldiam Chettv I want to know if it is so 

Dr Jeideh Yes 

Mr Shnnmulcham Chetty Where does the bank then come in’ — ^Affser 
a we want business and we would not like to lose our customers 
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Sir Purshotamdas Thalcurdas Does the same apply m your case Mr. 
Cassels 

Mr Cassels No 

Sir Purshotamdas Thahurdas How would you do it in Canada ^ 

Mr Cassels Assuming that I hnow your busmess, the first thmg that 
I will ask IS, “What do you want this 7 lakhs for^“ 

Sir Puishotamdas Thahurdas For current finance'’ 

Mr Cassels I would then use my judgment as to whethei ic is for a 
good puipose and whether it is likely to come back quickly Then I would 
like to see youi balance sheet, your monthly account and the history of 
your account Then it is a question of judgment, for I would not make 
an advance withou^t secunty 

Sir Puishotamdas Thahurdas Secuiity of block or liquid assets? 

Mr Cassels Liquid assets — somethmg liquid such as your stock in 
trade 

Sir Purshotamdas Thahurdas What is usual in Canada, would you 
take ph 5 'sical possession 9 

Mr Cassels No, we do not take physical possession 

Do they submit to you statements once a months — ^Whatever is usual. 

Most of the liquid assets aie either raw cotton or manufactured cloth. 

It IS usual in this country to take a margin between 20 and 30 per cent , 
on the current market value of the cotton and piece goods Is that usual 
on your side'’ — ^l’’es, it is usual to take about 10 per cent If you come to 
me for credit for 7 lakhs and if I thought you had good securities, you could 
have all the 7 lakhs any time you like 

If you thought that the company for which I was approaching was sound 
— Xes 

Are banks allowed to lend on real estate'* — ^No 

So banks do not finance on landed property or real estate? — Eeal estate 
means land 

Or buildings'* — Building is another matter 

Sir Purshotamdas Thahurdas In the case of a cotton mill or jute mih, 
you would not be prohibited from taking a loan — No, they are not real 
estates 

But it IS more usual to lend on liquid assets than on block'* — ^Yes 

In Germany it is more usual to lend on block — ^It would be temporary 
security 

You would not ask for the personal security of any of the managers or 
of any other persons ? — ^If it were necessary, we might say that the Direc- 
tors individually guarantee the loan 

But that would be less than second class credit — ^It would be pretty bad 
second 

Dr Tnp, would you kindly give us the position in your country'* — ^I 
may say that aU banks in Holland would probably act in the same way 
as "they do m Germany I am not so confident that, if the management 
of the bank was not sure that for a term of two years they could not float 

VoL, rv. R 
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Z)r Trip I think you aie right 

If you make enquiries 3 ou will find that managing agents iiave lost 60, 
70 and sometimes 80 lakhs of rupees in financing industiies 

Vr Joideh It is really due to the managing agency system I do 
not think any bankei would give clean credit to a joint stock company 
vhich IS not managed by the sfiaieholdeis 01 by the Boaid of Diiectors,* 
but by somebody else It is the essential point of youi most interestmg 
question The banlvs are spoiled the managing agenc}' ‘jystem and the 
managing agents aie spoiled bv the banks, because the banks force the 
joint stock companies piacticall}’^ to take managing agents, the bunks are 
quite happy that companies are managed b} managing agents, as it gives 
the banlrs two signatures for the loans 

It is an advantage for the bankei, vhen tlie managing agent goes, he 
would take charge? — The banlcei is not at all mleiestcd m developing 
other methods of industry, he has two signatuies and has no leason uhy 
he should favour another system, which may be quite good for industry, 
but deprives the banker of the second signature 

Mr Manu Subedar Therefore to that extent the connection, of industry 
vith banks is loose in our country and if the system was altered as the 
system obtaining m 30U1 country and the joint stock companies were 
managed bj themselves, the bankers would loam and get used to looking 
into their affairs The managing agency system is theiefore a disadvantage 
from that point of view ? — 1 do not wish to create the impression of not 
appreciating the services rendered by the managing agents 
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Sir Puishotamdas Thakurdas Let me put it as Mi Ohetty wants to 
put Suppose I wanted 7 laklis, I would sav that next year puces may 
tail and I may want only thiee lakhs, what w^ould you do?— I think you are 
right You do not have to float it now,w’'e shall wait for better times, 
peihaps you have a very good voai oi two and may later lequire only 5 
lakhs Cl edit wdiich you can always get, this situation would make the 
'debentuie issue unneoessaiy 

Theiefore, theie is a good deal in w'hat Mr Chetty wanted to put in 
If I have Q factoiy with a working capital of & lakhs (and required on the 
whole 15 lakhs) and I wanted to raise 7 lakhs in one year and 5 lakhs m 
the next yeai, the industrj'^ being noimally worked and my respectability 
being normal, I would command that credit from the bank by merely walk- 
ing into it and putting my case before you without saying that I propose to 
raise a debentuie loan foi the lequirements within a year or two Is that 
correct 9 — ^How are you going to pay^ 

Five lakhs of rupees is my standing lequirement foi cuirent finance on 
a block capital of 15 lakhs with a surplus of revenue capital of 3 lakhs, 
would you let me have 5 lakhs year in and year out^ — ^In practice you will 
have it foi many years, but I diaw youi attention to the fact that you 
get the loan only for 3 oi 6 months, the risk of not getting it renewed, is 
with you 

Mr Shanmukham Chetty 3^ou are entitled to ask me, if I wanted 5 
lakhs, as to how I was going to lepay the amount I ask you to advance 
me these 5 lakhs of rupees on the hypothecation of my liquid assets and 
you would be lepaid as soon as I have sold my goods — wish to know how 
you mean to pay without wnnding up your firm 

In the paiticular case that Sir Puishotamdas gave you, if I borrowed 7 
lakhs from vou that means I hypothecate hquid assets, say, cotton or cloth, 
worth 10 lakhs of lupees and if you want the money, I need not sell the 
comjpany oi wind up the concern but can sell the cotton — ^But you would 
not be able to do it, if you wosh to carry on y^our business Of course there 
are sufficient assets available, but as long as you do not liquidate, I do 
not think you w^ould be able to pay 

Sir Puishotamdas Thakuidas I only w'anted to ascertain what the 
system was like Is the inference of all the information which you have 
been good enough to give us that the advances by banks to industries are 
much bettei seemed here than m Buiope o^vlng to vanous securities 
being available and m addition the personal guarantee of the managing 
agents^ — ^It is my opmion 

Does it stiike you that over and above the secuiity of block or liquid 
assets the income of the Managing Agents is wholly at your disposal in this 
« countiy Is not this a system of financing of industiy which has no 
paiallel in any othei civilized country’ — ^You must keep in mind that the 
company is not managed by itself and that the banker does not know what 
the managing agent takes out, w^e would therefoie piobably not give the 
credit without the managing agent’s guaiantee It is a peculia-^itv of this 
country that ]omt stock companies are not in my view self-managed, but 
managed by somebody else 

Do you considei that a handicap fiom the bankets’ point of view’ You 
get an additional piotection heie undei the managing agency system which 
you do not get in your country 

R 2 
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Ghairman I may point out that it is better to confine, Di Jeidels, to an 
explanation of the practice followed in Germany 

Dr Jeidels If you say, m Chetty, that the rights of your supplier are 
safeguarded, then of couise the matter looks a little different Your supplier 
has sold you raw material f oi which you owe him tlie money , the raw material 
has gone into the hanlv’s godown , I cannot imagine that the supplier reaUy 
has a first right on those goods 

Mr Mann Suhedar Unless he has specifically kept a lien. 

Mr SJianmulham Chetty We have got the Contract Act, the seller’s lion 
on goods 

D) Jeidels I thmlc I can adhere to my opinion of yesterday, 

Mr Bhanmulham Chetty We have to examine how far the seller has got a 
lien on the goods for which he has not yet been paid Apart from that, do 
industiial concerns in Germany not get accommodation in the hanks at all for 
their current day-to-day requirement for then working capital ^ 

Dr Jeidels It is the case desciibed yesterday by Sir Punshotamdas , it 
was the normal current demand foi woiking funds 

Mr Shanmitlham Chetty In the case tliat Sii Puishotamdas mentioned, 
after he has raised those debent tiies foi 7 laklis ivitliin one oi two years he has 
all the money foi normal ivoikiiig expenses What does lie go to the bank 
for afterwaids ^ 


Chairman The talk between ^ou Di Jeidels, and Sii Puishotamdas 
was this He said “ I w'ant 7 lakhs foi my cm rent expenses, working capital ” 
and he went to you as a banlcei He told you ho would float oi get j'our 
assistance to float those 7 lakhs debentures in the next 2 yeais And you said 
on that undeistanding if 3’-ou weic satisfied that those 7 lakhs of debentures 
could be floated you w^onld give him accommodation foi 2 j^eais That he 
understoodtobetheticnd of the conveisation Mi Chetty s point is this / 
Supposing he weie to go to j^ou and not give you that assuiance, what would 
you do in that case Would you oi would you not give him credit * 

Dr Jeidels I thmk the loan would bo given, but entirely at the borrower's 
risk , he would not get it foi 2 years, but only foi 3 or 6 months , if there are 
critical times in the respective industry oi otherwise, the banlc maj’’ not renew 
the loan 


Mr Shanmulchani Chetty You will probabl}' give me credit foi 6 months 
and then if my position is solvent, I take the iisk of getting or not getting it 
Dr J eidels I fully agree 

Mr Shanmulcham Chetty That we may take as the normal condition * 

Di J eidels Yes 


Ml Bamdas Pantulu With regard to the Industrial Coipoiatioii of the 
^giee that capital maj’^ be furnished by the Government 
and that Government ought not to guarantee debentures Yfliy do yon make 
the distinction ? I think you answered, but I was not able to follow- 


I would like the corporation to gain the confidence of the m- 
own Strength and not on outside assistance , Government 
guarantee would be outside assistance I think it opens a larger field if the 
a emancipates itself fi om Government By establishing 

beeanqp ^^^^^l-ely command a laigei amount of capital, 

to the rmW bonds for its ow-n purposes and can appeal 

to the public, as described yesteiday by the Chairman only within the 
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Cliaiiman • When we adjourned yesterday, we weie m the midst of a most 
mterestmg conversation between Sir Purshotamdas on the one hand, and Dr. 
Jeidels on the other Sir Purshotamdas got his answers to his questions, 
but it is possible that some of the other members may want to ask some ques- 
tions on the same subject Mi’ Chetty, for example, you wanted to put some 
questions. 

Ml ShanmuLJiam Glietiy With reference to your answer to Sir Purshotam- 
das’ question, I would thi^ of raismg a debenture loan or issuing of fresh 
capital only foi purposes of extension of the business But if I wanted a 
loan just to cairy on the day-to-day business, provided I have raised a portion 
of it myself I would expect the banlc to have a current account with me and 
help me from time to tmie up to a certain amount In this country, if I build 
a factory for 5 laldis and I estimate I lequue 5 lakhs for woiking expenses, 

I raise 2 lakhs by debentures or some othei means, and expect the banks to 
advance Rs 3 lakhs on the hypothecation of all my liquid assets mcluding 
the stock m trade, etc Does such a system prevail in Germany * • 

Dr Jetdelsz It is not usual Inside of our system I would caU it a crude 
sort of financing, because it does not safeguard sufficiently the interest of the 
debtor towards his other creditois. 

Chairman Sir Purshotamdas admitted the force of this If the person 
who IS supplying you or him with raw materials came to know of this tran- 
saction, he would stop the supply of raw material 

Dr Jeidels Theie is that danger 

Mr Shanmukham Chetty I think theie is a misapprehension on the part 
of Dr Jeidels If I hypothecate the liquid assets in my godowns to you, it 
presumes that those liquid assets belong to me. According to the law of 
hypothecation in this country, if my customer, for example, has given me 100 
candies of cotton for which I have not paid him, I have no right to hypothecate 
it So the question does not aiise at all 

Dr Jeidels Do you not enjoy any credit fiom the supplier of your raw 
materials * 

Mr Shanmukham Chetty Yes, I do enjoy But unless the property in the 
goods has passed to me the bank will have no hold on my liquid assets If a 
dispute arises and you have to take legal proceedings, it will be the property 
of the customer and not youi or my pioperty 

Dr Jeidels Do I understand correctly, that the merchant who sells you 
cotton remains the owner of the cotton ^ 

Mr Shanmukham Chetty If I have not paid for it 

Ml Buckley Generally spealmg when banks have to take over the 
goods in the godown belonging to a film who has failed, and find amongst 
them goods which the firm has not paid for, we release them 

Dr Jeidels It was one of the reasons why I have suggested m one of the 
memoranda that the legal situation of bank loans should be investigated by a 
legal expert 
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Dr Jetdels Such objection was raised in other countries also, the hank 
not wishing to lose deposits by offering their clients attractive de- 
bentures But it proved to he a rather short-sighted view which was overcome 
by the temptation to earn the nice commission on debentuies placed 

Mr Mami Siihedar They prefer to earn commission which compensates 
them for the temporary loss and then they expect that the same people or class 
of people will bung further sale — constant flow 

Dr Jeidels Just so 

Dr Jeidels I think in India banks also advise their customers to invest 
m securities and furnish information about new issues 

Mr BnekUy I was just going to say that among the exchange banks 
that IS not the practice If we are asked by a customer to advise him what 
shares to buy we always reply that it is not oui business, but that it is the 
business of the stock broker The reason given is that avc have had cases 
where we have given advice in good faith , the investment has not turned 
out well and the banlr has been blamed afterwards by the customer for putting 
him, into something which became afterwards a dud show In this respect I 
was reading in a papei this morning that on the London stock exchange 
action was taken against a firm of stock brokers by a client for giving vnong 
advice and the chent got damages, this advice was not given by the firm 
of stock brokers but by an agent of the stock brokers Tins, they seemed 
-to think, was going to produce a lot of more cases on similar linos I was 
^oing to ask Dr Jeidels what he thought about that aspect 

Dr Jeidels You speak of shares , we are discussmg debentures exclusively. 

Mr Buckley Of course I have often been asked about debentures and I 
have said, “ Well, there aie the jute mills companies ’ debentures which are 
looked upon as gilt-edged ” I have taken the risk of saying “ You cannot go 
far wrong in putting your money into them ” To people who have asked 
me what shares they should buy I have always given the reply that this is 
outside the sphere of a banker’s advice 

Dr Trip It is different in oni country 

Dr Jeidels With you,]VIr Cassells, it is probablj^ as Mi Bucklej' desenbes; 

Mr Cassells If somebody comes to us foi an investment we ask for his 
req[uirements We ask him, “ Do you want a safe investment at a moderate 
rate of interest ” If ho says ”yes ”, we put him on to Government bonds, 
provincial bonds or municipal bonds If he wants something with a 
high rate of interest, like a pieference share, we say, “ We cannot recommend, 
we do not give advice , that is given by a firm of stock brokers ” We say, 
“ Here is a hst of what are considered the best preference shares, industrial or 
hydro-electric, and we will ask our broker to give us the list for your benefit ” 
^en, if they ask foi something quite speculative, the same thing would apply 
We say Here are common shares, wo will ask oui broker too about them 
and then you can make youi selection ” We have, however, no hesitation 
in making recommendations about Government securities or municipal bonds 

Dr Jeidels There is apparently an essential difference in methods in 
various countries 

Mr Bamdas Pantulu Have you anv objection to Government purchasing 
the debentuies liy my of financing this bank ? 
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market range of Government securities Government borrowing, in practice, 
in all countries leaves a field for private debentures That field I would like 
to cultivate for tbe debentures of an Industrial Corporation I admit that 
in the begnmmg the sale is easier with Government guarantee , the first 
introduction of these debentures, if not guaranteed, is rather difficult 

Gh^iTfncin That being so, would you even object to a Government guaran- 
tee in regard to the fiist issue of the debentuies ^ 

J)t J etdcls It would only mean you postpone the difficulty and even in- 
crease it, because when latei such debentures are oSered without guarantee, 
the public will be reluctant to take a debenture, which, compared with the 
first issue, has no doubt an inferior security The difficulty has to, and I think, 
can be overcome , the public has to become accustomed to this kind of securi- 
ties The same applies to land mortgage bonds. 

GlidiimcL'n, I fully reabze it Puisuing youi own line of argument, in 
your opinion would it or would it not be desirable to give a certain period ^ 

I am offiy tallcmg from the procedure adopted in the case of the land mortgage 
bank in Madras Supposing it were laid down that for debentures issued in 
the first five years, Government would provide a guarantee, then that would 
enable the public to become aware of these debentures, and perhaps after the 
5 years the Government guarantee would lapse 

Dr Jeidels In such a matter one ought not to be obstinate If the 
experiment as suggested by the Chairman is considered practicable, why not 
try it and use mj’- scheme as an alternative ^ The small debenture issues 
with Government guarantee up to now have had the character of an experi- 
ment and as such do not call for much criticism The line I take with regard 
to the Industrial Corporation is to malce it a big outstanding proposition 
If I were a banirer in this country, I would try to take the bull by the horns 
and issue the debentures from the start mthout Government guarantee, and 
would place the attraction less in the security than in the rate of mteiest 

GJiairman You want the shares to be guaranteed That was not done in 
the case of the Madras bank That itself may operate as an inducement to 
the pubhc to take the debentures 

Dr Jeidels Government ought to be the shareholder 

Ghairman Rightly or ivTongly, it has been stated that Indian capital is 
shy and if, for the purposes of drawing out the capital from shy people, a 
temporary concession hlie that was considered necessary, you have no strong 
objection to it 

Dr Jeidels Mo 

Ghairman All these are experiments made for the purpose of educating 
the people You say that by providing share capital taken by Government 
you provide one of the means by which debentures should be attracted to the 
pubhc 

Dr Jeidels It is a matter of expediency There agam co-operation 
between banliS and industry will prove useful , the banks would put then 
experience, in marketmg debentures and other securities, at the disposal of 
the Industrial Coip oration 

Jfr Mann Subedai The banks would influence their chents to go m for 
these bonds 

Dr Jeidels They would educate them 

Mr Mann Subedar Have you thought of this aspect that banks by advismg 
and influencing customers to go in for these bonds might actually lose business 
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Mr Devadhar If there is no institution of that kind for which a great 
need exists, then you would not object to Government spending some money 
even from the tax-payer’s contributions « 

Dr Jeidels Not necessarily 

Mr Bamdas PanMu I have generally followed your preference for an 
AU-India Corporation but I was not quite able to follow the reason that you 
have given in your penultimate paragraph where you say “ Otherwise 
local and private interests will endeavour to get hold of the scheme and if 
they succeed other local and private interests wiU at once push forward 
The Industrial Corporation wdl run the dangei of becoming a pandemonium 
of partisan struggle and incompetence ” I could not follow that 

D) Jeidels If the organization is too local, too piovincial, local fight 
might arise about propositions submitted to the Coipoiation, everybody 
claiming that his proposition is the best The Corporation therefore 
ought I thmk to keep as much aloof fiom local influence as possible, particu- 
larly in the beginning A company of that kind has first of all to 
establish its policy and the public s confidence Later on, and as experience 
increases, it may do many things which are not good foi the initial programme , 
it may then adopt a somewhat modified programme and give more room to 
provincial influences 

Chairman Dr Jeidels, do you realize that India is not a country but a 
contment and that Madias, one of its provinces, is perhaps as big as the whole 
of Germany *2 Theiefoie, does what you say about the local and private 
mterests arise to that extent ? It is not as if these operations were conducted 
in a small aiea like one of the States of Germany , it extends to a veiy large 
area If you confine your scheme to an All-India business there may be 
more of that trouble against which you want to guard Foi example, suppose 
there is a big AU-India institution sitting in Delhi and Madras may want a 
glass factory and the Punjab may want a glass factory and this body decides in 
favour of the Punjab I wonder what would happen thereafter If, on the 
other hand, they decide in favour of Madras I know precisely what may be 
said, though I do not want to sav anything on the subject If you at all take 
into consideration that aspect of the case I do not know what might happen 
under similar conditions even in the German Federation If Bavaria wanted a 
glass factory and Prussia wanted another and this All-India body decided m 
favour of Prussia I do not know whether all these private and local influences 
would not operate But this is a very large country and I cannot also wholly 
overlook the ideas which are developing about provincial autonomy You 
see each province wants to have a dozen activities ]\Ir Chetty will perhaps 
develop that further , he developed it on a previous occasion , I do not -want to 
pursim it at the present moment I simply want to find out whether j^ou had 
considered all these considerations before you made that suggestion ^ 


Dr Jeidels I agree entirely, Mr Chairman, that in a country of this size 
ana even in a country like mine, which is of a very much smaller size, provin- 

generally speaking, preferable because it is 
, ° ® of action But we have to do here with an institution which 

confidence of 

n ^ country with an extremely low rate of inteiest and 

Iv th^t Lp Pnn? w® investment foi his capital, I would 

sumW start at once several provincial mstitutions GeneraUy 

h^s fiis^tn PTPfi?° provincial institutions, but in practice I think one 

nLsfble ft ^^^^‘1^’^d-laigely on an experiment I do not consider it 

possible for seveial provinces at the same time 
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D} Jeidels By purchasing debentures ? If the Government is in a 
position to do it, be it only for a comparatively short time, it ■would certainly 
help The Government has always certain funds to invest I would prefer 
this to a Government guarantee 

Mr Ramdas Pantulu You -will he interested to know that the Royal 
Comroission on Agriculture, on which there were some bankers, recommended 
to the Land Mortgage Bardr that they would strongly object to Government 
taking any debentures but that they would strongly recommend them 
guaranteeing those debentures 

Di J eidels I have read it 

Jfr Ramdas Pantulu You don’t agree with that recommendation ^ 

Dr Jeidels I do not 

Dr Hyder That recommendation was made on this ground, that it might 
be more difficult in the straitened circumstances of a Provincial Government 
or of the Central Government to find the money for purchasing debentures 
and it might be easier to have a sort of guarantee which might oi might not 
become operative 

Dr Jeidels I admit that it is a matter of opinion, but for myself I am quite 
emphatically against Government guaiantees, on general grounds I prefer 
other ways of Government assistance than guarantee of debentures 

Dt Hydei The guarantee of interest The railways of this country were 
built on this system and the Government had to make good the deficits in the 
earnings in order to make up the sum necessary for interest 

Dr Jeidels I know it, yet I would hke to adhere to a pimciple which I 
consider to be one of the soundest rules of pubhc finance 

Mr Devadhar WiU you mention the other ways in which Government 
can give assistance * 

Dr, Jeidels The principal way is that Government takes the ordinary 
shares 

Mr. Devadhar You would not object to Government purchasmg shares * 

Dr Jeidels Not at all, I would prefer it In addition, if Government 
has an opportunity to invest funds, it should buy the debentures until a regular 
market has been created So much depends, however, on the attitude of the 
public In this country the public seem to be satisfied with a guarantee of 
interest, while the educated investor will insist on guarantee of capital 

Mr Shanmukham Cheity You can never get a guarantee unless Govern- 
ment chooses to pay it 

Chairman Then debenture interest which has been guaranteed by Gov- 
ernment becomes a permanent debt 

Dr Jeidels But, I suppose, only in comparatively few cases 

Mr. Manu Subedar If the bonds were issued for a limited period and if 
the investor still took the bonds, it probably is the result of his ignorance 
He does not understand the difieience between a guarantee of interest or a 
guarantee of principal If he realised the position then he would not take it 

Dr Jeidels That was my impression 

Mr Devadhar Am I to understand that your view is that in no case should 
Government spend money out of the tax-payer’s contiibutionsforthe further- 
ance of any of these mdustiial concerns ^ 

Dr Jeidels Of competitive industry 
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•will help the development of the province and help employment in the pro- 
Vince ” 

Dr Jeidels I think I ought not to dispute this argument It has been 
more from a piactical pomt of view, that I recommended to keep aloof as 
much as possible from small and local influences , such Government actmty 
should not be split up into many small affairs , it ought to start on a big scale 
and educate the public to the pmchase of debentures Therefore, I concluded 
that it IS better to stait with an All-India Corporation By the way, I think 
the Committee’s evidence in this matter is rather divided 

Mi Manu Subedar We are also heavily divided. 

Chairman I was thinlcmg at the present moment of placing the views of 
one school of thought and trying to find out what your objections were 

Dr Jeidels Of the othei aspect of the matter which you have been good 
enough to explain, the most convincing seems to be the popularity of pro 
vincial debentures with the mvestmg public 

Chairman We may be able perhaps to meet your difficulties by making 
this one of the subjects which will come within the purview of an All-lridia 
Board Excuse me if I am here importing ideas which have been largely 
reinfoiced by the discussions which took place in London ovei the constitution. 
You see this may be one of the most important in legard to which it may bo 
necessary — I am at the present moment simply giving my ideas — ^to provide 
for an All-India Board composed of a certain number of business men, big 
business men if it is possible to get them, so that the Board may be able to 
give advice to its local organizations 

Dj Jeidels I agree In practice there should be no essential objectioa 
against more provincial lines than an All-India construction. 

Dr Trip I would only ask, Mr Chairman, whether it is not the case now 
that the provincial requirements for money, especially for capital expendi- 
ture, for loans, are provided by the Central Government 

Chairman They are provided by the Central Government but it is the 
Provincial Government which finds the interest, that is the money comes 
from the pockets of the provincial tax-payer 

Dr J eidels That is right, but if the Government issues short loans on 
behalf of a certain piovince for iiTigation works 

Chairman There are two classes A province is not debarred from raising 
■a separate loan of its own, and there are some people like Lala Harkishen Lai 
who perhaps prefei that arrangement As it is, seme of the Local Governments 
do raiss their own loans, I cannot say what will happen in the now constitution, 
but I know this that both aspects were very fully discussed there and the real 
trouble is what you may call provincial autonomy, this growing desire foi 
provincial autonomy tends therefore for making the province a self-containec 

Mr Manu Subedar Dr Jeidels, I will now put to you the consideration! 
which would lead to an All-India Corpoiation as advised by you to be favoured 
and i -vnll run ovei them because some of them aie self-evident Eor example 
you speak of the consolidation of commercial laws in this country , that woul( 

e a single law for the whole country That would come within the purviei 
ot tlie Central Government or of the All-India body There would be th 
raising ot Government loans and cspecialty what Dr Trip has just pointed ou1 
xnat would all be a matte of central policy There would be the capits 
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Ghairmctii It depends on the resources of the Provincial Government,- 
if Imay say so, because there will be a certain amount of the tax-payers’ money 
spent on a scheme of this sort Government shouldtahe shares and it may be 
difficult to peisuade the investor in Madras to interest himself in a glass factory 
in the Punjab, where,) s, if it were a gless factory in Madras, providing employ,- 
ment for both skilled and unskilled labour in that Presidency, that might 
appeal moie to the investor Was not that something of your thoueht, 
Mr Pantulu « 

Mr Bamdas Pantulu Yes 

Gluxirman Please also consider the position in regard to the co-operative 
credit business I am not sure, if your ideas were pursued in the begmning and 
Government began with an All-India Co-operative Bank instead of starting 
with the provincial units, that there would have been any real progress 

Dr Jetdels The extent of the capital market in India, which had our 
attention yesterday, is also to be considered The capital market cannot be 
expected to respond at the same time to various Industrial Corporations It is- 
only for practical reasons that I suggest only one corporation now 

Ghairman Your proposition refers only to the starting of new industries 
Have you at all thought about this aspect of the question, that the investor 
in Madras may not at all take any interest in a glass factory in the Punjab, 
while he may, if it is a glass factory neai his home ^ 

Dr Jeidels There is much in that, I had two practical objects in mind — 
the Madras Hydio -Electric Powei Scheme and the Punjab Hydro-Electric 
Power Scheme 

Ghairman Then you are talking of veiy much bigger things , they are 
Government concerns 

Dr Jeidels I would like to start my Industiial Corporation on big schemes 
and on a big line and let it proceed from big to smaller propositions, rather 
than to start with small busmess and try to climb up to big one 

Mr Devadhar Was it not your view that big things should be slowly 
developed ^ 

Dr Jeidels Mot in this case Small industries are not suited for this 
Industrial Corporation , there may be smaller ones latei on 

Ghairman You contemplated that this scheme should be applicable to 
hydro-electric schemes ^ 

Dr Jeidels Public utility schemes I think it is the only possibility of 
educating the public to the idea of Government financing industries 

Chairman There again, would not the same difficulty arise ^ I do not 
know whether the Madras investor would take any interest in a hydro-electric 
scheme in the Punjab 

Dr Jeidels There is something in that 

Ghairman The othei point was that the administration of that would be 
under another Piovmcial Government 

Dr Jeidels There is much in this argument too 

Chaii man I do not mean to say that every provmce should start with 
one, but my point was that supposing Madras on the one hand and the Punjab 
on the othei said, “ Well, now we have got provmcial autonomy, we shall 
therefore tiy to use a little of the money of our tax-payers in a scheme which 


/ 
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<ouIy if we got 8 per cent ’ This is a danger, calUng for a financial policy 
apart from the constitutional regulation 

Ghairmm If this idea is pursued there should he no provincial land' 
mortva<ye banks The same arguments about money markets, etc , apply to 
^hemlio^ large extent There is such a thing as provincial patriotism, and in 
Tndia it has been growing fast, and it cannot be overlooked In othei countries 
where they have a federal Government they have tried to meet the difficulties 
'to which Mr Manu Subedar has drawn attention, by providing for central 
"boards, leaving the provmcrs to pursue their activities 

Mr SarTcer The Imperial Bank Board is a central institution such as you 
'describe 

Ch%irmin I do not know whether you have read the arguments for and 
against given in the vSecretary’s summary These points have come before me 
'very forcibly during the discussions in another place When somebody wanted 
»to make mdustries^a federal subject, it did not get support 

Dr Jeidels One must and can find a solution satisfactory to botn points o^ 
wiew, by establishing a central organization in the form of a joint stock 
company It is an economic matter and should not bo influenced by 
considerations, political or constitutional 

Chairman It is not wholly political in itself There are backward pro- 
winces and progressive provinces, and the eSect of centralization may be that 
progress in all provinces should have to be uniform It may bo that the 
people of one province may want to have one form of development and not like 
to fall in line with the all-India development At the present moment wo 
have not got a land mortgage bank m ail provinces Only in those provinces 
where the idea proved attractive, and where they found that the provincial 
tinvestor would find the money, have they started land mortgage banks That 
'IS a very good parallel Others that have not done so might not have been 
able to find investors or had other difficulties That is why Mr Kamdas 
.Pantulu has raised this question If you were to say that there should be an 
all India mortgage bank, because of the advantages of the money markets, 
-etc , it IS very doubtful whether it will be accepted by any province at the 
present day 

Dr Jeidels One can overcome these difficulties and do justice to all point 
'of view We have in our country what is called “roof” company for various 
enterprises, in the form of joint stock companies, which introduces an element 
• of central supervision on mere business lines Such supervision from the 
“ roof ” gives sufficient weight to central arguments, while the provincial com- 
pany lends natural weight to the arguments for decentralization Suppose 
you have provincial institutions with a capital of one crore each They work 
independently but issue their bonds under rules established by the “ roof ” 
'Company, preventing the provincial institutions from looking at the matter 
exclusively from their narrower point of view Even in a sub-contment like 
India, capitalists are inter-state or inter-provmcial They may be stationed 
in Bombay, but may have interests in many provinces and may prefer an all- 
India proposition to a provincial one I think the central board or, as I would 
prefer the central jomt stock company should claim the function of makmg 
Tulesfor the appeal to the investing public, so that the issue of debentures by 
the provmcial companies is subject to the restrictive influence of the central 
-institution You cannot prevent the investing public from discriminating 
between various provinces involving an element of nervousness in the 
investment market 
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markets and, as you state, until capital markets exist elsewhere, there wculd: 
he only some central markets There would be central control of currency 
and exchange, and so on There would be central control of railway lates 
which, as you know, is a matter of very great importance for industries and 
there could only be a central survey of the conditions indicatmg various pos- 
sibihties In connection with this I want to mention one matter I know 
as a matter of fact that there fare three places in India where a large 
aluminium industry could be established They are located in three different 
provinces If it was a provincial matter then every province would want 
to do this, and should they do that, it would be disastrous for the country as a 
whole It IS desirable, as it is in German}’-, to concentrate this manufacture 
in one place rather than to have two or three factories spread out and competing 
with one another If those factories grow by direct competition, let them 
grow, but if Government finances the industry at this stage, then it is most 
desirable to conserve that finance and not allow it to compete, one limb of 
Government with another Again there is the question of provincial issues of 
bonds Bonds issued by the Assam Government would not be touched in 
Bombay, but if the Assam industries needed some money and afterwards 
there was a central issue of bonds, then you w’lll not know where the money is 
gomg and the investor is satisfied whatever names these bonds may go by 
A large issue of bonds by a provincial Government may not find a ready 
m6,rket, it may not find a market at all In certain provmces there is 
no money market, and in their cases the bonds -will have to come to Bombay 
or Calcutta, and Bombay or Calcutta may not look upon them -with favour 
Don’t you think that all these considerations fora central orgamsation very 
greatly outweigh those for provmcial branches? 

Dr Jeidels 1 have he ard a number of new arguments to-day The balance 
of the scale is to my mind still in favour of a central organization My owm 
country offers an interesting comparison in this regard There, the single 
States can entei the money market, and experience proves that it is very 
difficult with the decentralized system once in existence to draw the line 
back to central supervision which, I think, is essential for proper functioning 
of the capital market Branco with strong centrahzation is the counterpart 

Chairman France lias a umtary government It depends on the ideas of 
Government That is the whole trouble Mr Manu Subedar has put before 
you certain aspects You must remember that these things will ilot be settled 
by the Banking Enquiry Committee Pohtical ideas are growing in the 
minds of the people of the provinces and if a provuice wants to develop in its 
own way, why should it not be allowed to develop? On the other hand Mr 
^ Manu Subedar’s objections may be met by what may be called a cential board 
The central board vnll give the advice, but the man who has to pay the piper 
obviously will be left tu arrange for the tune 

Dr Hyder Your Government is a umtary Government The Empire 
law overrides the State. 

Dr J 62 dels There is rather generally a tendency to more centrahzation 
owing to those economic effects, of the decentralized system which Mr Manu 
Subedar seems also to have in mind, viz , that too many umts of the country 
appeal separately to the capital market In my country we have, I think, 
about 15 states which go into the market independently, which I thinle is not 
desirable, since it affects the rates the states or provinces have to pay The 
investing public, which is the highest judge in these matters may say, ‘"We 
accept Madras bonds at 6 per cent and the Madra'j Industrial Corporation de- 
bentures at 7 per cent but we will entrust our money to the Central Provinces. 
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Chairman Perhaps you would have a general economic board on which 
ministers of all provinces sit with experts 

Dr Jeidels The handling of the capital maiket, or rather the handlmg 
of official loans, municipal and provincial, must be under control Otherwise 
the capital market and with it the Industrial Corporations are menaced 

Mr Sarlcer Don t you think that the control of capital market must be 
left to economic conditions ^ 

Dr Jeidels I am not for free trade in these matters 

Chairman WhatJIi Sarkerhasnowmentioned was also, I think mention- 
ed in some other discussion I had overlooked for the moment you were talking 
of a uniform rate of interest Now a paiticular province may for purposes of 
development desue to pay a higher late of interest 

Dr Jeidels I did not speak in favour of uniform rate of interest 

Chairman You practically come back to my view that the board would 
be advisory and would not have the power to dictate 

Dr Jeidels Rules must be established, not a uniform rate of interest 
which IS neither advisable nor necessary 

Mr Mann Suhedar You use the word ‘controUmg the Chairman uses 
the word ‘advisory’ Will you kindly tell the Committee what m your 
opinion will be the proper thing to do so far as the mdustrial banking organi- 
zation aided by the State is concerned, so as to avoid more trouble in future If 
we start at the wrong point this country may have a lot of difficulties to 
contend with hereafter 

Chairman j\Ir Mann Subedar’s talk about trying to stabilise the future 
by taking some action at the present moment may just have the opposite 
effect 

Dr Jeidels The best policy, to do justice to lall reasonable considerations, 
seems to be to remove these matters from the political sphere The “roof" 
corporation will attend to those subjects which are in the interests of all con- 
cerned, such as the terms for the issue of debentures by provincial institu- 
tions, “ terms ” including amount as well as rate of interest, time of the issue, 
etc 

Chairman I thought you did not want a uniform rate of interest. 

Dr Jeidels No 

Chairman In regulatmg the rates of interest the Central Board would 
provide for different rates of mterest m different provinces 

Dr Jeidels The lines of activity of the various industrial coiporations may 
be quite different A profitable hydro-electric scheme m full operation may 
command a lower rate of mterest than others, just like municipal bonds, 
where size and location of a city justifies a variation in the terms of bonds 

Mr Mann Subedar Apart from the functions of regulatmg when, how 
much and at what rate, would you not include as one of the important functiona 
of that central institution “ to decide the directions in which new industries 
may be set up ” ? 

Dr Jeidels It must be worked out in detail If we were now in the 
discussion of the actual scheme, the composition and powers of that central body 
we would no doubt be able to set up exact rules I do not think it is 
difficult , there is a lot of experience in this Ime all over the world, and even 
when our job is finished, our files and advice remain available if required 



255 


Dr Hyder This element of weakness is in the last lesort a matter of credit 
of the provincial Governments 

Dr Jeidels You let the credit of the piovincial Governments interfere 
with the finances of the Industrial Corporation 

Chairman It may be argued that by giving the central body the fullest 
control, the result may be helping certain interest to the detriment of others 
That is an apprehension which came out in the course of the evidence before 
us After all, everything is largely connected with the Government of the 
country, and if the Governments of the provinces become self-contained, 
except with regard to certain specified matters, the people who are governing 
the provinces on a mandate from their people, take all responsibility 

Dr Jeidels My advice is to take as much business as possible out of their 
hands and put it into joint stock companies as busmess orgamzations. 

Chairman You provide f6r acertam amount of State help The State 
should take some shares, and it is the provmcial Government which will have 
to find the money for the shares, and naturally the representatives of the tax- 
payers, who are called upon to find the money, wdl have to consider the amount 
of their say in the matter In all economic matters, even under federal consti- 
tutions, there must be central boards, but they wiU be only boards They wdl 
give a certain amount of advice They will get hold of the people from the 
joint stock banks in the provinces and tell them, ‘ this is the line of policy 
you wdl have to follow’ But apart from that as provmces have got to find the 
money, naturally they would like to have the right of calling for the tune 

Dr Jeidels I would not say that they should not be allowed to issue by 
themselves, but such issues should be on lines established by the centralboard 
or central joint stock company 

Chairman There, I agree 

Dr Jeidels In my country we have a regulation for foreign loans, leaving 
borr 9 wing quite free if the rate of interest does not exceed a certain maximum 
The Madras Government may say, ‘ For us the matter is so important that we 
do not mmd to issue Ih per cent bonds ’, but such issue may rum the capital 
market for many other purposes You are in the fortunate position of being 
able to regulate these matters from the start, while in my country we have 
mherited the decentralized system and have not been able to mend it sa- 
tisfactordy I think you ought to establish a rule that any enterprise which 
enjoys Government assistance should at least submit to a control of rates and 
amounts, with which it approaches the capital market 

Chairman Whether we shall be able to regulate in that way in future is 
more than I can say at present I believe some of the piovinces hold the view 
that they can borrow at a cheaper rate of interest than the Governmen of India, 
and that regidation may become more comprehensive and rigorous In 
Australia there were first uncontrolled provincial borrov mgs, then th^y created 
their board, and now they want to get rid of that boaid We are trying to 
find out what your objections are to provincial organisations under the guid- 
ance of an aU-India Board 

Dr Jeidels I only wish to emphasizeNthe principle that provincial orga- 
nizations, if established ought to be subject to an organization regulating tlieir 
«ntry into the capital market 

Chairman • That organization may even be a Reserve bank 

Dr Tri'p • It is not strong enough to exercise such coiitiol 
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Bajputana, what is the most economic site for the actory ? it may that 
Delhi would be the best I doubt very much if the central bbard would be 
able to solve the problems of small industries like this And therefore the 
industries ought to be classified as all-India and pioviimial Another factor 
IS the amount of capital required for development Bombay for instance 
could raise a loint stock company with a capit^ of one crOTe of rupees mdre 
easily perhaps than Bengal could And where Bengal conld start a company 
with a capital of Rs. 50 lakhs, the Punjab could not get more than Rs 10 
lakhs and perhaps the United Provinces even less These are matters which 
require special discussions and analysis and I think that the Central 
Government and the Local Governments should look into these things before 
a decision is reached 

GTuiirman That was really my point and on that point I understand 
Dr Jeidels is not prepared to press his objection 


Lola Harkishen Lai In coimection with the steel and iron industry, I 
may say that in certain locahties the iron deposits are so immense that even if 
one" deposit was developed it would be sufficient not only for all our own needs 
for a long time but would do for export too But other conditions are not 
satisfactory In some cases water power may be developed near by — of course 
10 or 15 years ago the idea was that melting could not be done by electricity, 
though now it is within the range of possibility — in other cases there is neither 
water power nor coal available though the deposits are very rich Well, it 
IS a question whether it is worth while freighting the coal in order to work the 
deposit which is rich, or working a deposit which is not so rich but for which 
power is available nearer at hand That has all to be worked out by technical 
and experienced people fully acquainted with that kmd of work, it cannot be 
left to the Government of India 


Chairman I thmk Dr Jeidels does not now so fuUy advocate an all-India 
industiial coipoiation and so far as he is concerned he would be willing to give 
provinces, those which desire it, scope m the matter, subject to some regulation 
by an all-India board What Lala Harkishen Lai has brought out is that it 
may also be desirable to classify the industries and to state that certain indus- 
tries will come under the regulation of the aU-India board and in the case of 
otheis there will be no regulation 

Dr J eidels I agree 

Lala Harkishm Lai That is what is done in America so far as banking is 
concerned I mean that banking is conducted there under both national and 
local state laws 

Ml Ramdas Pantulu I am glad that many of the difficulties I had have 
been cleared away I understand that you adhere to the view that an all- 
India corporation would tend to efficiency, but at the same time you would not 
object to provincial interests being safeguarded by some local orgamzation 
If I may add one more leason for such provmcial organizations, in regard to 
land mortgage banks you probably know that the very nature of the securities 
vanes greatly from place to place 

Dr Jeidels These arguments weigh still more if applied to land mortgage 


Mr Ramdas Pantulu There are just one or two more small matters 
You say that there should be first class busmess men on the 
board ot this corporation, and you go on to say that all private business interests 
should be eschewed But even high class busmess men will be interested in 
private business of some kmd How can you reconcile the two. 
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Chairman In this connection Mr Sarlcer has produced a paper His 
views and Mi. Subedar’s are not in agreement As I have said, quite apart 
from communities, there are the provincial 3ealousies 

Dr Hyder The present position in India is exactly the same as you had 
before the foundation of the German Empire There are particularist tendencies 
on one side and there are central tendencies on the other The question le- 
solves itself into two So far as we are concerned I quite candidly admit that 
there would be great advantage in going to the capital market in one body 
rather than in makmg separate raids on it But there are these considerations. 
There are some mdustries which may overlap provmcial boundaries, there 
are, on the other hand, some industries pecuhar to each provmce Then there 
IS a third factor, which has not been alluded to, namely, that there are two big 
industrial provmces in India, Bengal and Bombay, and the other provinces may 
feel that if there is one central corporation they may never have a look in That 
IS the position as I see it It is not a question so much of communities 

Dr Jeidels I can only repeat that I see no difficulty to devise a scheme 
which takes everythmg mto account which has found expression here, parti- 
cularly if it IS done on business hnes 

Chairman I simply desue to lefer to what I may call provincial jealousif's 
Lala Harkishen Lai, I think 3mu hold some views which are somewhat on the 
lines of Dr Jeidels’ ideas, namely, that > industries should be classified, some 
being run by an all-India Board and others being left entirely to the provmces 
You know a good deal about it and perhaps you could give us your views at 
this stage 

Lala Harkishen Lai My trouble has always been in the classifying of indus- 
tries Some industries have a demand in one provmce and the raw materials 
are m another Some have facilities m one provmce which do not exist else- 
where Some industries are so huge that no one provmce can command 
sufficient capital or provide the whole organization These factors have 
aU to be taken mto consideration In my view, mdustries which are 
more or less mter-provmcial may be left to the central board, while others 
which are local and small m size cannot reaUy be controlled or guided by the 
central board, because that board would not know the local conditions The 
factors mihtatmg agamst success and those pioducmg success are so many and 
so varied that after an experience of several years, I think it would 
be exceedmgly difficult, if not impossible, for anj’^ central board however cons- 
tituted to analyse those factors and arrive at what I may call the true economic 
conclusion as to whether the industry would pay or not Take the case of 
glass manufacture Several attempts have been made m India to manufacture 
glass but none has so far succeeded, except a small factory which has now been 
set up m Naim And the reason has been that none of the controllers of these 
schemes analysed all the factors which go to make a glass factory a success 
Glass IS manufactured out of sand, and people have found the sand all light, 
but for melting the sand three times as much coal is requued and the freight 
on coal has mvauably kiUed the industry The sand of the quality required 
has been found, and that has been selected as the site for the factory But if 
the sand had been carried to the coal, one freight would have been paid , with 
the coal being earned to the sand, three freights have had to be met Another 
factor is that glassware requires a huge amount of packing material and that, 
frequently it has turned out, cannot be had m the locahty, and so the venture 
has failed Those factors should have been analysed m some such way as this, 
that if coal is available m Bihar, sand' n the Punjab and packing material in 
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Dr Friedench can tell you more, deserves to be studied It may even be 
advisable to send one |,or gtwo men with a little knowledge of the German 
]an<^uageto study it on the spot To finance iron and steel industry, electro- 
nower plants, the glass bottle industry, etc , one might work on general 
rules but not for the so-called small industries I advise to watch other 
experience closely, but I cannot tell youmuchinthe way of general principles 


Jlr Bamdas Pantulu I do not want to ask you further questions, because 
it depends uponlocal conditions, the natuie of the industry, etc I am referimg 
to the total absence of equipment on the part of our great organzations to 
undertake any kmd of industrial finance, because they have neither industrial 
advisors nor technical advisois to help them Take for instance the hand-loom 
weaving industiy in Madras The position at present is that your scheme 
about the small cottage mdustries being financed by co-operative organizations 
is wholly non-existent. 


Dr Jeidels I piesume that every co-operative organization has among the 
management somebody with common sense , he should put himself into con- 
nection with firms operating the same industry on a larger scale I have taken 
the opportunity of discussing with one of the prime cotton millowners m this 
countiy, the question of organising part of the cotton industry as cottage 
industry or small industry , durmg oui conversation we came to the conclusion 
that It IS quite possible to develop specialities for which the small-scale 
opeiation and the cottage industry can be made more efficient in quality 
and workmg costs than a large factoiy A co-operative society cannot engage 
the services of a man who is a specialist in eveiy industiial field , the society ,- 
therefore, should gather mfoimation from larger manufacturers in the same 
line of business A laige mlllo^vne^ may have difficulty to consult his com- 
petitor, but a co-operative society should be quite able to discuss it, as 
I did with my cotton miUoumei 


Dr Fnedencli Mr Chauman, I am not in favour of special credit co-opera- 
tive societies for small industiies because the iisk is too high in this case 
We have had in Germany, very bad expeiience in cases Avhere we formed 
societies for special professions I am very much in favour of urban credit co- 
operative societies but in this case only for urban credit co-operative societies, 
which cover the whole field of the town, which include not only a special pro- 
fession but all kinds of professions, retailers, traders, artisans and all kinds 
of professions 

Di Jeidels I share this opinion. 


Ml Bamdas Pantulu Speaking of Japan you say " Accoidmg to the m- 
formants ’ knowledge small industry is financed by co-opeiative organizations 
which sometimes receive long term loans from the Post Office Savings deposits, 
which means from the Government ” This has been put forward bj^ some of 
the witnesses before this Committee Do you think that that may be tried 
by co-operative societies in this country ^ Could we approach Government 
for a loan ^ 


Dr Jeidels — Generally speaking, I am not much in favour of it, but 
neither do I object to it It depends on the soundness of the proposition 
and orgamzation on the Japanese pattern , I do not know more than what 
I have mentioned in the memorandum , I was told tha*t the small industries 
are financed not by the Industrial Dank of Japan but by the co-operative 
societies Government assistance should be the last resort and only to be- 
appealed to when aU kinds of seH-help have been tried 
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Dr Jezdels If the restriction to non-competitive industries is accepted 
there will, I think, he no practical difficulties In business of a competitive 
nature, you -would have to establish stnct rules to prevent private parties from 
manipulatuig m then own interest We have to take human nature into account 

Mr Ramdas Pantulu I understand you to mean that smce the corporation 
exists to promote new industries there -^1 not be many in the field 

Dr Jeidels Yes 

Mr Ramdas Pantulu Then you want some Government officials to be 
on the board I quite agree that if Government finances it they ought to be 
represented But some witnesses have suggested before us that if Government 
finances it to a large extent they should not only have representation on the 
board but should also have the power to veto a particular scheme The ma] 0 - 
rity of the board may be in favour of a scheme but the view of the Governmeilt 
may be that it should not be started Would you give the power of veto to 
Government ^ 

Dr Jezdels Some regulation to that effect is possible, cei tarn decisions 
may require a qualified majority 

Mr Razndas Pantulu You would practically give a veto to Government ? 

Dr Jezdels I have not thought of it, because I thinlc that, with properly 
constituted board,_ persuasion wiU lead a long way and is prefeiable to a veto 

Mz Rchndas PantuUz I quite agree that it is more desirable 

Dr Jezdels For important decisions for instance the starting of new indus- 
tries, you can and should provide a quahfied majority for the board s vote 
Government, even if you do not give it a veto, has other ways to exercise strong 
influence Although I am not particularly in favour of a veto, I think Govern- 
ment ought to have a powerful woid to say, as it has the broader admmis- 
trative vision m mind, which is very useful and m many respects superior to 
the business spirit, which only looks at the problem under the aspect as to 
whether it is a paying proposition Therefore, I thinlc the joining of these two 
forces together in the cential board will be beneficial 

Mr Ramdas Pazztulu I have only one more question. You refer in the 
last paragraph to cottage industries. 

Dr Jeidels Please read it as “ small industries and cottage indus- 
tries ” 

Mr Ramdas Pantulu Veiy well Now the starting and financing of 
industries on a co-operative basis would also require a knowledge of industrial 
organization and some amount of technical knowledge As a matter of fact, 
as a matter of general official pohey, we aie not allowed to undertake these busi- 
ness orgamzations or the financing of these industries What advice would 
you give us as to the impiovement of our financial organization so as to equip 
us for the task of financing industries ? 

Dr Jezdels The mam prmciple, I think, ought to be to start only such 
industries of which exist already some traces, not to start anythmg entirely 
new It reduces the danger attending all artificial structures If there is 
, hand-weaving in existence somewheie, one may cultivate it systematically 
But where it does not yet exist at all I would be reluctant to start it in that 
particular locality Build up on something however small it may be, and do 
not forget the general principle of “men — ^not measures ” I do not think it 
IS possible to establish far -reachmg general rules and regulations regardmg how 
to finance these small industries The German experience which I have 
put at your disposal — ^the Schulze Delitzsch system^ — anil on which 
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Mr SarLer So far as [the manufacture is concerned, tliej liave made 
amazing progress. 

Dr Jeid^ls They have made tremendous progress, but I do not behove 
that aU progress has been due to the action of Government The pneral 
modernization of an eastern country on so-called vestoin capitalistic lines is 
not so easy and it is admirable how Japan has pi^cs^ed in the vay of self- 
education for the purpose of economic cfFicieiic}’' But I am realh not able to 
say how far State aid and hov far individual activity- has been lesponsible for 
it I think that the State is ceitainly responsible for much of this progress 

3Ir SarLej I want to place before yon the opinion of one !Mr G C Allen, 
who IS also an expeit in this sort of banking He says 

“The establishment of official banks, vhich was part of the whole 
scheme for the leoigani'^ation of economic life seems to have 
been, in these ciicumstaiice^', a vise step, because othennse 
baiilang would have giown spoiadicalh and there might 
have been a great vasle of capital and a misdirection of 
economic eneigj Siinilailv, the formation of banks vith special 
functions vas neccssai\ m oidei tliat the Govermrent might 
promote the development of all the different branches of com- 
mercial and industiial life 

D) Jeidels There is ccrtamlv much in thia praise of the Japanese ‘-istem 
It has raised a very laige building but one hears doubts vhethcr the building 
IS solid It is not mi opinion that it vill not last, but the question '^etms to 
me not defimtoly settled I vould recommend that opimon be taken of a 
better expert than I am on the subject 

Mr Manu Snbedar Have i ou heard that the Japanese have built up their 
economic system verv largely on the German model ^ 

Dr Jeidels Yes with icgard to education for instance , the,! modernized 
and standardized their countn along some hues vluch ve experts base suggest- 
ed for this counti} I had some of the Japanese methods in muid when 
recommending radical standaidizing and modernizing of part of Indian 
national life along our vestein defimtion of cfficiencv 

Mr Manu Snbedar Did the} modernize their economic life on the German 
sj stem ^ 

Dr Jeidels Very largel}-. 

D; Trip May I add that ve have the impression that the building of 
Japanese economic life and banking life ivas to some extent artificial * Several 
banks depend on the help of Government, especiall} the banking ciisis of 
1927 led to a tremendous inflation in Japan, because the banks were practically 
helped by the Banlc of Japan under the guarantee of Government and so no 
clean-cut was made of the bad debts The Government had also to sustain 
very heav}’- losses out of the investments of postal savings, with the result 
that now nearly 15 per cent have been lost 

Mr Manu Subedar But the mere fact that a banking crisis arises after a 
certam period in a countiy would not lead you to condemn the foundation of its 
economic hfe or its system generally ? 

Dr Trip No 

(^airm^ understand 3mu correctl}' to say that j’our impression in 

theDutchEast Indies vasthat the Japanese system of banking, owing to 
Government intorfeience and assistance, was an mefficient system ? 



Ch MuUitai Singh In paragrapli 2 you have given the advice that we 
■should not follow the Japanese methods What is the Japanese method 

Dr. Jeidels The Government of Japan seems to furnish part of the money 
and part of the management, the money hy having debentures subscribed by 
the Post Office Savings, and the management by appointing the Governoi of 
the Industrial Banlc, as Government does heie with the Imperial Banlr I have 
stated that I know compaiatively little about it, but I would be reluctant to 
xecommend a' similar course for every country By and by the Japanese 
system tends to push back private initiative Also, if an enteipiise -with much 
Government money is once started and large amounts spent, the freedom 
to withdraw i^ practically more and moie restricted lam afiaidof that 
system, without having a positive and constructive opinion about it I do 
not Imow Japan , my information is mostly taken from literatuie and therefore 
I would not Iffie to express a definite opinion about it But I would be afraid 
to have it adopted in my own country 

Ch Mulhiar Singh Do 3'^ou leally feel that it would have been possible 
for Japan to develop in such a short time without State aid ^ 

Di Jeidds This again is difficult for me to answer But I could imagine 
that the heavy set-backs which have occurred from time to time in Japan 
aie partly duo to the fact, that the natural regulating efiect of private enter- 
prise has not had full possibility to operate 

Ch MuJJitar Singh It certainly gives a set-back to the private person 
hut the ideal is there 

Dr Jeidels If there axe finally heavy losse'’, the tax-payer has to pay 
•Government is not an outside mstitution , it is after aU the community of the 
tax-payers 

Ch Mulhiar Singh Has there been any protest m Japan itself on behalf 
of the people ^ 

Dr Jeidels It seems to mo that the tendency is to push on and on There 
seems to be now a strong tendency for sociahzation in industry, which is the 
logical consequence of such economic policy It starts -with Sta'te aid and ends 
with State ownership 

Ch Mulhiar Singh That is a very big question I simply wanted to know 
whether it is the opinion of the Japanese themselves 

Dr Jeidels I cannot tell yon I not ivish to make incorrect sta'te- 
ments Whethcritissincercly consideiedas goodpohey or whether there are 
doubts about it, I cannot tell jmu My information and that of my colleagues 
is very meagre on the subject 

Mr Ramdas Pantulu You say that the Japanese system of all round Sta'fce 
aid in economic life has stiU to prove its success There is an impression in 
this country 'that of all the modern countries m Asia, Japan has been very 
successful in building up its mdustiial life 

Dr Jeidels I thmk that is the general impression but it has not been 
achieved exclusively by State aid It is a country which has modernized itself 
to a reaUj'' admirable extent 

Mr Ramdas Paniulu Do you thmlcthat the words “Japan has still to 
prove its success ” require some kind of modification or some qualification ? 

Dr J eidels It has proved its success m some diiection but generally I do 
not think the statement requires modification, because one cannot speak of 
full success in view of the terrific economic crisis which has swayed over 
Japan at various times. 



264 


Oh MuhUai Singh I do not mean management Suppose there are a 
number of weavers working m a certain place They produce very good cloth 
which finds a maiket and the factory has not been able to devise some means 
bv which they can produce better stuff Aftei a ceitain time the big factories 
might take to It and in that case the industry would go unless some other 
organization finds some other pattern of cloth which will have a bettei market 

Dr Jeidels There is in all countiies a fight between small and large in- 
dustries and the large industry has atendenc3''to expand business , but there 
are certain fields in which the small mdiisti}’’ can well hold its own in com- 
petition 

Gh Mulchtai Singh My point simply is that a small man tends to lose much 
more in competition with a big organization, because he has no help 

Dr Jeidels If, foi example, tlie hand-weaver makes only the same normal 
goods as the cotton mills, he will probably be at a disadvantage Low wages, 
low overhead and general management charges, or the vicinity of a consuming 
centre may act as features in his favoui, but generall5’- speaking, if ho tiies to 
compete in the same kind of goods as large industry', ho has little chance 

Gh Mulhtai Singh That is not my pomt If there is a small industry, it 
must specialize , otherwise it would not find a good maiket oi survive. In 
order to maintain it at that level, theie ought to be some organization to 
mamtain it at that efficient level, either of those people themselves, or theie 
must be some outside organization That outside organization or inside 
organization would be a very costly one and therefore either it must bo 
State aid in some form or other, or some banking institution winch should 
provide that efficiency 

Dr Jeidels I would prefer other forms of State aid than just financial 
one Financial State aid is veiy difficult to administer in these cases Trade 
schools can educate the population not to a very high level, but just to that 
level which is necessary for these small fields of economic life. 

Gh Mukhtar Singh There is no organization to provide finance besides 
co-operative banks ^ 

Dr J eidels Hothing outside of co-operative societies 

Gh Mukhtar Singh And the co-operative society does not get any State 
aid ? 


Dr J eidels : Hone whatsoever 

Mr Devadhar You would be in favour of the State helping propaganda 
and education « i. » x i & 

Dr J eidels Yes. 


Ml Devadhar That would be quite legitimate. 
Dr J eidels Yes 


Mr Devadhar But would you like the State to give direct financial assist- 
ance at any stage * 

Dr Jeidels I am not m favour of it 

Mr Devadhar You refer to the Japanese model, information gathered 
apanese gentleman in Bombay Here we find banlcs financmg agri- 
yoiSTLr?'^ industry, both functions are combined in the banlc Is that 

f ar as I have understood the Japanese system, the Indus- 
nances only large mdustries, e g , shipbuilding and engmeermg. 
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Dr. Trip No, it was to a certain extent an artificial system 

Ch IDiUitar Singh ' We read in the boohs that in Bavaria a pencil factory 
was started by Government. 

Dr Jeidels It may have been 100 or 160 years ago, but nor durmg the 
last 50 years The pencil industry is an important mdustry m Bavaria, but 
to my knowledge it was not started by the State 

Gh Muhhtar Singh Erom what you say, one would thmk that because it 
was started 100 years ago the State did not help it Another impression would 
be that it was never started. 

Dr Jeidels I only know that at present it is carried on as a private 
enterprise 

Gh Mukhtar Singh There is agam the watch industry in Switzerland 
started by the State 

Dr. Jeidels It is not known to me 

Mr Mann Subedar Would you say that no active assistance was lendered 
by the State m Germany to the beet-root industry * 

Dr Jeidels Yes, but no financial assistance by way of furnishing capital 
to the industry 

Mr Mann Subedar What form did the assistance take ^ 

Dr Jeidels There was an export bounty, but I cannot tell you whether 
it was a syndicate bounty, usmg the tariff walls to keep the prices up in 
the country and selling at low prices abroad, or whether it has been a 
Government export subsidy , I think the latter existed for a time early m the 
century 

Mr Mann Subedar But they gave very cheap export rates on the quan- 
tity which went as export. 

Dr Jeidels That system is exercised with regard to many industries 

Mr Manu Subedar From State ladways * 

Dr Jeidels We have no State railways any longer 

Mr Manu Subedar I am talking of the past 

Dr Jeidels Even as a private company the railways give certam low 
freights for export I thmk it is a good system of State aid 

Gh Mukhtar Singh When you speak of the small industry, do you think 
that the industry is considered small on account of the small capital required 
for it or the volume of the industry itseK ^ 

Dr Jeidels The mdustry itself is generally carried on a small scale 
Hand- weaving, for example, is a small mdustry, so also goldsmith and silver- 
smith work 

Gh Mukhtar Singh But the volume might be very large 

Dr Jeidels The unit in which it is carried on is small 

Gh Mukhtar Singh Do you really consider that among the mdustnes 
which have a direct competition with the mass of production it is possible for 
small industries to carry on * 

Dr Jeidels I thmk so, they can compete if they choose the proper fields. 

Gh Mukhtar Singh ; They would have to specialize m certam directions. 
In order to mamtam an efficient level, they will have to use a very efficient 
technical staff for advice 

Dr Jeidels Efficient, of course, but it need not be very highly skilled or 
expensive management. 





266 

Mr Devffdhar You “ although ot^er wesv^rn countries ar^ less in- 
cimed to State activity as commercial or industrial entrepreneur, still the State 
in some countries has more recently engaged in business and ventures beyond 
the operation of railways, though rarely outside of pubhc utilities Will you 
Icindl}’ mention one or two instances * 

Dr Jeidels I mentioned Italy The Bank of England has started a com- 
pany to assist some class of industiy 

Mr Devadlim Is this view due to the sociahstic pohcy of some of the 
States ^ 

D? Jeidels It is one of the influences too 

Ml Manu Subedai An extract was circulated this morning from “ Bank- 
ing Principles and Piactice ” by Westerfield Would you kindly tell the Com- 
mrttee, on behalf of yourself and your colleagues, what view you take of the 
opinions expressed there 

Dr Jeidels It contains some very good remarks but it is rather com- 
prehensive and covers many subjects 

Mr Manu Suhedar The mam point on which I am anxious to ascertain 
jmur view IS whether any considerable resources of commercial banks are en- 
gaged foi capital advances Tins represents the position in the United States 
Would you dispute the position so far as the United States is concerned, and 
if you accept the position so far as the United States is concerned, is it not 
more or less also the position in Germany and other countries ? 

Chairman You are piobabty referring to the portion ‘ Extensions of in- 
vestment Credit ’ which I believe specifically bears on your point 

Ml Manu Subedar The pomt is with regard to loans which one institution, 
may recall from a borrower but which the banking system as a whole 
cannot recall from the borrower 

Dr Jeidels I think you refer to the section where it says ‘ no small part 
of commercial loans are provisions of permanent investment capital ’ I 
think this refers to an industrial firm which changes the ratio of working 
capital by increasing the fixed capital and reducing the working capital, while 
at the same time it borrows money , in such case this money actually serves 
capital purposes There is not a sharp Ime between loaning for working 
capital and fixed capital As long as there is a sufficient minimum ratio 
between fixed capital and working capital, it is quite unobjectionable from the 
banker’s point of view to give a loan which is actually used for capital pur- 
pose 

Ml Manu Subedar The writer says that the position of the industry as 
a whole vis a vis the banltmg system as a whole is that the industry is using^ 
a lot of money which banks can never hope to get back as a whole 

Dr Jeidels I always thought that holds good for all countries 

Dr Trip To a certam extent it is true, but only to a limited extent. 
I am not of opmion that this is done to such a large extent as the writer seems 
to think The process is gomg on Banks are always renewmg to a certain 
extent Whether there is this high percentage from 20 to 50 of all the loans 
of the banks I doubt I do not thmlc that is the case in my country 

Mr Manu Subedar He is a responsible writer for America Eor purposes 

of argument if we assume that it is true, what would be the ratio in your 
country 

. Dr Trip I fear I cannot give a percentage It is impossible. 
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Mr. Dev%dlmr Is it somsthing like the hydro-electiic scheme m the Punjab * 

Dr Jeidels Not quite It is, as far as I know, not easy to find out in what 
entei puses the Industrial Bank of Japan invests Othei organizations such as 
Investment Trusts and Holding Companies pubhsh details, e g ,m Belgium and 
Switzerland I have here the details of the largest Swiss Electro-Investment 
Tiust which administers 12 croies of capital and publishes the exact amount 
of shares held in, or advances given to, companies I do not know whether 
similar statements are given by Japanese Industrial banks It makes a great 
deal of difference to know what their investments are 

Mr Devadhar I believe they have another kind of institution 

Dr Jeidels I thmk they have what is called the Hypothec Bank and the^ 
Industrial Bank 

, Mr Devadhar But it seems that they are combining functions 

Dr J eidels I am unfortunately not in a position to say more than what is 
said m the annexe to our memorandum and which was given to me by a 
gentleman of high standing 

Mr Devadhar You would be inclined to leave the financing of the small 
industry to co-operative institutions * 

Dr Jeidels Yes, they do it successfully in my country 

Ml Devadhai The figures given in the last paragraph of this note seem to 
show that the small industry is prospermg very well in Germany 

Dr Jeidels It holds its own fairly well With regard to the profits, you 
must always take a rathei moderate standard Among the million membeis 
of these co-operative societies there are many proprietors of retail business 

Mr Devadhar You have 20 crores of capital and 100 crores of deposits 

Dr Jeidels It is a very extended movement 

Mr Devadhar In answer to Mr Ramdas Pantulu you said that you 
would not be in favour of recommending the practice of big industrial concerns 
receiving funds from the postal savmgs banlr 

Di Jeidels Generally speakmg, not 

Mr Devadhar At present there is no lack of funds, but if this kind of 
movement grows on a large scale, there might be a shortage 

Dr Jeidels If the funds collected in the postal savmgs institution rise to 
a much larger figure, I think it is worth considering to eventually loan some 
postal savmgs funds for business purpose 

Mr Bamdas Pantulu They have done a great deal to promote thrift 
among the people and to make small collections 

Dr Jeidels I thinlc it has been discussed previously Part of the savmgs 
in many other countries is devoted to help economic development by advances 
It IS so not onlj^ in Japan, but our German figures show also that the savmgs 
institutions use considerable amounts in giving loans for such kmd of busmess 
which IS as a rule embodied m our co-operative organizations 

Ghairman I am simply hstenmg to what you are saying about the utihza- 
tion of postal savmgs banks m Japan without any comment I have got a 
good deal of information on the subject, but 1. am not mterruptmg any of 
those who have asked questions I shall take up the matter with you later 
on 
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Dr Jeidels That is quite logical He states a piohlem of political eoo 
-noniy not of banking policy, because bank loans against securities, shares or 
debentures, have not the financing of industries as obiect 

Mr Manu Subedar The larger purpose -which we in our Committee have 
unfortunately to consider is whether capital for industry will be found, and if 
so, what would be the processes which would be safe both for borrower and the 
lender 

Dr Jeidels This is the problem of all western banlcing 

Mr Bushforth Could you tell me, Mr Subedar, when that was written ^ 
Was it before the crisis of 1929 ? The reason why I ask is that I have seen 
somewhere that they are very seriously considermg a new banking enquiry 
in the United States because of the unsatisfactory way in which the banking 
system went through the crisis I was ]ust wondering whether this was a 
very recent statement of the position in America 

Chairman I have also read that 

Mr Manu Subedar The book was published in 1928 The crisis of 1929 
could not have been mcluded in it, but it is intended to be a standard descnp- 
-tion of American methods of banking , and even if there was a banlving enquiry, 
it might possibly throw a little moie light on what to do and what not to do 
It might make any change -within 5 to 10 per cent , but the 90 per cent of 
the system -wiU not be altered 

Mr Bushforth It might be said that the large numbers of failures of banks 
have been due to this rather large percentage in investments It is just pos- 
sible that a great many things have happened since the book was -written. 

Lala Haihishen Lai When a man has got 50 or 60 years experience of 
-a thing, he keeps to it Wrongly, the son does the same That is what 
happens in banl^g This is the life they are living This is the life which is 
bemg lived, not only in America but all over the world After a ciisis the old 
man begins to think , his son does not 

Mr ShanmuUiam Chetty Could you tell the Committee what percentage 
of loans of your bank is renewed from time to time and keep going on like 
that? 

Dr J eidels If a bank loan is sound, the bank is interested in keeping the 
customer and supplying the customer -with the credit needed by him Some 
customers are, o-wing to the nature of their busmess, more on the debit side than 
on the credit side of bankmg A prmcipal distinction is between seasonal credits 
and permanent credits A great number of our industiies have seasonal 
demands, but some have permanent demands for workmg capital , among the 
mdustrial clients, the banks certainly try to cultivate most those, with seasonal 
demands, because they are sometime creditors and sometime debtors 
From the point of -view of the profit and loss account these are the most 
desirable accounts, but m many industries bank loans are needed all the year 
round The more mtensively developed and active an industry, the greater 
the proportion of such bank accounts 

Mr Shanmuhham Chetty One-third of the money you have laid out for 
industries would practically be renewed from time to time 

Dr J^dels A bank is not quite comfortable with those customers who 
borrow the same amounts practically for years, even if m the form of regular 
renewals The banks might in such case even try to get rid of a good customer 

Mr Shanmuhham Chetty The more the number of customers you keep 

the better it -will be from the banlr’s point of view ? 
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' Mr Many, Subedar It would be most helpful to us in basmg the estimate 
for our commercial banlcs as to what Ime of safety they could adopt 

Dr Trip I would say not higher than 20 per cent That will be the 
maximum 

Mr Dassels Certainly the position portrayed in the note would not be 
correct for England Twenty per cent of it, I think, will be the outside in the 
United Kingdom The same, I think, may be said about Canada as a matter 
of fact 

Dr Jeidels I can give no estimate , it is pure guess work You can say 
that the tendency to borrow for capital purpose is rather extended, but banks 
of course try to have these customers refund to themselves, in their own busi- 
ness by some financial transaction, those amounts which ha\ c been temporarily 
supplied by banking credit 

Mr Manu Subedar There is a flow of new wealth coming in both in the 
industry as well as in the hands of the banlc, but there is a certain quantity 
which all the same remains 

Dr Jeidels Many bank loans are not given to industrial firms at all, 
and therefoie have to be ehminated in thi'^ observation , this proportion of 
banlc loans may be up to 50 per cent The 20 per cent of the entue loans 
of banks, which your author estimates as actually devoted to industrial capita,! 
expenditure may be correct, but it is not a very accurate statement 

Chan man One of my colleagues has observed that as water freezes by 
cold, liquid advances freeze, but hquid advances freeze on the warmth of heart 
of the banker and by lapse of time 

Mr Manu Subedar Having regard to American conditions, would you 
regard the American system a better system for the trade and industry of 
America than the more conservative system which you, gentlemen, have 
mentioned in your countries ^ 

Dr Jeidels I do not think that the American system is less conservative 
than the European system 

Mr Manu Subedar How do you account for the percentages * 

Dr Jeidels I do not subscribe fully to Mr Westerfield’s remarks in his 
book as quoted He under-estimates the proportion of commercial loans 

Mr Manu Subedar If that is true of western bankmg, the discrepancy 
between the ratios of loans for permanent capital and industrial loans could 
not be so great in America and your country 

Dr Jeidels I do not think there is a great variation Mr Westerfield 
seems to make the same calculation as I did just now He deducts from the 
bank loans all those loans which are not given to industry, and of the remamder 
he takes 40 to 50 per cent as spent on capital At least this ought to be 
his method, because bank loans for foreign trade finance or to merchants are 
never devoted to capital purposes 

Mr Manu Subedar He is taking 70 per cent as commercial loans and 
says 30 per cent comes withm industrial loans 

Dr Jeidels That would mean that the full amount of the mdustrial loans 
would go into capital, which is ‘wrong 

Mr Manu Subedar Thirty per cent he puts do'wn as capital advances and 
70 as commercial advances and says further that the banks not only hold 
investments themselves, but make advances agamst investments, which is 
also a safe method for the bank, but which is also tantamount to bankmg fimds 
going towards capital purposes 
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Dt J&id&ls Not at all. 

Mr Manu Subedar • Therefore, you would not disapprove of the van^s 
measures whieh have been taken, for example, in the United Kingdom ^ We 
S, not know the measures of this kind taken in your coiintn', One ^the 

measures taken in the United Kingdom was mentioned now, e g , ^de 

Pacihties, Export Credits Act, Safeguarding of Industries Act, Agricultural 
Credits Act 

Dr Jeidels Measures to protect a trade as such do not fall nndei this 
category 

3Ir Manu Subedar That is part of the larger economic policy of the 
State and m this region the action taken by Germany has been eminently the 
model for the rest o1 the world as to the various measures carefully devised of 
which advantage could be taken by industry and trade of the countrj^ as a 
whole, not necessarily by any one industry to the detriment of the other ? 


Dr Jeidels Exactly so 

Mr Manu Subedar That has your general and heaity appioval ? 


Dr Jeidels It has my full approval 

Dr Trip That has not my approval if IVIr Subedar means protective duties 
T only wanted to make a statement 

Chairman I have one or two questioti>^ You have said hcie that Japanese 
methods and experience ought to be studied raoie closclv I niav tell you 
that we have been tiying our best vith the help of such material as vc could 
collect We have not overlooked that aspect at all In fact, so far ns I am 
concerned, even at my age my tliir-,t for knowledge is still unsatiable and that 
apphf'S even to a greater degree to mj younger fnends like hlr Manu Subedar 
That IS the reason whj’ he has been voiiying j’ou with mam questions I 
think you said at one stage that industiial baiilaiig in Japan does not receive 
deposits That is tlie impression you gathered from somebody 

Di Jeidels Yes 


Chairman As it is, our impression is gathered from firstly a pubhshed book, 
Eoieign Banking systems by Pailcei WiUis Articles have been wiitten by 
various people and here he gives the details of the principal business of the 
mdustiial bank of Japan one of the items is to icceive deposits of money 

Dr Jeidels Does the book contain the balance sheet ^ 


Chairman I am coming to that presently After you made the observa- 
tion, I wanted to verify that point by refeicnce to the Japanese Year Book, 
and that gives practicall}^ a summai v of the balance sheets, and under industnal 
banking, I find deposits 49 mdlions 22 thousand en The deposits arc there, 
and that bears out what Parkei Willis has written m his book 


Di Jeidels It may be well to compaie these figures with those of legular 
banks 


Chairman I have done so Mj^ point is that it does commercial business 
Itmaybethatthevolumcof deposits taken by it IS not so much as that taken 
oy other banks, but still it is not debaiied fioin doing the business This 
brings me to a sentence, to which I drew your attention, though perhaps you 
did not hke it, where you said that nowheie in the world is this done 

Dr Jeidels I have modified that by adding the woids “ according to our 
knowledge ” 

Chairman That is according to information supplied in this book and 
also according to information which came into our possession through other 
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Dr Jeidels Iso , the bank must know that m case of need it caii ask 
the customer to actually repay at maturity instead^of renewing the loan 

Mr. Manu Subedai . Is it not the good account you are anxious to retam 

Dr. J eidels Yes , of course the good one 

D) Jeidels The ideal customer in industrial^ banking, as in other banking, 
is he who IS not always on the same side of the balance sheet, tut is scmetimes. 

, a creditor, sometimes a debtor of the bank Those are the soundest accounts 
and those which one cultivates most 

Mr Barker Is it very unusual for Government to give guarantee in the 
mterest of national trade and commerce * 

Dr Jeidels — It has come much more in use in late years than foimeil}-^ 
But it IS certainly not in accordance with the classical principles of good public 
finance If Government wishes to assist financially, it ought to be able to 
borrow the money itself and loan it on This is a sound principle f oi a private 
individual as it is for public finance , if I were asked whether I would 
guarantee a loan to be given to a friend of mine, I should certainly raise the 
money myself andjgive him the loan, and if I cannot laise it, I would the less- 
guarantee it In public finance I consider it a principle to which countries, 
havmg followed it up to now, ought to adhere in future also 

Chairman Therefore, you prefer your plan of Government taking up 
shares 

Dr Jeidels Yes 

Mr Manu Subedar You know that the guarantee method has succeeded' 
very weU with regard to the railways 

Dr Jeidels . Railway finance in this country is, if I understood it coriectly, 
such that Government operates most railways, but does not own all, and to the 
latter it guarantees the inteiest This is a special kind of public railway 
finance which exists in other countiies also and which is outside of the object 
of my statement 

Mr Barker Foi instance the Irish t Government guarantees on behalf of 
Corporation or different companies, which raise loan for the purpose of capital' 
expenditure , Government gives guaiantee In England also the British 
Government guarantees exporters up to the value of 76 per cent 

Dr Jeidels Yes, but this is not a capital guarantee 

Mr Barker Guarantee is not unusual ^ \ 

Mr McDougall That is done under the regulations with legaid to it , 
theie are restrictions 

Mr Barker They will give a guaiantee on goods manufactured in England, 
and they will charge a premium ^ 

Di Jeidels This falls mto the problem of export finance In my country 
too Government does it to a great extent , I think it is not objectionable 

Mr Barker It is guaranteed by the Government ^ 

Dr Jeidels I spoke of guarantee for long term loans, guarantee of capital 
towards the investor. 

Mr Barker The Irish Loan Act guarantees to the market " 

Dr Jeidels That is different, but I do not recommend it, 

Mr Manu Bubedar Your opinion about the undesirability of Government 
assistance to competitive industry does not imply that you disapprove of such 
general measures which would tend to assist industries as a whole. 



Dr Jeidels If you would say it aoes uocasional lianking business, I would 
accept it, but whether it is ordinary banlcing business is another matter. 

Chairman If you look at the other side, it discounts bills and deals in bills 
of exchange That is ordinary commercial banlang, and if you look at its assets 
I think that will also be brought out “ Bills discountable, Industrial Bank, 
,90 millions ” 

Dr Jeidels They represent the liquid assets of the bank , 

Chairman Yes, that was my only point We had studied the position 
so far as we could get it from various sources in legard to the Industrial Bank of 
Japan — ^I admit at this stage I did not look into these balance sheets — and we 
undoubtedly came to the conclusion that it was allowed to do commercial 
banking busmess, I thinlc that pamphlet of Mr Allen’s, to which kir Barker 
referred, brings that out veiy cleaily Then, because jmi mentioned this, 
I said “ Very well, I never tried to verify it , let me verify it by referring to 
the Japan Year Book ”, and those are the figures given in the Japan Year 
Book and they certainly bear out the point that it does commercial banlving 
It may not do it on a laige scale , it piobably does it so far as it is required 
to finance mdustiies with w^hicli it is concerned 

Dr Jeidels I do not thinlc so, because the entire assets of that industrial 
bank must be about 400 million yens 

Di Trip The credits are 325 millions 

Dr Jeidels And if 3’’ou take the liquid assets, which wo heard were 90 
mfilions, it must be about 400 million yens 

Chairman The total assets of this industrial bank are 487 million yens 
and out of that you have got 90 millions m bills and, similarlj*, on the other 
side in legard to its liabilities, out of the 487 millions naturally the biggest 
item IS 269 millions in deposits My sole point was this You began by saying 
that nowhere is this done, and I say it is done there In tlie case of a bank 
like this industiial banic, naturally the laigest item on the liability side must 
be debentuie loans, and that is so , but there is no bai cither in its Charter or in 
actual practice to its doing ordinary commeicial business, one of the items of 
such business being the leceipt of deposits 

Dr Trip Only with legaid to industries 

Chav man Possiblj^ with legard to industries, but when they say here in 
the enumeration of principal business, to leceive deposits, theie is no lestiiction 
impostd on it These are the two points I wanted to bring out before and 
the other to cleai up the position in regard to the postal savings business 

Dr Tup May I say a -word in regard to that A'dilfeienco must be made 
between i«ml investment only wnth regard to the soundness of the investments 
and, on the other hand, investments that aie made in oidei to lielp industries. 
In my country these monios aie only invested in order to get sound invest- 
ment, while in Japan i1 is done for special purposes 

Chairman What is the evidence of that ^ 

Dr Trip My first e\ idence is that they lost on these investments already 
15 per cent 

Chairman On these investments ^ 

Dr Trip On these investments to which you refer they lost already — 
there is an o£S.cial statement to that effect — 16 per cent of the total 
amount 

Chairman . Of the above investments 342 millions mvested in the foUowing^ 
are regarded as bad loans That really gives you 16 per cent , but there is no- 



authorities There is a British officer in the Colonial service He has 
written a pamphlet on 'the subj'^ct There is another gentleman We 

have got another paper from him They indicate that the industrial 
hank of Japan does ordinary commission business in addition to the 
specialized industrial financing The other point to which I should like to 
invite attention is this The gentleman who gave you certain information 
does not fully know about the true state of affairs As regaids this 
-talk about postal savings being advanced to the Industrial Bank, I 
will tell you the true position I thinlc the position is more or less 
-the same in England too I think I am correct in saying that in 
England, for example, these deposits which are called floatmg debts are 
handed over to the Commissioners for National Debt and out of that they make 
investments In Japan the position seems to be practically the same 
The Japan Year Book says “ In view of the criticism and censure often 
directed to the Deposit Section as to the employment of its funds, the Govern- 
ment effected its re-orgamsation in 1925 making it a separate department under 
the control of the Finance Mimster At the same time a new regulation foi 
the employment of this fund was promulgated” Then they give the figures 
The total amount with the deposit department was 2,403 million yens at the 
end of July 1928, of which 1,771 millions were postal savings baifif deposits 
That sum of 2,403 milhon yens was invested in the following mannei — 
National loan lionds, 494 millions, etc , etc , Industrial debentures only 50 
millions That being so, I do not understand how this gentleman got 
hold of this statement Government loans to the pubhc in the shape of postal 
savings in December 1928, 1,798 milhons The 1,798 milhons referred to the 
total deposits m the postal savings banks at the end of December 1 928 which 
corresponds to the 1,770 millions at the end of July 1928 Then he says 
“ Postal savings in industrial bonds, 30 millions which was referred to This is 
pdrt of a general pohcy ” In India I know Sir Basil Blackett wanted, following 
the British precedent, to make some similar anangement, but owing to various 
difficulties that did not mature But this is quite a different proposition from 
saymg that in Japan a part of the postal savings banks deposits is made avail- 
able for industries That is not correct They have got an institution similar 
to that in England where the whole of this floating debt is put in the charge 
of a certain institution, the National Debt Commissioners there, and that 
body invests the whole of the money in various securities, Government loans 
and things of that sort I wanted to know what the position was and the 
position IS difterent from what you wanted to place before us 

Dr Jeidels In' studying the figures for the Industrial Bank of Japan 
we wish to make sure whether the Industiial Bank of Japan falls under the 
category of their industrial credit institutions of which we have stated that 
according to our knowledge, they do not anywhere do ordmary ba nking 
busmess The Industrial Banlc of Japan, according to the figures presented, 
has about 50 million yens of deposits Now, deposits can of course include 
credit balances and I am rather certam that it does They ought not to be 
called deposits mthe sense of ordinary bankmg and besides the amount is so 
small that it seems, to me to prove that the bank does not actually do a bank- 
ing business 

Gliairman According to its Charter it is allowed to do banking busmess 
That IS the first pomt And the fact that it has got those 49 millions deposits 
shows that m practice also it is doing banking bilsmess Tts ability to attract j 
depositors must depend on other considerations, that is the desire to invite 
investors to deposit m that bank or in any other bank, but my pomt was that 
it IS allowed by Statute to do that work and it actually does that work That 
was' my first 'point 
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Dr Tnp • Yos, absolutely 

Chairman Dr Jeidels says that the Japanese experiment does not try 
to finance smaU industries The information m our possession about Japan is 
that, apart from this apex industrial bank, if I may use the apex , 

they h^^e gotmdustrial banks in the various provinces and it is they who 
finance the smaU industries From the information that we have been able to 
secure we find that there is that system of a central institution provincial 
institutions ISTow, Dr Jeidels, though he wants us to study closely Jipaneso 
metliods and experiencOj does not advocate that we should follow it He says • 

“ What has happened m Japan in the last few yeais is a grave danger signal 
I have no doubt that he knows, as well as I do, the reason underlying that tem- 
porary stoppage of payment He is leferrmg to the moratorium Avhich took 
place first after the War and then the earthquake If a crisis of that sort 
intervened and there was afterwards a moratorium, that certainly would not 
demonstrate the inefficiency of the Japanese system. 


Dr Jeidels Certamly not. But the crisis I alluded to or at least wished 
to allude to, was the severe economic crisis following the boom after the 
earthquake 

Chairman Yes, on the earthquake bills 


Dr. Trip Yes 

Chairman I have no further questions on this paper and, we have just 
about an hour left I have not touched the question of the urban co-operative 
organisation because I take it we will hear more about that from Dr Friederich 
later on As regards the other paper, perhaps I may set the ball rolling by refer- 
rmg to one point which seems to me the most important’pomt in this document 
Now, I take it that you are opposed to the idea of licensing banks I am not 
referring to foreign exchange banks but I am referring to a umversal system 
under which all banks working in the country will have to obtain a licence It 
is the system in Canada , it is the system in Japan , on that point we have 
defimte information from some of these books It seems to me you admit 
that it IS possible for the foreign banks to improve their relations with their 
Indian customers It has often been pressed on us that one of the tangible 
ways by which we can compel a bank — call it a foreign banlc — to be sympathetic 
towards its Indian customers is this method of hcence, because then the bank 
knows that if it has not behaved properly, on the expiry of the period of 
the initial hcence its hcence may not be renewed, and that operates as a sort of 
automatic safeguard That is an argument which I believe has been used 
before us I am not placing before you any provisional conclusions arrived 
at by the Committee or any provisional conclusions arrived at bj’’ myself. I 
am simply placing before you one aspect of the case It is possible that Lala 
Harkishen Lai does not agree with that aspect, and I suggest tliat we might 
perhaps discuss this general question a bit to-day Perhaps Lala Harkishen 
Lai, you, as an experienced banker, might now come in The proposition we 
are discussing with the experts is whether it is desirable to introduce in India a 
system of hcensing of banks like what prevails in Canada and Japan 


Lala Harhshen Lai I could not do it to-day , I have not given serious 
thought to it 


Chairman Having mentioned the matter, we will put ofi discussion till 
to-moCTow, became this is a matter on which I should very much hire to know 
Lala Harlashen Lai s provisional views We shall leave it at that, and I hope 
Cassefe w^ be prepared to tell us why in Canada they have still this system 
o hcensing, what led to its introduction and the reasons for its continuance. 
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indication here to show that when they invested they did not consider the in- 
vestment to be a sound one I will give you the bad debts Loan to the 
Chosen Banlc 56 millions , probably when they gave the loan the concern was a 
sound one Therefore, the fact that they have lost 16 per cent m bad loans 
does not establish the proposition that the people m charge of the department 
m Japan make loans irrespective of the soundness of the investment 

Dr Tnp I do not say that, but they do not make an investment with the 
sole purpose of making a good investment In Holland it is fixed by law what 
investments they may make , there are no shares, for instance , only deben- 
tures, what may be called trust debentures 

Chairman I thmlc that is the custom m England , they invest m trust 
securities, but that again would depend on the legislation which a country 
passes Here, for example, it is possible that a similai ariangement may have 
to be adopted some day I know, if Sir Basil Blackett would have discovered 
some practical arrangement for pursuing it, he would have pursued it, and then a 
Bill would have been passed through the Legislative Assembly and the Legis- 
lative Assembly would then have indicated the securities in which this parti- 
cular money could be invested The degree of prudence is to be determined 
by the legislative enactment passed by the Legislature of the country Once 
that IS done, the people who administer that particular money cannot go beyond 
the provisions of the legislative enactment Dr Jeidels, however, gave the 
impression that in Japan they do it more or less from the point of view of 
assisting mdustries That is not the position in Japan 

Dr, Trip I tlimlc they do 

Chairman This does not bring that out They might have done it before 
the re-organization effected in 1925 

Ilr Manu Subedar May I ask Dr Trip one question ? Would there 
not be a difference between the very low rate which would be allowed on 
savings deposits on the one hand and the fair rate at which the loans would be 
given out ’ There would be a difference, would there not, between the loaning 
rate and the rate at which the savings deposits would be taken ^ 

Dr. Trip : Of course, there would be 

Mf Manu Subedar The savings deposits are in many countries regarded 
as the cheapest form of deposit dependmg, as they do, on the credit of the 
State, and a very small rate is allowed on them in many countries * 

Dr Trip Yes, in my country 2 65 per cent 

Mr Manu Subedai That being so, the monies lent out would not be at the 
same rate , they would be lent out at the current rates at which such concerns 
can boirow ^ 

Dr Trip Yes, of course 

Mr Manu Subedar That difference which would be there, minus the cost 
of administration, would it not constitute a kind of reserve against contm- 
gencies and bad debt ? 

Dr Trip Yes, to a certain extent I can tell you that after the 
War, the debentures which gave a fixed interest, i e , Government deben- 
tures, municipal debentures and provincial debentures, lost such an amount in 
the stock exchange quotations that our savings institutions were practically 
down and at a big loss They recovered later, when the prices went up 
The difference between the mterest on the one hand and that the other 
gives a reserve and it is kept in the concern in order to create a reserve 

Mr Manu Subedar , It would be an appropriate way to create such a 
reserve against oontingencies * 

Von, IV 
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also m a position to do foreign exchange business it would bo a further fetimii. 
lant for the foreign banks, to assist the Indian merchants and thereby satisfy 
a widespread sentiment The question of removing the legal restriction of the 
Imperial Bank has been alluded to by the experts in reviewing commercial 
banking It is to he hoped that the early establishment of a Reserve Bank 
will enable the Imperial Bank to enter this business In addition joint stock 
banks can establish foreign connections, useful to their clients, without build- 
ing up a full business of foreign exchange (6) From the national pomt of 
view it may be urged that banking in the hands of foreign firms does not give 
as much employment to Indians as would he the case with purely Indian banks 
Apparently the number of Indian employees with the foreign banka is increas- 
ing, particulaily where the banks extend theu activity into the interior The 
policy is to be encouraged (c) Another national argument against foreign 
banks is directed against the use of deposits collected m the country for outside 
banlcing purposes For India this criticism is not justified as the exchange 
banks use their funds in the normal course for the purpose of financmg Indian 
trade and thereby drawing considerable seasonal funds from abroad The 
exchange risk works every wheie in this direction , for India especially the 
higher late of interest, compared with the countries from which the exchange 
banks originate, is a sufficient safeguard The profits of the exchange banks 
leave the country in the form of dividends They are m payment for the 
employment of foreign capital, which is used by India, as by many other 
countries, in large amounts and, generally speaking, should be rather attracted 
than discouraged 

, 3 There is the criticism that foreign banlcs by their competition render 

the development of national banking mstitutions more difficult It can 
scarcely be denied that the exchange banks because of their resources 
and experience are strong competitois It is, however, doubtful 
whether Indian banlcs could replace the foreign banks considermg the large 
capital and international connections of the latter The financing of foreign 
trade is essentially international Foreign trade is co-operation between two 
countries, the exporting and the importing A very laige proportion of the 
foreign trade of India will always be a foreign affair and correspondingly of 
the banking service 

Under the aspects as outlined, the experts arrive at the conclusion that the 
benefit which the trade of the country derives from the existence of the ex- 
change banks largely exceeds the actual and sentimental disadvantages 
The country has the resouices of some of the strongest institutions of the 
world at its disposal for a form of international finance which requires strong 
capital and connections There is no reason why the foreign banlcs, from the 
very reason of their existence and under the pressuie of competition, should not 
be inteiested in developing the country’s trade whether m India or elsewhere. 
The experts recommend, however, to the exchange banks that the fullest con- 
sideration should be given to Indian sentiment which is in no way unnatural 
They recommend that all possible business with Indian firms should be culti- 
vated, and the employment of as large a proportion of an Indian staff as is 
compatible with business principles, in a field which requires international 
education and experience 

The experts do not recommend that the competitive argument agamst the 
^change banks should be allowed to influence the decisions of the Committee 
Ihe *acihwes^anted by the exchange banlvs are far too valuable for the trade, 
and thereby for the development of the country, to dispense with them or to 
' curtail their activity. 
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MEMOEATSDUM ON FOEEIGN TEADE FINANCE- 
EXCHANGE banks. 


By Dr Jcidels 

Data are already available on the volume of foreign trade to be financed, 
on number, size, nationabty and relative importance of the various exchange 
banks operating in this country These facts are considered to be famihar, 
and so is the technical working of foreign trade finance as handled by those 
banks The exchange banks are all banks with head office outside of India. 
They have all their capital in other currencies than rupees It seems appro- 
priate for the experts to investigate the question whether and what kind of 
dangers and eventually what advantages there are in this activity of the 
foreign banks 

Criticism in India, as in every other country, could take the following 
direction — 

(1) Efficiency, 

(2) National policy, 

(3) Competition 

1 (a) Is the foreign trade of the country fully financed * It can scarcely 
be disputed that m India the facilities are equal to the volume of such trade 
and indeed that they are sufficient for a considerably larger volume In- 
creased trade with countries outside of the British Empire has attracted a num- 
ber of strong banks from those countries 

(6) Banking faciUties may be too expensive In India keen competition 
between the exchange banks of different origm has had the effect of securmg 
decidedly cheap rates Such competition has certainly proved to be very help- 
ful for the trade of the country 

(c) Specialised financmg of foieign trade may lead to neglect of inland 
trade In India, as in othei countries of similar structure, exchange banks 
have, under the pressure of competition, extended their activities to financmg 
the collection of export goods and distribution of import goods 

The answer to the enquiry into the efficiency of Indian foreign trade finance 
cannot be otherwise than favourable 

2 In every country banking is expected to assist on the development of 
trade as national institution (a) There is a natural suspicion that foreign 
banks might tend to discriminate against national goods or national mer- 
chants The Bankmg Enquiry has heard much criticism in this direction, 
which has been strongly disputed by the exchange banks themselves We 
have, of course, within the short time at our disposal not been able to investi- 
gate these complaints fully, but we have not gained the impression that there 
IS intentional discrimination agamst Indian merchants It is, however, not 
inconceivable that a foreign banic, despite its bemg thoroughly established m 
India, IS sometimes not in as good a position to cultivate the Indian customer 
as a strictly Indian banlc might do Adaptation to the needs of the coxmtry 
served together with the competition between the foreign exchange banks 
seems to have helped to alleviate this grievance. If the Imperial Bank would be 

T 2 
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Bank, which in other countries organises the regular publications 
of banks on a common basis which is now lacking 

(7) Fmally the suggestion of estabhshmg a special Indian foreign ex- 
change bank, requning a largo share-capital, might prove to 
be more in competition with the joint stock banks and the 
Imperial Banlc than with the exchange banks. Tins institution 
would, in practice, not be able to concentrate on foreign exchange 
busmess and would have to encroach upon the field of other 
Indian banks The experts .see no objection to now Indian bank 
of such a nature to coming into existence, with private initiative 
and capital, but deprecate State-aid for such purpose 
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From this general view the experts cannot recommend those measures 
which have been suggested to the Banking Enquiry Committee about regula- 
tion of banking with special regard to the exchange banks Their opmion 
on the prmcipal suggestions put forward is the following — 

(1) The experts do not advocate a system of licence It .may, under 

safeguards, be acceptable to the existmg exchange banks, as it 
may serve the exclusion of further competition by foreign banks. 
The experts do not, for the present, recommend any restriction on 
such competition The country should enjoy all the bankmg 
facihties which are, or can be made, available They are, howeverr 
under the impression that there is no need for further foreign 
banking facilities in the near future The licensmg system 
might be desirable if banks of msufficient capital or standmg" 
were working in the country or were likely to do so , as it is,- 
it seems unnecessary 

(2) Limitation with regard to takmg deposits seems unnecessary be- 

cause the exchange banks, according to the figures submitted hy' 
the Secretary, do not attract an undue percentage of private 
deposits There has been practically no change in the respective 
shares of the Imperial Bank, the joint stock banks and the ex- 
change banks from 1919 to 1928, according to the Secretary’s 
summary Interference with the exchange banks’ Indian deposit 
would curtail the bankmg facilities of the country for the reasons 
outlined by hlr MacDonald, quoted in the Secretary’s summary, 
page 41 Special tax on deposits would be an act of official 
discrimmation to be deprecated on general grounds , in any case 
it would possibly be inefiective 

(3) A compulsory formation of rupee compames for the Indian busmess 

of the exchange banks would have no practical effect with the 
exception of creatmg a Board of Directors in India The rupee 
capital of the new compan}' would, of course, be smaller than the 
present one of the mother institution To give the Indian depo- 
sitor the first charge on the Indian assets is not compatible with 
international law and would result in a shrinking of the outside 
resources of the banks ■which are now at the disposal of 
Indian business 

(4) The exchange banks have been criticised for imposmg non-Indian 

Insurance on Indian merchants for imports and exports servmg 
as security for credit facilities from the exchange banks Legis- 
lative measures are considered by the experts as impracticable. 
A bank must be able to decide about the security for advances 
agamst goods, and interference ■mil tend to reduce facilities But 
the experts recommend that the exchange banlcs in this matter 
should give full consideration to the need for the progressive 
development of Indian busmess and should deal with Indian 
Insurance in a sympathetic manner 

(6) An Ad^vusory Council of each exchange bank m India may be useful 
for the banks, but is likely to attract important merchants to 
such Councils This might prove to be to the disadvantage of 
other banks 

(6) Fuller statements of the exchange banks about their Indian busmess 
than at present would probably be prescribed by a Reserve 
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Mr Buckley You have first the Agent or Manager Then you have the 
Sub-Agent or Sub-Manager, then Accountants, Sub-Accountants or Assistant 
Accountants, and they are all called officers 

Chairman But the point is that even below the management and above the 
Indian clerks there is a number of better paid appointments even to which from 
the evidence before us connected with exchange banlvs the}’^ have not so far 
admitted any Indians 

Dr Jeidels The paper submitted contaias the recommendation that 
Indians should be given such employment as is compatible with business 
pimciples It IB a field which requiies international education and experience. 
The paper shows that we recommend or I recommend that exchange banks 
should go on with that policy of giving to Indians as largo a -proportion of 
positions of responsibility as is possible, and it also shows the line at which the 
limit should be set , it is not a national line, but it is a line of special qualifi- 
cations for this kind of business 

Chairman Before we proceed I want to make one point clear You said 
‘ I recommend ’ Is it that the views contained in this paper are not accepted 
by other experts ? 

• Dr Jeidels The views are those of all experts 

'Mr Barker : You say 

The profits of exchange banks leave the country in the form of dividends 
They are in payment for the employment of foreign capital, which is 
used by India as by many other countries in largo amounts 

Our opinion is that in financing this foreign trade these foreign banks bring 
very little amounts from their own countiy 

Dr Jeidels They put their capital at the disposal of the depositors They 
would not be able to do any business in this country if they had not put up 
capital of their own 

Mr Barker Their capital is used by all countiies 

Mr Buckley I think the figures put before the Committee do not bear that 
out On the 31st December 1929 eight principal British exchange banks had 
between them 16 crores brought into the country and invested in India 



Non-Indian 

Indian 

Current accounts and money payable 



at call ... 

13* 8 crorcs 

16 6 crores 

Total 


30 4 crores. 

Fixed and short deposits . . 

0 

18 6 

Total 


27 6 crores 

Grand total . 

67 0 crores 



Advances m India Loans, Cash credits, over drafts and local bills discounted — 
Non Indian . . . , 10 6 crores. 

Indian . , 26 2 „ 


Total . 36 7 ,, 

Mr Bhanmukham Chetty Does this non-Indian investment mean capital 
from abroad ^ I thought it meant deposits taken from non-Indian residents in 
India 

Mr Buckley . The Secretary asked what deposits were received in India and 
now they were disposed of There is an impression, after the Lloyds Bank 
mciaent, that exchange banks used a large amount of their deposits received in 



279 


■'^“ e^ :n^‘r,;rs sSu:S"t 

to fioancmg the coUectiOB oi cxpuit ^ 
import goods ” - * 

I have not been able to understand vhat yon are referring to. 

71 r rnfiomm is not nistiiied that the exchange baidcs concen* 

trafe— ly » negfeotto finance gooda from inhnd 

to ports or from ports to up-conntiy ^ i i 

Mr SarU< Do you recommend that they should be albn-cd to ettnb Mi 
bmShes intheup-oonntiy t Even if they compete with oiir joint stock banks 
ehould they be allowed to estabhsh their branches 

Dr Jcxdds Yes It would increase banlang facilities on the normal road 
of competition 

Mr. Sarler Even if it hinders the growth of our new commercial banlss 
you will recommend it ^ 

Dr Jetdels I would not mind 

Chairman That point waa discussed in connection with commercial banks. 

Jlfr SarJeer Can you name any important country where the entire finan- 
cing of foreign trade is dependent on foreign banlcs ^ 

Dr Jeidels China, Dutch East Indies, South Amenca 

Chairman You have said— ‘ In India as in other countries of similar struc- 
ture ’ Will you lundly explam that portion ‘ as in other countries of similar 
structure ’ It may meet Jlr Barker’s point 

Dr Jeidels It means a country of laige agricultural resources, historically 
■developed from ports up-country 

Mr Mann Snbedar India’s development is not from ports up-countiy 
histoncaUy Ports came later 

Dr J eidels I am speaking of modern business and mdustry. 

Mr Sarler : You say — Erom the national point of view it may bo urged 

it bankinff m ■hhp. hn.ntla nf fnrAio-n flrma .Inoo nrvi. rriTm na 
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number of Indian employees with foreign banks is increasmg particularly 
where the banks extend their activity into the interior 

Have you enquired what sort of employment is given to Indians in these 
exchange banlcs * Is it merely clerical « ^ 

Dr Jeidels It is not merely clerical , but it is not the management 

Mr Sarher Don’t you think that some provision must be made for Bivina- 
more employment to Indians on the management side ? ^ ^ 

Dr. Jeidels I do not know what can be done. 

ly share of the appointments of assistLtl^ pokey of givmg to Indians 


-any 


Mr SarTcer Indian bants wiU have to go to the Beserve Ba^ for their 
accommodation through the money market, but d exchange banlcs desure 
they might not go to the money market at all they can bnng in foreign 
money, and how will they come under the control of the BiCserve Bank 

Dr Jeidels I think the foreign exchange banks too will have to use the 
Beserve Bank in many different ways 

Dr Trip We have somewhat the same position in Java All exchange 
banks want to have an account with the Beserve Banlc, and they all have 
credit facihties from the Rcseive Banlc They are all members of the clear- 
ing house arrangement It would be impossible for a foreign banlc to do 
busmess in Java without the co-operation of the Beserve Banlc 

Jfr Manu Subedar Is that your experience with regard to South 
Africa The South African Central Bank has no control over the two English 
banks there, which have the facihty of going to the London money market. 

Dr Trip I don’t know the conditions in South Africa I have only heard 
that the reserve bank has no influence at all over the Enghsh banks I have 
read in the report of Professor Kunmerer and Vissenng that the Reserve Bank 
of South Africa'had practically no control wliatcver over the two Enghsh 
banks in South Africa But I thinlc that is a special case The position of 
the Reserve Bank in South Africa is different from the position of the Beserve 
Bank we want to have in India 

Ml Manu Subedar In my mind there is a great parallel between the South 
African and Indian conditions After tlie Reserve Banlc has been started here, 
the total operations of foieign banlcs nould still be considerable and I do not 
think the Reserve Bank will have effective control In South Africa the total 
operations of the two large Enghsh banlcs, which have their offices in London, 
are so large a proportion of the total South African operations, that the reserve 
banlc ran only plead mth them in a friendly way, but can have no effective con- 
trol if these banks defy 

Dr Trip I have onfy read that in South Afiica the reserve banlc has 
practically no mfluence over foreign exchange business, but I suppose the 
position vill be di ff erent in this country 

Ml Manu Subedar Do you know of any country in the world where 
banking operations are done on a large scale by banlcs mth head offices abroad 
and where the reserve banlc has control over the foreign banks ^ 

Dr Trip The case of the Dutch East Indies Wc have a central bank 
there 

Mr Manu Subedar Do you have a central reserve bank or merely a central 
bank 

Dr Trip A Central Beserve Bank with power to issue notes, to operate 
on foreign exchange and to control the currency of the country 

Mr Manu Subedar The Central Reserve Banlc in Java has effective control 
over those banks whose offices are not in Holland 

Dr Trip Yes All have an account with the Reserve Bank. They are 
members of the clearing house airangeraent. 

Mr Manu Subedar In what position docs it stand to the Netherlands 
Central Bank ? 

Dr Trip In no position whatever It is independent. 

Mr Manu Subedar Ho consultation whatever 
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India outside India. In order to assure that it is not the case these figures have 
been obtained From these figiues you see that deposits in India from non- 
Indians and Indians total 57 • 9 crores and there is in India invested in Govern- 
ment and other Indian securities and Indian Treasury Bills 24 6 crores, bills 
on London 6 4 crores, and after all these figures are deducted it is found that 
16 crores are brought from abroad and mvested in India 

Mr Manu Subedar These figures are by no means conclusive and do not 
necessarily lead to the conclusion "which Mr Buckley suggests After the 
exammation of exchange banlss, representatives last September, I suggested 
that we should get figures for 4 dates mthe year so as to eliminate the seasonal 
factor, and I also suggested that we get figures separately for each British 
bank and for each foreign bank workmg here I was told that the Chairman 
would take up this question when he went to London I should like to know 
what is the 'position in that regard. 

Chairman There was no question of my takmg up anything in London, 
with regard to British banks I understood from the Deputy Chairman that 
one date in the year would be good enough. Regarding the second point, I 
understa,nd figures are being collected and that one figure is still not avad- 
ablOi and as soon as this figure is obtained, the figures for non-British banks 
separately and together wiU be circulated 

Mr Manu Subedar It is really most misleading if we have all the figures^ 
together Wliatever the reasons may be for not disclosing these figures nor- 
mally, any enquiry of this kind has got to go minutely into the question 
Particularly people, who desire the position of these foreign banks not to be 
touched, are most anxious that these figures should be got I cannot under- 
stand how these banks working under the law and protection of this Govern- 
ment can refuse figures for the specific purpose for which we want them Thejr- 
may give the figures to us in camera But I consider it essent;al that we should 
have figures separately for each bank for 4 dates in the year so as to elimmate 
the seasonal factor 

Chairman The figures are not there These are the figures that have been 
collected As regards the other points, to the best of my recollection, I bebeve 
the matter was discussed by you with the Deputy Chairman 

Mr Manu Subedar It is a matter of correspondence and the correspond- 
ence is there I made it quite clear that one date is not enough, and it is most 
misleadmg 

Mr SarJcer In arriving at this conclusion have you considered the amount 
of money that these banks bring in from foreign countries, the money they 
utdise from the deposits of this country, and the amount of profit they make 
every year 

Dr Jeidels No These figures are not available 

Mr Sarker How can you bring these foreign exchange banks effectively 
under the control of the Reserve Bank when it is created * I have not been 
able to understand it 

Dr Jeidels ..The Reserve Bank, "without having any legal right to go into 
the details of any smglebank, can aetuaUy exercise an effective control over it. 
They can call for statistics AU banks have to use the' Reserve Bank, and the 
position which the Reserve Bank derives thferefrom gives it powers which are 
very extensive without having to be included in a central banking law 
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Dr Jeidels I can only recommend that a country which wants to develop 
its internal and foreign trade should have the best available banking facilities. 
Banking is the instrument of economic development and not the economic 
development itself, and that instniment ought to be the very best, just as the 
instrument to maintain a man’s health, his doctor, must be the most efficient 
This IS the hne on which we argue 

Mr Sm her So, as long as these strong exchange and foreign banks are in 
India, we should not try to replace them by our own mstitutions ? 

Dr Jeidels Everythmg is acceptable which does not curtail banking 
service and facilities 

Mr Sarher Then m starting a new exchange banlc in India why do you 
object to State aid ^ 

Dr Jeidels Because I object to State aid foi all competitive business But 
in this case, I have a specific reason Such a banlc would be a competitor to all 
existmg banks including the Indian banks It would not only be a competitor 
to the exchange banks but to aU existing banks, because it could, in my opinion, 
not specialise on foreign tiade financmg, just as the exchange banks do not 
entirely specialise on it Therefore the new bank, which in itself is quite un- 
objectionable, would create competition for those banlcs We specifically 
say that there is no objection to a new bank , as we take the general view that 
bankmg facilities ought to be encouraged, there cannot be criticism on our part 
against the formation of a new exchange bank But we must draw attention 
to the fact that it would compete not only with the exchange banks but also 
with all existing Indian banlcs, the jomt stock banks and the Imperial Bank. 
There is no objection from our point of view agamst the new bank itself. 

Mr Barker You would not allow competition with State aid, but if foreign 
banks with then own State aid come here and compete with us how can you 
prevent it ^ 

Dr Jeidels According to our advice you cannot prevent it and you 
should not prevent it , you should also not prevent a new bank, but we draw 
attention to the fact that such a new bank does not only compete with the 
foreign banlcs but also with the Indian banlcs 

Mr Sarher You do not want the new bank with State aid to compete 
with existing Indian and foreign banks That is yourjproposition ^ 

Dr J eidels Yes 


Mr Sarher But if a foreign bank with their own State aid compete with 
us, for instance, as the Yokohama Specie Bank with their State aid is competing 
with us, what then ? 

Dr Jeidels They compete with you by establishmg good banking facih- 
ties This efficient banking facilities for India that we consider the principal 
object We are not considering m the first line the bank’s point of view, 
but the development of the national resources of India, and we, therefore, 
cannot recommend to do anything against the competition of this special bank 
mentioned by you 

oi. barker You mean that you will not stop competition, even with 
otate aid, if the instrument is efficient ^ 

Dr Jeidels Yes 


Then if we can set up an efficient instrument with State aid 
you would have no objection 2 

estabhsh a foreign exs 

change bank which will not be in competition with Indian banks 
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Dr. Trip No 

Mr Manu Suhedar Can it operate quite independently without any 
harm ^ 

Dr. Trip Yes Absolutely no control from outside 

Mr. Manu Subedar With regard to Java, would you kmdly tell us the 
(principal foreign banks, that are non-DuiSh, operating >n Java 

Dr Trip I can’t tell you off-hand I suppose there are 8 or 9 of them. 

Mr Manu Subedar Have you got any local hanks estahhshed in Java ^ 

Dr. Trip No 

Mr Manu Subedar You have no scope for the establishment of local hanks 
in Java 

Dr Trip No Indian hank 

Jfr Manu Subedar All the banks must therefoie necessarily be foreign 
banks 

Dr Trip . Yes 

Mr Manu Subedar How many banks, other than Dutch banks, operate 
in Java * 

Dr Trip The Chartered Bank, Hongkong Bank, Mercantile Bank, 
Yokohama Bank, and two or thiec others 

Mr Manu Subedar What would be the proportion of the operations of 
these banlcs to the total amount of banking operations in Java 

Dr Tup No figures are available 

Mr Manu Subedar You can venture a guess 

Dr Trip They mainly do foreign exchange business 

Mr Manu Subedar In this hne what is their share roughly ? 

Dr Trip • I cannot tell you I do not know what their share is m the bills 
that come to the market 

Mr Manu Subedar Do they handle their own national trade or also any 
other ^ 

Dr Trip • Tliey handle mainly their own trade 

ilfr Manu Subedar Can ji-ou give us the figures ? 

Dr Trip Certainly not now I will look into it 

ilfr Sorter Foreign trade is due to co-operation between two countiies, 
one exporting and one importing Don’t you think that in banking circles 
also some sort of co-operation must exist, I mean that the financial activities m 
each country should remain in the hands of that country’s nationals ? 

Dr Jeidels • Part of the foreign trade of a country is always financed by 
the other side, either the importer or the exporter 

Mr Sorter What is the position here ? The entire business is in the hands 
of foreign banks To the extent of half the trade at least, we can expect that 
our bai^s should finance it 

Dr J eidels That is the maximum limit 

Mr Sorter Then as to your general recommendation, m regard to Indians 
takmg a larger share m the foreign trade, it strikes me that for some tune to 
come we shall have to be satisfied with bemg dependent on the goodwill and 
sympathies of these foreign banks You have nothing more to recommend ^ 



286 


T)r Jeidels . To use the tax-payers’ money against one particular trade^ 
VIZ., the Indian banks, I would consider an injustice 

Chairman That is another aspect You first talked of the Indian tax- 
payer and his mterests, and I told you that the test there was the consent of 
the representatives of the tax-payer 

Dr Jeidels It is a question of constitutional philosophy 

Chairman The next point undoubtedly is the effect of unfair competition 
on the existmg Indian joint stock banks * That is undoubtedly a good pomt. 

Mr Sarker My submission is that if an exchange bank is created, whose 
share capital is subscribed partly by Government, partly by the pubhc and 
partly by the Indian joint stock banks, then that difficulty can be met 

Chairman I would like to hear Lala Harkishen Lai on that point later on 

Dr Jeidels If the banks of the country establish such bank and receive 
assistance from some quarter, I would consider it quite unobjectionable from 
an expert’s pomt of view 

Chairman Anyhow we will pursue that pomt with Lala Harkishe i Lai 
to-morrow 
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' Mr Saricer But you have no objection if the instrument is efficient, as ih 
the case of the Yokohama Specie Bank * i 

Dr Jezdels But not with State aid 

Chairman Mr Sarker’s point is this There is this Yokohama Specie 
Bank That hank has received a subsidy or State aid in some form from the 
Oovemment of Japan, and it is competing in the field of foreign exchange in 
' India Now, according to your statement, that hank should he allowed to 
compete in this business If that is so, how can you object to an Indian jomt 
, stock bank with some form of State aid being allowed to compete in the same 
business * 

Dr Jeidd,s . India is not concerned with Japanese State aid , that is for 
the Japanese to decide But Indian State aid I cannot recommend Anyhow, 
I consider it a hypothetical case, because I do not think the Japanese banks 
enjoy State aid 

Dr, Trij ) , As far as I know, they have not They have received Govem- 
j ment help when they were in diffictdties 

Dr J eidds It is a question of fact whether one or all of these foreign hanks 
have State aid. 

Chairman We may call it State aid Mr Sarker’s point was that if a 
foreign exchange bank, with State aid from the Government of its parent 
country, came into India and competed in the exchange husiness,you do not 
object to that competition , then why do you object to a similar competition 
from an Indian jomt stock bank which also receives some State aid ? 

Dr Jeidels Because you use the Indian tax-payers’ money to create com- 
petition for existing Indian banks Japanese money, if it really is used, does 
not come out of the pockets of the Indian tax-payer 

Mr. Sarler But if the Indian tax-payer does not object, there is nothing 
agamst this sort of hanking ? 

Dr Jddels'. That is a hypothetical case , I have not seen such tax-payers 
yet 

Mr Rushforth May I make a statement From practical experience 
I think the reason why they have been able to compete so severely, not only 
with Indian banks but also with British hanks, is that in the market they 
operate in more countries than the others do I know on many occasions the 
Yokohama Bank has been able to cut rates because of special cover either in 
Japan or America which the British banks do not have 

Dr Jeidels Did State aid do that ? 

Mr Rushforth * I do not thinly it is State aid My impression is that they 
work very much 

Chairman . But there has been State aid We have definite evidence 
This 18 what is said about it * — 

^‘The famous Yokohama Specie Bank was founded with the avowed 
object of fostering the overseas trade of Japan The Government 
not only subscribed one-third of the capital, but also gave it every 
kind of encouragement and protection ” 

I understand Dr Jeidels’ point Your advice is based on the interests of the 
Indian tax-payer Mr Sarker suggested that the Indian tax -payer might 
approve, in the usual way through his representatives in the Assembly which 
votes the money 
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Mr Gurne No The banks which operate m London are foreign banks 
They do not separate their own business from English business 

Mr Manu Subedar Therefore it would not be true to say that they receive 
considerable deposits in those countries « 

Mr Curne Not short term They do receive very considerable depo. 
sits of money deposited for 2 months or 3 months 

Mr Manu Subedar Occasionally they do so by oSermg a little higher 
rate than the English banks ^ 

Mr Gurrie They compete m the market for long term money 

Mr Manu Subedar Would you not, therefore, say that there is no parallel 
between the situation in India, wliere the foreign banks have considerable 
business in the handling of the foreign trade of this country, and your country, 
where foreign banks do exist but do not have any considerable liandling 
of England’s foreign trade ^ 

Ml Currie I think there is no parallel It is much more developed here 
than in England 

Mr Manu Subedar You know the proportion of the deposits which the 
foreign banks in this country have to the total deposits ? 

Jfr Currie Yes 

Mr Manu Subedar Would the position m England or in Holland be any- 
thmg like it ^ 

Mr Currie No 

Mr Manu Subedar Would they have 33 per cent of the banlcmg deposits ^ 

Mr Curne No ' 

Mr Manu Subedar Would they have even 3 per cent of the total bankmf^ 
deposits m England ? ° 

Mr Curne They might receive 3 per cent. 

Mr Manu Subedar It is a guess Wliat would be your idea ^ Would it 
be somewhere between 3 and 6 or 6 and 10 * 

Mr Curne I cannot really say It is quite small anyway 

Mr Manu Subedar Dr Trip, the same would be the position in Holland ^ 

Dr Trip Yes, it is so small 

Mr Manu Subedar Therefore, it is not a real parallel We could not derive 
any useful lessons from the situation m your two respective countries * 

Jfr Curne and Dr Trip No 

Jfr Manu Subedar Dr Trip, you say in answer to a question that, “ Dutch 
Eastindies—balances abroad Es 7,93,00,000” Would the bulk of this be in 
Holland ^ 

Dr Trip No. It is also m England and the United States 

Jfr Manu Subedar Could you mention what percentage of these forewn 
balances would be with Holland « a 

Dr Tiip I could not give the percentage 

JTr Manu Subedar You are yourself in charge of this great institution * 
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Mr Manu Subedar I would like to ask Mr Currie whether he can explain 
why Barclays Bank got itself registered in France in spite of the fact that 
according to the memorandum there are no legal or other restrictions in regard 
to foreign banks operatmg in France 

Mr Gume I think it was largely a matter of convemence Instead of 
opening a branch in France, they formed a company there, and the result was 
that their liabilities in France were limited 

Jfr Manu Subedar They did that from the point of view of the safety 
of their operations * 

Mr Currie Yes 

Mr Manu Subedar Ordmarily, people would have more hesitation m 
putting Barclays (France) Limited * 

Mr Gurne I do not think so It does limit the liability of Barclays in 
France 

Mr Manu Subedar From the point of view of the mvestor do you think 
it would make a serious difference ^ 

Mr Gurne . I do not think much, no 

Mr Manu Subedar That was a perfectly voluntary action on the part of 
Barclays ^ 

Mr Gume Yes On the other hand, the Westmmster Bank has a branch 
there 

Mr Manu Subedar . With regard to the other remark here that in England 
you have numerous foreign banks, would it be true to say that these foreign 
banks handle any considerable percentage of the trade of English nationals 
abroad or would it be rather that they come there because you have a big money 
market and they come for the financing of the money market ^ 

Mr. Gurne * I do not think either will be quite true They come there 
origmally in order to foster the busmess of their own country As regards the 
trade of Enghsh nationals, they do give some credit to nationals who Lave a 
very large trade in that country 

Mr Manu Subedar It would not be true to say that they come there te 
handle the banking busmess of the Enghsh nationals * 

Mr. Gurne No They come there largely for their own advantage 

Mr Manu Subedar Similarly, Dr Trip, it would be true with regard to 
Holland also, that the foreign banks established in Holland are resorting to 
Holland because it has a money market and they come there as a convemence 
for their nationals rather than to handle the trade between Dutch nationals 
and abroad * 

Dr Trip Yes, that is true 

/ 

Mr Manu Subedar With regard to Question 3, you say that no figures are 
available, Mr Currie * 
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Dr Je%dcls “ Staived ” is lather an extreme statement The machinery 
would be upset It is a fine and delicate machinery 

Mr M(tnn> Subedar I invite your attention to the consolidated statement 
supplied by Mr Buckley Would you say from these figuies that a very small 
proportion of their existmg resources are used in the financing of foreign trade * 
Dr Jeidcls You mean the bills in tiansit— they do not signify the position 
fully 

Mr Manu Subedai I said they do not in themselves But there may be 
other bills held here for the time being Would you say that a very small 
proportion of their reserves as they exist to-day is in the normal course used 
for the financing of foreign trade ? 

Dr Judds If you take foieigntiade as bills in transit, then yes I cannot 
explain these figures , they ought to be explained by those iv ho made them up 

Mr Mam, Sub&dar As the figures are, you have seen probably several 
thousand balance sheets and statements of this kind Suiely you could inter- 
pret the figures 

Dr Jeidels . It is quite unusual I could not speak from experience 
3Ir Manu Subedar Can any of your colleagues help us ? 

Dr Tri'p Your conclusion is that practically a small part of the money 
is used for the financing of foreign trade 

Mr, Manu Subedar As on that date If we had figures for 3 or 4 dates, 
probably the position may be slightl}’’ different But on these figures, as on 
that date, it would be proper to conclude that the rest were cash credits, over 
drafts and local bills 

Dr Tri'p Yes, it is but a part of the foreign trade 
Mr Manu Subedar What pait * 

Dr Trip In order to take produce out of the country from up- 
country to the port 

Mr Manu Subedar You would call that foreign tiade * 

Dr Trip %es, a part of the foreign trade 

3Ir 3Ianu Subedar What would you call internal trade ? 

Dr Trip By internal trade I would understand tiade in those products 
that remain in the country, and that are consumed in the country 

Dr Jeidels We heard here a figure that the internal trade is about 24 
times as large as the foreign tiade of the country Foreign trade financing, 
as I understand it, is the financing of export goods and import goods , transit 
between two countries of export goods and import goods is the object of foreign 
trade finance 

Mr Manu Subedar I would inVite your attention to the fact that cash 
credits are given to large firms for cotton and for jute , let us say, for standard 
commodities, on the strength of which they purchase in the interior and bring 
the goods over to the central market in Bombay and in Calcutta Partly 
from this central market the local manufacturers purchase, partly it goes for 
export That part, therefore, of the cash credits which goes to the financmg 
of the local purchases would not m your opinion constitute foreign trade ^ 

Dr Trip No 

Mr Manu Subedar . With regard to the interior purchase, it is also a 
matter of opimon as to where you should stop, i e., whether you should stop 


\ 
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Dt Trip Some years ago That depends on the question whether Enghsh 
Banks come in the maiket or Ameiican bond bdls or Dutch bills There are 
changes, of course. I can only say that it is not absolutely a question of 
policy but of the exchange that is offered in the market, whether they are m 
dollars or in sterling or in florms 

Mr Manu Subedai I should have thought without any help from you 
that the buUc of this investment abroad would be holdings with Holland 
because your primary connection is with the money market in Holland * 

Dr Tri p The situation now m the Dutch East Indies is different because 
the greatest export article is practically sugai and sugar is mostly financed 
by sterling bills Of course if the Java Bank is not in a position to obtam 
bills on bond, then they buy sterhng bills I cannot even say that the largest 
part of this foreign exchange is held in florins 

Mr Manu Subedar The point of my question was the holdings in foreign 
currency of the Central Banking institution It is really a subject belonging 
to the ^serve Bank As the Chairman has put a very seveie time limit I wiU 
take it up with the Central institution 

Dr Jeidels in paragiaph 1 of your memorandum you use the word 
“eventually” in the last but one line Do you mean to say there are 
disadvantages now and later on there will be advantages * 

Dr Jeidels No I wanted to investigate the matter The exchange 
banks do a great deal of the banbmg business of rhe country Is it to the ad- 
vantage or disadvantage ^ What are the advantages and what are the dis- 
advantages * “Eventually” means “on balance” — shaving considered 
both sides The question is put in paragraph 1 and the answei given in the 
3rd paragraph 

Mr Manu Subedar With legard to 1 (a), “ Is the foreign tiade of the coun- 
try fully financed ^ ” you have answei ed it in the affirmative ^ 

Dr Jeidels Yes 

Mr Manu Subedar You think that the deposits and funds available to the 
foreign banks in this country are adequate foi the purpose offfinancmg the 
foreign trade of this country ^ 

Dr Jeidels Yes 

Mr Manu Subedar And also for financing a good part or the mternal 
trade ^ 

Dr. Jeidels Yes 

Mr Manu Subeda? So that if tlie suggestion were made that rhey should 
not take any further deposits, the financmg of foreign trade would not be upset * 

Dr Jeidels If you reduce their resources, it would certainly have an effect 
upon the country 

Mr Manu Subedar Supposing it was suggested that there should be a 
lunit, that the banks may go under the limit but not over the limit at any 
time, and if they go over, there should be either total restriction or they should 
have to pay somethmg to the Government Assuming we did it, would you 
say that the financmg of foreign trade was paralysed or would come to heavier 
cost * 

Dr Jeidels It would be a distuibance of the machinery 

Mr Manu Subedar The financing of foreign trade would not be starved * 

VOL. IV u 
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Mr Mann Suhedaj You are also satisfied that they are in excess of the 
need for foreign financing and they provide a field for internal bankmg with 
those resources 

Br Jeidels I think so 4 

3Ir Mann Subedai In your opinion, you considei it good on the whole for 
the trade 

Dr. Jeidels Yoi the country at large 

Mr Mann Subedar I would lilce to ask you whether in your opinion trade 
follows the establishment of banks or bahlts follow the establishment of trade. 

Dr Jeidels You aie certainly aware as much as I, that in answering a 
question of this kind, one does not do justice to all the facts In ^ome cases 
trade may follow banks and in some others banks may follow trade I am 
more inclined to think that banks follow trade, but it is not quite correct 

Mr Mann Snbedar With regard to Holland and England, your colleagues 
told us that these banks came through for the purpose of their own nationals. 
Do the banks in jmur opinion follow tiade or do you think that both are true 
to some extent, and that the banlcs having established themselves in these 
countries enabled tlieir nationals to form a nucleus of a bank 

Dr Jeidels * They follow trade and then try to cultivate trade 

Mr Manu Subedai Having established, they enable further connections 
to be cultivated ? 

Dr Jeidels Yes 

Mr Manu Subedar Aie you aware of the percentage of Indian trade which 
IS m Indian hands, either export or import * Have you got any kmd of esti- 
mate, rehable or unreliable, or have you made a guess * 

Dr Jeidels I suppose it is small , 

Mr Buckley The iSecielaiy has got .figures which I thinlc show that 
roughly 35 per cent of exports and 65 per cent of imports are in tlie hands- 
of Indians In the aggiegate about 50 per cent 

Chairman The figures aie being t 3 q)ed and will be ciiculated 

Dr J eidels The estimate would be about two-thirds foreign and one-third 
Indian in expoit trade and the other way round m import trade 

Mr Manu Subedai The statistics which have just been given may be 
somewhat doubtful in this sense, that an English firm registered and establish- 
ed m this country would naturallj'^ be regarded as an Indian firm, but I might 
mention that an estimate was piepared by the Indian Chamber of Commerce 
in Calcutta which was that of the total on both sides the Indian share was 15 
per cent only There is therefore a very wide discrepancy You and I are 
naturally anxious to have reliable statistics but both sets of statistics we have, 
show that the Indian share is not considerable Takmg the exports and 
imports together, the two-thirds and one-thud give 50 per cent to Indians, but 
the expoits aie laiger and therefoie it would actually be less than 50 per 
he somewhere between 40 and 50 per cent But talking 
broadly, would you have serious sympathy with the desue of Indians to have 
a much laiger volume of this trade in their own hands ^ 

Dr Jeidels I do not know whether the experts have a joint opmion I am 
very much m sympathy 

Mr Manu Subedar Please foimulate a joint opinion, because it is a matter 
ot great impoitance 
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•at the actual shipment poits or whether you should go down right to the agri- 
culturist Some of us have an idea that the purchase from the agricultiuist, 
the loading of it in the railway and the unloading of it in the central market 
in the poit were at one time done by Indian machmery (Indian banking) and 
that is internal trade proper After bringing it to the port, the pui chase of it 
by the shipper and the export of it is foreign trade Would you find any serious 
objection to this mteipretation by us ^ 

Mr McDougdll I think there can only be one mterpretation of it The 
whole handling might be envisaged as trade as a whole, not foreign and internal, 
but if you wanted, as a matter of convenience, to make a division of foreign 
trade and internal trade, you must make a division somewhere 

Dr Jeidels Mr McDougaU thinks that aU goods exported are manufac- 
tured for export I would not go so far as this 

Mr Mami Stibedar Would not Air McDougaU say that the financing of 
the seeds is also export * 

Mr McDougaU No, that is carrying a logical conclusion to an absurdity 

Dr JeideU I shall offer my own observation and my friends on this side 
of the table will correct me if I am ivrong Jute is a characteristic export 
article in this country, but only 20 per cent are exported, the remammg 80 
per cent go to the mills When it is grown, nobody knows whether it is for 
export trMe or for inland manufacture 

Mr Manu Subedar With regard to the financing of foreign trade, you 
consider it as absolutely appropriate that foreign banks established in this 
country should do it and you further find that they are domg it very weU 
But would it be your opmion also that foreign banks should do the financing 
of internal trade and that it is very appropriate ? 

Dr Jeidels There enters the essential difference between two points of 
view. From the point of view of the domestic bankmg mstitutions there may 
be objection against every extension of banking activity from immediate foreign 
trade finance to loss immediate foreign trade finance From the point of view 
of the country at large, we consider it an increase of banking facilities and 
therefore an advantage From the point of view of Indian banks operating 
in the same place and trying to attract the same business into their own offices, 
it is a disadvantage One has to weigh what is more important, the trade of 
the coimtry or the banks, and with aU sympathy to both sides, trade and Indian 
banks, one has to come to a decision Our opmion is, that the trade interest 
IS of greater importance for India at large 

Mr Manu Subedar • You, therefore, understand the objection, but m your 
opinion the objection is more than outweighed by the advantage to the trade 

Dr Jeidels Yes. 

Mr Manu Subedar What do you mean by advantage to the trade ^ 

Dr Jeidels It may be the merchant exclusively devoted to inland trade, 
it may be the distributing merchant for imported goods or it may be the collect- 
ing merchant for export goods and it may be industry, all those who can be 
customers of banks 

Mr Manu Subedar With regard to the adequacy of funds for financing 
foreign trade, are you satisfied that the present available resources of the 
foreign banlcs are adequate ^ 

Dr. Jeidels : Yes, quite adequate. 

c 2 
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Mr Manu Suhedar If it is a fortunate thing, nobody wants to change it, 
'If it IS a desirable thing, we would want to hang on to it 

Dr Jeidels I cannot agree that it is generally unfortunate The trade 
of the country is very well served by foreign firms, yet there will be the 
tendency to increase the country’s share in the trade and one merchandise 
after the other wiU be subject to the efforts of merchants and industrialists 
,to increase the national share in trade 

Mr Manu Subedar So that any attempt in older to get a larger handling 
of the trade in the hands of the people of the country would bo a pioper attempt 
and it deserves encouragement on every side 

Dr Jeidels I think so 

Mr Manu Subedai The institutions aio at present completely foreign 
in their constitution, m their working and in then habit If an attempt was 
made to make them Indian, it would not be improper ^ 

Dr Jeidels I would ask whether that specific field is an instrument for trade 
or part of the trade Let me give 3’’ou an instance of one of the most important 
industiies of my countiy In Geiman cotton miUs you will find that 75 per 
cent of the spinning machinery is English in spite of the high standard of en- 
gineering industiy in Germany Primary importance in the cotton industry 
IS attached to good tiade in cotton goods, and German maclnneiy will only 
be used, if it does not put the cotton mills at a disadvantage m their trade ; the 
cultivation of German engmeeimg would interfere with their pimcipal business 
interest One has to distinguish, what is instrument and vhat is object The 
object IS trade, the mstrumont is banking 

Chairman Mr Manu Subedar, I have given you much more than 20 
mmutes It is a very interesting discourse, but we shall come back to you if 
we can find the time 

Dr Hyder I shall ask a few questions before I take up the memorandum 
Since the War, is it a fact that you tiied to increase the entrepot trade tlirough 
Holland and you preferied tins trade ^ 

Dr Trip Yes 

Dr Hyder Supposing a Geiman bank has established itself m your country, 
your Central bank would not re-discount oi give discount facilities to it ^ 

Dr Tiip In Holland the Nctheiland Banlc lequiics foreign banks to be 
established under the Dutch law if they aie to get discount facilities 

Dr Hyder Dr Jeidels, is it a fact that in your tiade with Switzerland, 
you have found that Swiss banlcs, in ordei to further their national interests, 
insist upon insurance being effected with Swiss companies ? 

Dr Jeidels The Swiss banks do not do much direct business w ith Geiman 
trade Trade between Germany and Switzerland has a Swiss side as well as 
a German side which side is the stionger and how much is handled through 
Swiss and how much through German banlcs, depends less on the banks, than 
on the two merchants and the commodity 

That IS how I w'^ould translate it As the Dutch banks, so also 
ne Swiss banks, prefer the financmg of movement of goods between their 
coun ry and the foreign countries, w'hen there is another national interest 
for example the making of insurance 

Dr. Jeidels . I suppose it is correct 
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Dr Jeidels Perhaps I ought to say how it is regarded in other countries 

Mr Mann Subedar I should .have certainly asked about, the situation in 

your or in other countries and then I should have asked about your attitude 

Dy Jeidels Our memorandum says that “ m every country banking 
1,8 oxpected to assist in the development of trade as national institution” 5 . 

Mr Manu Subedar . It is necessary for the purposes of record as well 'as of 
discussion that we should go step by step You have taken two or three steps 
together Yopr answer would then be that it is a perfectly legitimate desire 
and you have every S3nQipathy with the desire of Indians that they should have 
more of the share of this business in their own hands 

Dr J eidels I am glad to admit it 

Mr Manu Subedar One of the difficulties which has been pointed out 
in Indians takmg a larger share oft this trade is the existence of foreign banks 
It has been suggested that if .there weie Indian institutions or at least institu- 
tions manned by Indians the Indian shaie would be more What would you 
say to that * 

Dr J eidels I differ theie 

Mr^ Manu Subedar You have admitted that in your memorandum 

Dr J eidels Quality and efficiency of banking is an instrument for increas- 
ing the national trade of the country 

I 

Mr Manu Subedar You say that “ there is a natural suspicion that foreign 
banks might tend to discriminate agamst national goods or national merchants ” 
I shall take up that point later, but your view is that it is a perfectly natural 
expectation that if there were Indian banks oi institutions, in the superior 
staff of which there were more Indians, the Indian share might tend to rise 
Is that not so ^ 

D) J eidels I see possibilities of rise of the Indian share, the more so as 
I look forward to a rise m the volume of trade 

Mr Manu Subedar But that is your expect ation in any case 

Dr Jeidels That is my expectation, if all energy is applied 

Mr Manu Subedar Take German exports for example these German 
exports to India become Indian imports from Germany Is that not so ^ 

Dr Jeidels Yes 

Mr Manu Sub^’d^'^ With ^egaid German expoits, is it your experience 
that Indians come and buy their goods in Germany, or is it the other way, that 
Germans come and sell then goods in this country ^ 

Dr Jeidels It is different with raw material and finished goods 

Mr Manu Subedar You are, therefore, laying down an entirely different 
set of constitution for America, France, Geimany, England, Belgium and 
Japan, countries which we want to approach to in our economic life, but fot 
us it should be what IS being done in China Java etc 

Dr Jeidels The rule may be different, but the tendency is the same in all 
xjountries 

Mr Manu Subedar Whatever we do is all bemg done by other people 
in this country It is a very unfortunate phenomen on 

Dr. Jeidels I would put less stress on the word ‘unfortunate*, but I 
would put more stress on the possibilities of change. 
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Dr Jeidels We began at no end We first brouglit down the rato of 
interest As long as our i ate of interest is higher , we can use our own curre-ncy 
only to a limited extent in foreign trade finance If si^ebody wants to 
import cotton into Germany or to export potash from Germany, he has to 
find the cheapest finance , if he finances by Reiclis mark acceptance of a 
German bank, he increases the cost of the goods , he will, therefore, use the 
cheapest foreign currency The same has been done before the wai it is done 
to a much larger extent now, because the German rate of interest cannot 
compete The foreign tiade finance is mostly, done by German banks placing 
foreign bank acceptances at the disposal of their German customers 

Dr Hyder Foreign bank 

Dr, Jeidels Yes 

Dr Hyder They would be the currency of the foreign banks « 

Dr Jeidels Yes Befoie the wai you had these mark bills, and was there 
much discrimination in the London money market against the Mark bill ^ 

Dr Hyder Let us exemplify by an industry, in the centie of international 
competition, the sugai industry’, whose pre-war situation I well remember 
Sugar was subsidised by Governments to be dumped on the world markets, 
and requiied the cheapest possible finance German sugar exports were 
financed before the wai in one of the cheap markets, generally London 
Please come to the actual stejis that weie taken by the German banks ^ 

Dr Jeidels I did not mention the question of using the rupee instead of 
the pound or dollar in Indian foieign tiade finance, because it is so uncontest- 
^bly a mattei of the rate of inteiest that we did not wish to discuss it m the 
memoiandum 

Dr Hyder Am I wrong m assuming that the first thing that the German 
banks did was to establish blanches abroad * 

Dr Jeidels Yes 

Dr Hyder The second thing thej’" did was ^ 

Dr Jeidels To close them again 

Di Hydei From 1870 up to 1914 they were opened and mark bills 
were in abundance and that the foreign exchange as well os the trade between 
the two countries was gradually and step by step passing ovei 

Dr Jeidels In confoimity w'lth the rate of inteiest in Germany That is 
essential 

Dr Hyder Now, I come to your paper which you have submitted I have 
got a few questions I am referiing to criticisms of efficiency and national 
policy Can you suggest any answer by means of which we can reconcile 
these two ? You suggest one remedy which is co-operation between two 
countries If you can give us some remedy, short of disorimmatmg legisla- 
tion and other tioubles, we shall be very much obliged * 

Dr Jeidels What we suggest m our paper is to use the competitu n of 
foreign exchange banks to the fullest extent 

Dr Hyder How about national policy * 

Dr Jeidels I have always to return to my distinction of instrument and 
object 
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Dr Ryder Suppose you were sittmg at a table like this and you as a wit- 
ness were asked “ You have been long m this business, tell us what are you 
going to do about it, how to minimise these incidental disadvantages which 
arise through a change which has been brought about in Germany after the 
war ”, what measures would you suggest ^ 

Dr Jeidels One has first to find out which part of the German-Swiss trade 
IS financed by Swiss and which by German banks This depends on two 
factors , the cost of financing and the respective position of importer and ex- 
porter, whoever is stronger With watches, one of the most important export 
articles of Switzerland, the exporter has to do the financing Ifi^e everythmg 
else m his power which may facihtate his arduous trade He finances in Swit- 
zerland and Swiss banlis will probably prefer, if not insist on Swiss insurance 
The German grain export trade to Switzerland is largely financed by German 
banks, and these, as far as I know, are quite satisfied with any kind of high 
class insurance 

Dr Ryder Supposing German banlcs were not able to finance the German 
gram trade and you had the Swiss banks operatmg in Germany and they insist- 
ed upon getting a share of the other advantages, what practical steps would 
you suggest * 

Dr Jeidels I understand you vnsh to know how fai banks impose condi- 
tions, in the course of their business, which aie not in the direct scope of 
bankmg 

Dr Ryder What steps should be taken to get out of a mess like that ^ 

Dr Jeidels The first thmg to do is to estabhsh national insurance com- 
panies But let us leturn to the Swiss-German case For the business of 
financing, a Swiss bank and a German banlc are available The Swiss bank 
offers finance, but you have to insist on the under! ymg goods being insured 
by a company prescribed by the Swiss bank If I were the merchant I would 
go to the Gorman bank and find out whether they insist on similar provisions 

Dr Ryder But if you have got no German banks That is our difficulty. 

Dr Jeidels But there is not only one Swiss bank, there aie other Swiss 
banks, Dutch, Englisli, American banlis, and I would try m}’’ best to find one 
who wiH finance without interfering with my msurance arrangements If the 
banker tries to impose such condition which is really outside financing, I would 
use the competition between banlvs to find one which leaves my busmess 
arrangements to me 

Dr Ryder And if they are aU of the same kind ^ 

Dr Jeidels I will submit, but this is too hjqiothetical 

Dr Ryder It is only a case of oriental resignation, it is not so hypothetical 
here 

Dr Jeidels If I were an Indian merchant, I would tell my banker “I 
appreciate that you wish to have an insurance company employed to which 
you are used , but if I can offer you a policy of an msurance company which 
I consider good and efficient and to which I, your customer, am used, you will, 
I trust, accept it ” I would try to impress this view on my bankei 

Dr Ryder It would be very mterestmg if you were to give us a brief 
resume m a few words as to how the Grerman banks came mto the international 
market and estabhshed the maik bills * Import trade or export trade, at 
which end did you begm * 
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Dr Jeidels In my opinion Trhen released of the restrictions, the Imperial 
Banlc "Will be the best agency to educate Indian foreign exchange business, 
and particularly if it establishes a good international oiganization which will 
help Indian trade 

Dr Trip It would be necessary for the Imperial Bank to establish- 
branches 

Dr Jeidels It is not necessaiy to estabbsh branches As a matter of 
fact from a piactical point of view I would piefer close, intimate and valuable 
connections It is merely a piactical and business consideration 

Mr DevadJiar Supposing that national policy wants more banking 
facilities, would you stdl stiess on the point of efficiencj' 

Dr Jeidels Yes, I would stress the point of efficiency and would give it 
the pieference over the national point of vicav 

Mr Devadhar Undei (c) you have mentioned specialised financmg of' 
foreign trade It may be to the neglect of Indian tiade 

Dr Jeidels Speciahsed financing may lead to the neglect of inland trade. 
Inland trade is ultimately the source of foicign trade it collects the goods for 
export and distiibutes the goods of impoit 

Mr Devadhar Are you against all available resoiuces being devoted to> 
foreign trade at the cost of inland trade * 

Dr Jeidels No, foreign trade ought to be linked up closely with inland- 
trade 

Mr Devadhar All the available resources should not be sacrificed to foreign* 
trade only ? 

Dr Jeidels No, certainly not 

Mr Devadhar Would you in the inteiest of the country leave the coUeo' 
tion of expoit and distribution of impoit goods to co-operative oiganization 

Dr Jeidels I do not see the meaning of the question 

Mr. Devadhai The difference is that there will be one more middleman, 
and if that one intermediary is removed, there vnll be a saving in the rate of 
interest ^ 


Dr J eidels Whethei an element, which increases the cost of goods and 
therefore hampeis competition in world maikets, should be elimmated is a 
question of foreign trade generally, not of foieign tiade finance 

Ml Devadhar You thinli. it would stop automatically ? 

J^'t’dels It IS not a mattei of foieign tiade ff nance In marketing also, 
the question of efficiency lanks first of all If goods aie available at cheaper 
price, the chance of exportmg them impioves 

Mr Devadhar Am I right in thinking that you advocate, nrespective of 
oreign or indigenous institutions, good and efficient working in the interesta 
o e countiy , because they have paved the way foi Indian busmess 

Dr Jeidels They pave the way as you expressed it peifeetH , they 

are instiuments to develop trade ^ > J 

Gh Mukhtar Singh Am I right in assuming that efficiency is always 
acquired by practice and experience « J' J' 

Dr Jeidels Not only by practice and experience, but also by money 

If money is there,' even then rsractice and’ 
experience would be necessary ? 
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Dr. Hyder : I can quite understand the distinction We feel that something 
should be done in this matter of national policy which is not very much at 

variance with efficiencv. 

* 

Dr Jetdels Development of the Indian banks is one thing I can say we 
«kll regret it that the Imperial Banlc is not entitled to do foreign exchange 
Jbusiness in the same way as the exchange banks But you know the reason • 

Dr. Ryder It is only for a short time 

Dr Jeidels We know the difficulties about the establishment of a Reserve 
Bank, but nevertheless feel that one ought to have' the Reserve Bank as soon 
as possible 

Dr Hyder Even then, it would not create a new heaven, because the exist- 
ing banks wiU be there 

Dr Jeidels But you would have an important and strong institution in 
the foreign exchange business, and the foreign exchange banks will know that 
they have a strong Indian competitor i 

Dr Hyde} * If more such banks were put into this line, the better it would 
be for the country I am only taking your remed}’^ I agree, but there must 
be also some competition from the Indian side 

Dr Jeidels. It is true The observer is somewhat struck when he sees 
a very large Indian banlc, as strong as any of other bank, not being able to 
do foreign exchange business You know why it does not and know when it 
will do it I thmlv the Imperial Bank wiU be an extremely valuable competi- 
tor from the point of view of Indian trade, because the Imperial Bank goes 
much deeper into the distribution of impoited goods and into the collection of 
export goods than the exchange banks 

Dr Hyder Supposing by some kind of calculation we found out that for 
the first fev/ years of the first decade the cost of establishmg m the national 
interests branches not only of Imperial Bank but of other ]oint stock banljs in 
different countries was Rs 1 lakh, do you think it would be a bad use of State 
aid if the State advanced so much money for a limited time in order to set 
-these young children on their legs in foieign countiies What I say applies 
to other banlcs than the Imperial Bank also If the work was divided, say 
that the Peoples Bank should go to the East, Imperial Bank to the West, 
"the Cential Bank to the Near East and so on, to establish connections, do 
you think it would be a bad use of State aid * 

Dr Jeidels Subsidy, if I were the banlt, I would not like to accept, the 
more so as I have no doubt that the Imperial Bank will build up the organiza- 
tion very quickly Mentioning the Imperial Bank, does not mean to exclude 
othei large banks If there are m a country two classes of banks, national 
banks and foreign banks, my business sense would always advice me to satisfy 
the national point of view by helping the domestic busmess, but not by harm- 
ing the foreign banks 

Dr Hyder Here it is that the interest of the individual comes directly 
mto conflict with the mterests of the nation I as an individual would prefer 
at all times my own interest, but the national interest is composed of the 
mterest of all the individuals and therefore it is, that State aid comes The 
flesh is after all weak I would naturally say I get a better rate from the other 
bank and therefore I would do business with it. 



Dr Jeidels Mj Chairman, I have not ^iven any thouglit to this point 

Ch MulMar Singh I put it to you like this Suppose all these exchange 
hankers had decided through their association that no Indian broker bhould 
he aUowed to work Will that not mean paying a highei price for tlie working 
of what you would call efficiency ^ 

Dr Jeidels • It may mean a monopoly to one class of brokers On ge- 
neral grounds I would not advocate it 

Ch Mulhtar Singh And if they have done it, then what steps should bo 
i;aken that it should not be done ^ 

Dr Jeidels I do not know the question bufficiontly and can only give 
tyou my general impression, that I am not in favour of a pri\ ilcge to the exclu- 
sion of others 

Oh MuUitar Singh You can tell if you lead the Exchange Banks Asso- 
ciation’s oral evidence 

Glmrman We have got Dr Jeidels’ general vieiva on the subject 

Ch Mvhlitar Singh If a counti}'' develops industrially, the rc‘>ult would 
be that the export of raw materials from that country to otlicr countries will 
become less and less ^ 

Dr Jeidels Quite possible 

GK Mnlhtar Singh And the expoit of finished goods would be .more 
and more ? 

Dr Jeidels If the ludustiy develops on the basis of efficienoy , yes 

Gh Mulhtar Singh And if that finished article is to be sold in other 
markets, it will be in the inteiests of the nationals of that country that tlie 
work should be done by its own nationals rather than by foicignors vho are 
mterested in that very aiticle svhich is sold by their countiy ^ 

Dr Jeidels It docs not apply to the expoit of the finished goods which 
you mentioned 

Gh Mulhtur Singh I vill give you a concicte example though it may not 
be correct Germany sells finished textile articles in this country Suppose 
we take to the manufacture of those ai tides and we v ant to export them from 
this eountry'^ to Germany and there is no other foieign exchange bank in this 
'Country than a German firm Would that firm help us ’ 

Dr Jeidels I think I must correct your hy’pothetical case It is the mer- 
chant, not a foreign exchange bank, with whom you should aiguc That 
merchant has so fai imported goods from Germany which you now manu- 
facture, so that you can dispense with imports and may even be in a position 
to export, and you need an Indian merchant to export those goods 

Gh hluUdar Singh I am speaking of the foicign exchange banlc 

Dr J eidels The banks have nothing to do with it 

Mr Ramdas Pantulu I understand kir Mukhtar Singh to mean that if 
todia wanted to export manufatured textile goods from this country, nould 
the British exchange banlcs who are interested m the textile industry give 
facilities foi the export of those textile goods ? 

Dr Jeidels I miKt object to the discussion on these lines These banks 
English trade , they are interested in trade between India 
an o her countries Excuse my being obstinate and bringing the merchant 
m agam. you must find a. merchant to export those goods, Mr Mukhtar 
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Dr Jeidels Practice and experience can be bought. 

Gh Muhhtar Singh If a new institution starts its life, it may not 
have any practice, it may not have any experience , still it can be efBcient * 

Dr Jeidels It can become efficient 

Gh Muhhtar Singh Without paymg the price for the experience and. 
practice ^ 

' Dr Jeidels It will have to pay a price for it, but it does not need to be 
an excessive pi ice 

' Gh Muhhtar Singh If an Indian bank is started today, Indians 
would have no previous experience or practice in that line Naturally their 
working would be less efficient than foreign banks But if the Indian mstitu- 
tion goes on for some time, it will become equally efficient * 

Dr. Jeidels I think so 

Gh Muhhtar Singh If it is correct, then tiU the Indian institution 
gets experience and practice it will have to lose money naturally, or the 
chcnts will have to pay more ^ 

Dr Jeidels The alternative exists in theory, but not in practice, because 
the customer, the trader wiU not pay, but go to another bank The banker 
wiU have to pay 

Gh Muhhtar Singh If it is agreed that the banker wiU have to pay, 
will it not be better for the country in order to get efficient foreign exchange 
bankers in this country to pay the price for it, that the State should pay for 
it * 


Dr Jeidels You wish the State to pay for the initial expenses of the 
institution to put it on a level with the others ^ Not only Government, which 
has to pay accordmg to this plan, ought to be consulted, but also the 
mterests of the other Indian banks You do not have to consult the 
interests of the foreign banks, but certainly the interests of the Indiah banks, 
before puttmg Government subsidy in competition aginst them The Indian 
joint stock banks will consider such Government competition an outrage 

Gh Muhhtar Singh You mean to say that if the Indian bankers and the 
tax-payer agree, then there is no harm in doing it ^ I have not been able 
to understand what is meant by efficiently Does it mean 

doing a thing cheaply ? If there are a largei number of brokers in the 
exchange field, naturally thmgs would be done cheaper 

Dr Jeidels I cannot teU you, I have not studied the special question. 
Generally, brokers do a very useful job 

Gh Muhhtar Singh The broker is a very necessary middle man * 

Dr Jeidels I thinlc so 

Gh Muhhtar Singh If there are more middle men there will be more 
competition, and natuially the charges for brokerage will be much less 

Dr Jeidels I agree wrth my nerghbour, Mr Cassels, who tells me that 
efficient service does not only mean cheap, but also good service 

Gh Muhhtar Singh You have sard so far it must be cheap Let us take 
the cheap side first Don’t you consider that if there is a larger number of 
brokers in the country naturally the advice will be cheaper * 
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Gh MvMhtar Singh There is no time for me, but I have got the evidence 
Worn which I just gave you a brief account, that this is the impression of the 
Indian Tea Pia. ten’ Associaion and this they have given us m their oral 


evidence 

Dr Jeidels I cannot undeistand why the Indian Tea Planters’ Asso- 
ciation does not try another policy 

Gh MuhUar Smqh Because all the foreign banks have agreed through 
their Association that they will not aUow anybody else to do this 

Chun man Mr Buckley will be able to say something on this point 

Mr Buckley You are tallcmg about the foui tea biokeis in Calcutta, 
they have nothmg whatever to do with the foreign exchange banlcs 

Gh Mulhiar Singh I wiU lead the evidence 

Chairman That does not bring in the banks there I remember that 
evidence very well It is the question of financing these tea companies which 
arises in that connection but theie is no question of the foreign trade itself. 

Gh Mulhiar Singh If you will kindly lead this evidence along with the 
evidence of the exchange banks association where they have admitted that 
.jjhe number of brokers in Calcutta is 32 

Chairman The brokeis of the exchange banks are quite different from 
these tea brokers A little while ago you were referring to the brokers of the 
exchange banks and, therefore, at that stage I had nothmg to say, and 
Dr Jeidels answered that pait of your question When you bung m these 
tea brokers, they are quite a different organization altogether 

Gh Mukhtar Singh They have nothing to do with the exchange banks ? 


Mr Buckley Nothing whatever 

Gh Mulhiar Singh The othei pomt that has been pointed out to us is 
•that Indian importer loses both ways on account of the want of facilities for 
D. A bills Would you call that efficiency ^ 

Dr Jeidels This criticism was also mentioned to me by a prominent 
merchant in India and I tried to find out what his arrangements with the mer- 
chant on the other side are Trade has to organize itself so that it does not 
entirely depend on the importer or exporter abroad For instance, tea or 
jute has to be sold If the Indian firm has its organization only on this side 
of the water, it is at a disadvantage compared witli an importer, say in England 
or in Germany, who has his organization here too My logical and quite 
obvious advice was to organize his trade so that he is represented in the 
customer’s country as well It is a matter for the merchant, and indeed a 
great field for Indian firms to develop and extend then business by organizing 
both sides of the busmess 


Mr Ramdas Paniulu The complaint made by businessmen to this Com- 
mittee IS that when an exporter sells goods to a man in England, the bill is 
made at three months’ sight, D A and when goods are imported to this country 
they are at 60 days’ sight, D P After all the interest has to bo adjusted, but 
the interest has to be taken into consideration m both cases at this end and we 
have to adjust it hero. It is a great disadvantage from the Indian busmess 
point of view to take interest into consideration and make an adjustment in 
both cases va India and not elsewhere 

Dr Jeidels ; I consider it a matter of organization of the trade, not of 
bankmg terms. 
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Smgh. He as the pnncipla instruiaeait, and if you have found the merchant to 
export the goods you will have no difficulty to find the banker 

Gh MuTcTitar 8ingh That is, not the point at all My point is simply this^ 
If there were only Glerman banks or German banks which are interested in that 
very industry, would they in any way help or give facilities to the finished 
goods of this country ^ 

Dr Jeidels Why take a hypothetical case which does not exist not all' 
foreign banks in India are English banks 

Ch Mukhtar Singh I have put that question generally 

Dr Jeidels But youi general question can only mean, that when you' 
have suitable export goods and a piopei merchant to export them, you fear 
that the merchant will not find a b;aTik to finance him 

Chairman As I have understood Mr Mukhtar Singh’s point it is this 
Supposing in India theie is only one class of foreign exchange banks, namely, 
German exchange banks, and Germany was interested in exporting to Indian 
her cotton goods WiU not that fact have an effect on the German exchange 
bank which, accoidmg to Mr Mukhtar Smgh, has the monopoly of the exchange 
business between India and Germany WiU that institution, which has got 
this monopoly, not be interested m preventing exports of cotton piece-goods 
from India to Germany, because that wiU interfere with Germany s export 
to India ^ 

Mr Ramdas Pantuln Sir Chairman, with j’^our permission I shall lead.' 
a sentence from the book recommended by Dr Jeidels It runs “ In both 
respects the Geiman banks assisted the exporting merchants to be distmctly 
more accommodating than their chief competitors” 

Dr Jeidels I do not know what the sentence means in this connection 
I have lecommended the book but I have not written it , so please don’t take 
me by the authoi’s words Answermg your question Mr Chairman, I can- 
not imagine that a bank goes so much outside of its business as to influence 
the flow of export and import A bank is not a Government mstitution, it 
IS a business institution and finances available business, whether it is an import 
or an export business, whether it is agreeable to the country of the bank’s 
origin or not 

Gh Mukhtar Singh Do I undeistand then that a bank is such a soulless- 
machine that partiotism does not play any part in it ^ 

Dr Jeidels' It is 

Ch Mukhtar Singh I am putting another question under the same question 
to explain my position In India there are European companies which are 
manufacturing tea , there are Indian factoiies which are manufacturing tea» 
The foreign exchange bank’s association has made it a rule that there should 
be onW four European brokers who will deal in tea, and the result, as the 
Indian Tea Planters’ Association has pointed out to us, is this that thej’’ are 
forced to seU not at a competitive rate but at the rate at which these brokers 

wi^ W 

Dr Jeidels There I am again confronted with a special case which I 
cannot know I think, our memorandum says quite clearly that no discrimina- 
tion against Indian trade ought to be made 

Gh Mukhtar Singh If they do it, what is the remedy * That is the pomt 

Dr Jeidels The lemedy lies with the merchant , he will find remedies 
You have in this country 16 exchange banks, and they are not aU English 
banks all are very eager for business 
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Dr Jeidels If the efficiency remains in tact nothing is to be said against 
anything 

Mr EamAas Pantulu We will adjust our recommendations in the light 
of the general proposition that so long a's we do not i educe efficiency there is 
no obiection I have only to ask you one question on a point which is more 
or less connected with D A and D P bills Many witnesses have said that 
if the rupee bills are intioduced it would greatly promote the interests of 
Indian trade and develop a market in that^ connection You gave certain 
answers to Dr Hyder I will only i ead to you again one sentence from the book 
you recommended with I egard to ivhat Germany did It reads. 

“ We have left to the last, consideration of the change attempted and in 
pait effected, in the way of substituting the mark for the pound 
kerlmg as the basis of trade between Germany and overseas 
countries Actually this was one of the first objects which the 
German banlcs set before themselves in this field Fiom the stand- 
point of the Gorman banks, the predominance of sterlmg was 
lesented because it helped to maintain the leading position of the 
English banks and enabled these to earn coveted profits ” 

Then you see this change was discussed in lolation to the benefits which 
would go to the merchants and the banks, and the book goes on to say — 

“ It can baldly be doubted that this ciedit policy contributed to the , 
giowth of the Geiman export trade, and, judged on the whole, as 
a policy applied to the trade of a country which came late into 
the woild’s markets, it seems to have justified itself by its results ” 

Chairman I take it you will deal with the rupee bill niaiket in youi sepa- 
rate papei on the subject 

Dr Trip It can doubtless be dealt with in connection with money market 
but it IS not an essential pait of the money market problem of this country 

Chairman The paper has to deal not only with money niaiket, but with 
money and bill maikets 

Dt Trip But specially with legaid to the internal tiade and internal 
bill market It is, of course, a fact that in India there is no highlj’’ developed 
mternal bill maiket The foieign bill maiket is quite efficient in this country, 
in my opinion It is only a question of interest You discuss money 
market and inland biU maiket I have no objection 

Dr J eidels I thmlc tlie situation is quite simple , it is only a question of 
the cheaper interest rate 

Chainnan This is not the proper place, in my opinion, for discussing 
this 

Mr Ramdas Pantulu With regard to the employment of Indians in the 
exchange banks you recommend the employment of as large a proportion of 
Indians as is compatible with business principles and so on This is a matter 
Committee will perhaps have to say something One of the 
difficmties which Indians experience is the want of touch between the Euro- 
pean bamis and the Indian customers Don’t you think that if in the higher 
grMes of the exchange banlis some responsible Indians are appomted, I am 
Mt speakmg of any particular appointment such as Agent, it will help to brmg 
these banks and the Indian commercial community into touch , and that an 
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Mr Manidas Pantulu Of couise we have had a very long discussion on 
the question of rno national interests veisus efficiency on which my friends 
Mr Manu Suhedar and Dr Hyder have put very many questions to you and 
you have veiy relevantly dra-vvn the disintinction between the instrument 
and the develoximent itself 

Chairman May I make one suggestion ? Pei haps we might have a general 
discussion , let Mi Subedar when he gets his second instalment, develop the 
point and Dr Hyder and you, Mr Pantulu can also come in at this stage 
Would that suit you. Mi Subedar ? 

Mr Manu Subedar Yes 

Mr Ramdas Pantulu When you speak of the instrument what was pass- 
ing m my mind was this, that m this country according to a statement which 
I have read, the money necessary for carrymg on the foreign trade is supplied 
by the Indians Therefore, I think all the parts of the instrument are really 
Indian except the handle which opeiates it Why I say this is this In the 
summary supplied to you you will find an extract from a speech of the Chair- 
man of the Lloyd’s Bank who has, I think, said that the deposits received in 
India by the exchange banks are more than ample to finance the foreign trade 
of India That is quoted there — a very specific statement — and the Indian 
Chamber of Commerce in their memorandum have substantially corroborated 
that statement with reference to the enquiries made by them No doubt 
lilr Buckley yesterday gave some figures to show that the exchange banka 
import some capital from their own countries and Mr Subedar has said that 
these figures do not lend themselves to accurate inferences Therefore, for 
the present, we will take it that the speech of the Chairman of Lloyd’s Bank 
and the calculation made by the Indian Chambers do stand because the con- 
solidated figures do not lend themselves to any accurate inferences If that 
were so, then your speaking of instrument woidd strike us as not quite to the 
point Therefore, it is, that we ask you these questions about the voice which 
India should have in determining the operaton of these banks 

Dr Jeidels You say that the country at large should have a voice about 
the policy of those banks But has any country in the world a voice in regard 
to the technical handlmg of its banks? What do you mean by voice ? 

Mr Ramdas Pantulu To subject them to certain restrictions which would 
promote national interests 

Dr Jeidels If you want to subject the mstrument to restrictions you make 
that instrument less good, this is our theory You make the instrument less 
good the more you mterfere , if any measure which you take mterferes with 
the efficiency, with the free workmg and free handling of the instrument, then 
I think you do harm to the country at large All our arguments, our entire 
statement can only be understood if the theory of the instrument is accepted. 

Mr Ramdas Pantulu I am accepting it for the present moment Why I 
am asking this question is this Various suggestions have been made to this 
Committee as to how we should control the operations of the foreign exchange 
banks In the discussion we had between ourselves we arrived at the conclu- 
sion that we should put some restraint which did not mterefere with efficiency 
If some recommendation were put forwaid that had a tendency to interfere 
with efficiency I would say “ I cannot recommend it , I cannot be a subsciiber 
to that recommendation” But if some other restramt could be adopted 
which did not reduce efficiency but tended to promote the national mterests, 
would you have any objection to such a restramt being placed ? 
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Seih Abdulla Haroon I can give another example of absence of com- 
petition In connection TVith the rate of exchange, exchange banks meet 
daily and fix rates for retiring drafts and for foreign quotations If they fix 
a B/G rate no bank can quote half an anna loss 

Dr Jeidels Do you thinlr if there were only Indian banks the position 
would be difieient 


Seth Hani Abdulla Haroon I only want to put before you what I know is 
the case m practice My point is that at present there is no free competition 

Ghmrman Mr Buckley will kindly confirm whether these rates are every- 
where fixed by the Exchange Bankers Association, 

3dr Buckley We have nothing to hide With regard to Hap Sahib^s 
statement, ‘ there is no competition , the banlcs meet together in an association 
and fix rates that boldly made may give a ivrong impression I must explain 
that in every part of India where the exchange banlrs have an association, they 
aoree from da}’- to day on what is called the B/C rate, that is to sa 3 % the rate 
at which bills for collection falling due on that particular day m that place 
should be retired The rate is usually fixed at l/32nd under the open market 
sellinw rate The reason for this is that m case there is weakness in exchange 
it IS a'protection to banks to the extent of 1 /32nd Secondlv, it prevents, small 
traders coming to one bank and saying, ‘ You quote so and so, and your 
comnetitor quotes another rate and so on The number of bills which each 
bank retires each day at the B/C late is extremely small A merchant who 
decides to pay Ins bill on the following day can make a contract with a broker 
in the open market the previous da}'- at the full market rate on which the 
bank has to pay brokerage Very small business goes through in this way 
That IS the only agreement in legaid to rates which the exchange banlcs have 
All other rates are competitive 


With regard to the case of Haji Sahib’s fiiend who could not pay his bill 
by means of another bank’s draft, exchange banlcs follow a rule that bills must 
be paid by their own drafts If they aio paid by drafts of another bank which 
they will accept, theie is a commission to be paid of J per cent The 
merchant can go to another bank and buy exchange at a bettor rate He is 
welcome to do so But the bank which handles the business is entitled to 
I per cent commission Tlieie is nothing against a banlc accepting anothei 
bank’s draft, but theie is a penalty in the form of this commis'sion 

On T T drafts there is no commission at all Haji Sahib tells me that 
in Karachi T T ’s also aie charged at J per cent I accept his statement, and 
if it IS so, all I can say is this The Chairman knows that all exchange banlcs 
are at the present time bringing their rules into unison at various poits because 
when the exchange banks’ representatives were before the Committee it was 
pointed out to them that there was one rule in Bombay, another in Calcutta, 
and there was really no reason why there should be a diSerence for the same 
kind of business 


Chairman Are the rules same for Indians as well as non-Indians ? 

Mr Buckley There is absolutely no difierence 

Chairman English businessmen will be under the same disability to which 
the Ha]! Sahib referred « 

puclcley Yes In Calcutta I remember a European firm making a lot 
of trouble about a draft which I retired at the B/C rate of the day They said 
the}’- -wanted the market rate There is no difference made with anybody, 
everybody knows the rule which is never broken 
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attempt shoiild be made by these banks to employ Indians under a scheme 
like that of the Imperial Bank of taking apprentices and training them and if 
necessary sending them abroad also for international training We are told 
that there are many difficulties in the way of Indians getting traming 
Having regard to this important aspect of touch, apart from cheapness 
and other considerations such as sentiment, will it not be in the interests 
of the banks themselves and of the country in general, if Indians are taken 
into positions of responsibility an the banks 

Dr Jeidels I have full sympathy with this view 

Seth Haji Abdulla Haroon ' You say that there is m India keen compe- 
tition between the exchange banks There is no competition in India At 
any rate, in Karachi where I am doing business, there is no competition A 
friend of mine wanted to retire a bill from a bank by means of a demand draft 
from another bank which he got cheaper A bank’s quotation might be 

I? and a demand draft from another bank might be had at or so They 

did not take the demand draft in payment 

Dr JeideU It is mterestmg to hear that at Karachi there is not much 
•competition, the more banlis, the greater the competition and the better the 
terms for the customer 

Seth Hajt Abdulla Hai oon I do not know about Calcutta and Bombay 
but I am told that theie also they are refusing to take draft bills on other 
countries in -pajouent of their demand drafts. 

Dr Jeidels I have discussed the matter with a countiyman of mme. 
He has no banlc of his nationality here, does business in one of the most impor- 
tant tiades of this country, in which he competes with firms of three different 
nationalities, whose banks are lepresented here He told me that the com- 
petition between the banlcs gives him every facility required 

Chan man Touching that conversation and the information supplied to 
you by the Haji Sahib based on his own experience, would not that make you 
feel apprehensive that the treatment meted out to Indian customers is not 
that meted out to non-Indian customers 

Dr Jeidels I won’t infer this from the Karachi case mentioned , the case 
•only shows that in certain places the Indian customer does not feel quite 
satisfied with foreign exchange banks 

Chairman Not only in Karachi Haji Sahib went on to say that he has 
heard that the same is the case in Calcutta and Bombay It is quite possible 
that it was brought out in the evidence before the Committee that the same 
position may arise in places lilce Calcutta and Bombay 

Seth Haji Abdulla Haroon I have just learnt from Mr Buckley that they 
are accepting D D , only if a commission of \ per ct nt is paid 

Chairman You are referring to a particular aspect of it which was dis- 
cussed as a matter of fact with the exchange banks — vide paragraph 23 of 
the Secretary’s memorandum You are referring to drafts only 

Dr Jeidels Kar^-chi is not as well provided with banking facilities as 
Bombay or Calcutta, and it is the nature of banks as of other business to 
hold out for better terms where competition is not so strong , I do not think 
there is more behind the case mentioned by the Haji Sahib I attach the 
greatest value to the broadest possible competition m the field of banking 
' and feel satisfied that in this country there is as much bank competition 
as one can desire 


TOL. IT 
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advocate that the Imperial Banlc should be released from the present restric- 
tions bv establishing a Reserve Bank and making the Imperial Bank a joint 
stock bank This seems to me the most effective step in the direction of 
your first objective . 

As regards the vested interests, I do not see where the difference lies as to 
the vested interests between 10 years ago or now or 10 years hence By 
keeping that instrument — a very excellent instrument in my opinion and by 
using it, I do not see how you create vested interests There I do not follow 
you 

Lah Krishen Lai That is not my own statement I have given you, so 
to speak, an mfeience drawn from the collective wisdom or impression of the 
people 

Dr Jeidels To attain a valuable object one has sometimes to sacrifice 
sentiment, and we think that we ought to state quite franldy our opinion that in 
this matter sentiment ought to make a sacrifice, which a perfect instrument for 
foreign trade finance deserves I cannot repeat too often — and my conviction 
IS not influenced by any connection or interest — that India enjoys the possession 
of a perfect instrument for the development of her economic resources 

Lala HarJcishen Lai You have suggested two things One is that the 
Imperial Bank might make up the deficiency and meet the desires of the people 
That IS a positive suggestion But, of course, that does not depend upon the 
recommendation of this Committee , it will depend upon the powers which 
control the Imperial Bank, and if they do not fancy the idea it would be 
difficult to arrange But I would suggest that the Imperial Banlc cannot be 
made the scapegoat for all our requirements If we want industrial finance, 
we are referred to the Imperial Bank , if we want exchange banking, we are 
referred to the Imperial Banli , and if we are faced with banking difficulties, 
not facilities, we are referred to the Imperial Bank Now, my reading of the 
position IS this The Imperial Bank has no doubt the balances of Government, 
the banks, the Indian States, big merchants, landlords and so on But in 
spite of all those balances the Imperial Bank is for months and months in debt 
to the Currency Office, every year for several years past And sometimes 
when it IS so in debt we read also that the Government balances are not intact 
Now as a banlcer who has put large reserves of my bank in Government paper, I 
sometimes wonder if in a crisis if a demand came the Imperial Banlc would be 
able to meet the demand against Government paper of all banks I am putting 
it from the banker’s point of view In such an emergency, with the exception 
of the currency. Government has no resources, except in so far as it may borrow 
in foreign countries They may themselves have very large balances in cash, - 
but the Imperial Bank does not keep them intact That being the position 
would you advise the Imperial Bank to turn into other fields ^ 

Dr Jeidels I think Lala Harkishen Lai has not put our various recommenda- 
tions as to the Imperial Bank quite correctly The Imperial Bank at present 
13 the Government bank, it is the bankers’ bank, a commercial bank and a real 
up-country bank, with 200 branches Lala Harkishen Lai criticises that we 
suggest the addition of more and extensive functions, by asking the bank to be 
further more an industrial bank on the European or American model and 
a oreign exchange bank I admit that there lies a certain overburdening of 
he Imperial Bank in such propositions, but it is a strong institution and has 
o undergo changes when the Reserve Bank is established, and I therefore 
think our programme is not excessive 

+ 1 , I D^ay intervene, it is not the business of the Bank to which 

the Lalaji refers but the resources of the Bank 
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8etli Hap Abdulla Haroon My friend says that appa^entl 3 ^ the 
number of Indian employees with the foreign banks is increasing But I find 
that up till now Indians have not been appointed to responsible posts, and I 
thinlc the experts will admit it In my opimon it is unnatural to expect the 
foreign hanks to employ Indians unless Government make some laws that 
Indians should be taken by these banks Are you in favour of it or not « 

Hr Jeidels I have expressedfull S 3 ^mpathy for a broader employment of 
Indians 

Chairman Perhaps this matter might be more profitably discussed in 
connection with licensing 

8eth Haji Abdulla Haroon I want to draw attention to the fact that in 
this country, especially in Karachi, exchange banlis do not allow Indian brokers 
to fix rates That point was mentioned bj' Chaudhri Mukhtar Singh 

Dr J eidels I am against every monopoly 

8eth Hap Abdulla Haroon You are in favour of legislation wheiever there 
18 monopoly 

D) Jeidels Legislation against a single monopoly is quite unusual and 
very difficult I suppose there are other ways than legislation by which such 
monopolies can be removed 

Chairman It is to my mind licensing, and it can be discussed with licensing. 

Lala Hailishen Lai You say^ — “The experts cannot recommend those 
measures which have been suggested to the Banking Enquiiy Committee 
about regulation of banking with special regard to the exchange banks ” 

I shall not discuss all those suggestions individually, but I would remark 
that the witnesses who made those suggestions had something in view 
and they thought then object could be achieved by one oi more of the methods 
enumeialed here from 1 to 7 You rule out those Now, this Committee 
in writing its lepoit cannot say that the objective was foolish or just madness 
That would not be accejitable to anybody Briefly the objective is that India 
wants now to have a look in as legards her foreign trade in all its aspects, 
banking, buying and selling, shipping, insurance and so on Purthei, the 
argument has been put forward in anothei connection that because India 
neglected her opportunities for all these j^ears, vested inteiests have now been 
set up and those vested interests are not to be divested Well those are the 
two objectives which Indians have in mind, and, in accordance with their 
experience, they have put forward suggestions to attain those objects You 
have ruled out all those suggestions Would jmu kindlj'^ suggest other 
measures * 

Hr Jeidels I thinlc you have stated the position perfect^ I only 
want to correct your statement that the objective may be considered foolish 
That certainly it is not The objective is very worth considering, and we 
know how much it is at the heart of the people of this country But we are, 
on thorough consideration, convinced that it is not as important an objective 
as is the economic development of the country , we believe this can be better 
attained if you leave those suggestions alone As regards getting a look in 
the foreign trade, the exclusion has created the feeling of a hidden mystery , 
but it IS here, as in other cases, the mystery disappears at close inspection 
We apjireciate the uncomfortable feeling that a certain business, the financing 
of foreign trade, is done almost exclusively by foreign banks The best way 
to remove your apprehension and the mystery, seems to me to have Indian 
banlcs do this mysterious business also It is one more reasonfor us to seriously 

V 2 
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LalaHai lisJien Lai I have argued before you the position of the Govern, 
mont and the Imperial Bank from the point of view of reserves Now I am 
referring to the Reserve Bank Tlie capital of the Reserve Bank would be 
drawn from the capital of the countiy, whether through Government, the 
States or other banks, and the reserves also would come, out of the reserves of 
the other banks Those two factors, therefore, have to be 'written out so far 
as reserves aio concerned The only reserve remaining is the currency I 
want your opinion whether, for the objective we have in view, the curiency 
should be drawn upon or not * 

D) Jeidels No 

Lala Hai lasJien Lai That is youi vieiv Now there is some talk in England 
and elsewheie that currency sho ild not depend on gold but on bills What is 
your opinion ? 

Dr Jeidels Gold is the medium and to replace gold by bills requires a 
great deal of daring, which I v ould not have 

Lala Harhshen Lai Then it means that the Reserve Bank, "uliatever 
its merits or demerits, will not in itself add to the resouices or banJcing facilities 
of the country * 

Dr Jeidels That is not coricct in regard to banking facilities, but it will 
not add to the lesources 

Chairman Except by increasing the velocity of circulation 

Lala Hai lishen Lai Velocity always increases if gravitation alone works. 
But that means a dow'-nwards movement For velocity to increase in an up- 
ward direction you want some external motive power to make it move up-ward 
How would the economic velocity increase through a resourceless Reserve 
Bank ? 

jD; Jeidels Reserves in my opinion can only be increased by the develop- 
ment of trade, by prosperous development That is not an affair of one year 
or one month It must be increased gradually over a jieriod of time 

Lala Harkishen Lai Someday will come when your own resources would 
be plentiful 

Dr Jeidels In the meantime use the foreign instrument India is using 
a great deal of foreign capital and there is no reason why it should not 
continue on the same lines 

Lala Harkishen Lai I am asking the means to be adojited by winch more 
foreign capital can be drawn in There are two suggestions alreadj'' made 
One 18 that Government should do it The other suggestion is that if the 
deposits are Avithdrawn from the exchange banks, then they will get the 
foreign capital to work the trade Have you any third suggestion to make * 

Di Jeidels I have no third suggestion. 

Dr Tnp There is a possibility, I think, in normal times, for strong and 
good concerns in this country to get capital from abroad I do not advise 
it I only mention this as a possibility In normal times, if there is inter- 
national confidence, if the Imperial Banlv wanted to issue shares in a foreign 
market, it can do it 

Lala Hai hshen Lai That is another service of the Imperial Bank * 

Di Tnp . I do not say that It is a possibility 

Lala Harhshen Lai Some people m this country are saying that the 
foieign trade of India is also the foreign trade of tlie othei country For 
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Dr Jeidels With new activities, the resources might become to'o small 
in the future even if they suffice to-day In any case from the point of view 
of the Bank’s resources I have no apprehensions On the other hand, whatr 
can you do to strengthen Indian banlcing ? Is it really advisable to build 
up new organisations for all those new pui^oses ^ Can you do it ^ There is a 
limit to the resources of the Imperial Bank but there is also a limit to the- 
resources of India, but Lala Harkishen Lai’s arguments show me again 
the necessity for the country to make full use of the existing banking 
facilities It IS a further argument not to dispense with banking facilities 
even if sentiment, natural sentiment, is against it So, starting from 
different points, we arrive at the same result 

In the memorandum we draw your attention to the possibility^ of building 
up a system of foreign connections , it serves to draw the veil from the mystery 
There are other joint stock banlcs in the country, apart from the Imperial 
Bank, who could and, I may say, ought to develop it It is not very'^ expensive 
and furnishes valuable service to Indian foreign trade 

Lala HarlisJien Lai In connection with industrial banking you have 
statedthatif the resources of the country'^ are not adequate foreign capital may 
be brought in to finance the foreign trade of India, and you think there should bo 
no prejudice against that 

D) Jeidels Yesi 

Lala Harhshen Lai I put it to you the other day that Government 
financing in this couiitry’^ is very defective in many ways , I will not go into 
that But you know that Government obtains its fund« through well known 
channels, viz , treasury bills, postal certificates and so on That is aU part of 
the capital or savings of the country which are now ear-marked for Government 
use. Aside from the fact that the Government is a spendthrift or not, don’t 
you think the Government should release some of these resources and go for 
the balance of its needs to foreign markets, rather than compel the commercial 
man to go to the foreign markets for his needs Would not this be better ? 
Perhaps Government could get money cheaper abroad If they were not so 
charitable in regard to the terms which they offer, they could get it cheaper 
than joint stock banks or industrialists could get it 

Dr Jeidels Requirements of Government create a comparative scarcity 
in satisfying other economic purposes , India is not the only country where 
one has this complaint Savings deposits are used exclusively for Government 
purposes and not for special economic development But that is again a 
state of affairs which you have to accept as existing and which probably’^ the 
Banking Committee cannot change The fact remains that it is not possible 
to find the money for all kinds oi new institutions It is one more reason for 
me to favour the use of instruments available if they exist and if they are 
good, and even if they are foreign 

Lala Harkishen Lai You have made one remark, that when the Reserve 
Bank comes along that will provide for all the ills of the country Well, the 
Reserve Banlc will have only three sources of capital, the peoples’ reserves, 
other banks ’ reserves and currency Do you suggest that the Reserve Bank 
will be able to remove our economic ills through capital reserves or also bring 
in currency ^ 

Dr Jeidels The Reserve Banli, just as the Imperial Bank, cannot perform 
miracles But the Reserve Bank will indeed, I think, fill out a few holes in the 
general structure It will improve facilities in various ways, but it will not 
ncrease the resources 
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Lala HarUshen Lai It will adjust itself in this way We liaye money m 
Germany Instead of automatically going to Xiondon, we might ^nd it to 
China We might want to buy something in China and we might toll Germany 
supposing we are the ereditors, “ Can you give us this much money in China 
They say “ Yes, we are sending goods to-day ’ 

Dr Jeidels They will give you a eheqiie in pounds or in dollars to pay m 
China 


Lala Harhshen Lai It does not matter whether it is in pounds or im 
dollars so long as I am buYing goods there and my money gets theie It does 
not matter how it gets there It will get into the currency Avhichthe Chinese 
will appreciate 

Dr Jeidels It is travelling m an ox cart instead of m a railvay , it is a 
slow travelling 

Lala Earkislien Lai In my lifetime I have travelled not only by an ox 
eart but by donkeys also There is no animal, whieh is a transport animal, 
by which I have not travelled I know it has disadvantages But there 
are places where the railway cannot get by any imagination Theiofore you 
have to do it by an ox eart 

Mr Currie According to 3'’our S3^stem, several transaetions will take 
place between Germany and India and you will accumulate 3mur balances 
before you discharge them The advantage of the present system is that as 
each transaction takes placp, it will be discounted and the money will come 
straight back to you The whole object of having the exchange market is to 
facilitate and quicken up that service 

Lala Harkislien Lai If the economic condition in view was onl3’- to have 
a little commission to pay, the London Clearing house is there But if the 
object was really to have friendly relatioas and bring friendl3’’ resources to our 
assistance, my system is the cheapest possible We cannot be sure of bringing 
aU our foreign capital from one country Therefore, what I am suggesting is 
this We might, for example, be able to get sugar on credit from Java, which 
we are not at present able to do in all cases, because we are not dealing with 
J ava through an Indian bank The Dutch are ver3’^ rich people 


Di Trip No, no 

Lala Harhshen IjoI Don’t be modest In the same ■v\a3% France and 
America are rich countries We might be able to get all the wines from France 
on credit We might be able to get all agricultural machiner3’^ on credit from 
America 


Dr Jeidels You think of the banlcing relations Evei3’^ merchant who> 
does import or export business ought to try to go as near his field of action as 
possible 

Lala Harhshen Lai Does it not follow that when the trade betveen 
America and India developes, a banliing account on both sides will be more 
useful than a banking account through London Our trade will develop if 
we have banking relations as well as trade relations 

Mr Currie Are you talking about getting banking connection in the 
country or planting of banks ^ 

Lala Haihshen Lai That is a matter of detail What I want is this, 
that we ought to have banking accounts in some countries and joint banks 
in other countries It would depend on the time, the distance, the amount of 
usiness and so on I am practically putting this through 3^11 to the Com- 
mittee for consideration later If you give a solution ver3r good. If 3^11. 
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example, tlie exports of Germany are our imports, and our exports are their 
Imports London is the clearing house for international accounts But 
London also aflEects only to the point of the difference Don’t 5^011 think that ' 
one -way of getting over our troubles "vrould be that we should settle our accounts 
more speedily, and with greater velocity, rather than pass it thiough London, 
between individual countries, and that can be done by a system of joint banks ^ 

Jeidels If there were only two countries in the world, India and one 
other country, then one would not need the intricate instrument of foreign 
exchange But the international instrument of foreign exchange has come 
into existence in the world owing to the diversified nature of the business, of 
countries and of commodities There is, however, no monopolj^ for the pound 
The foreign trade uses the cheapest way of forming the budge between two 
countries This idea, which is certainly interesting, seems to me to be a more 
primitive form in the place of a higher developed form The nigher developed 
form uses the cheapest money of the world It uses the one or the other of the 
international markets for payment This is a much more complete system 
than this sort of accounting, which you seem to have in mind 

Lala HarLishen Lai I said that the exchange, the cheapest money, comes 
in only for the difierence between exports and imports 

Dt Jeidels I think your S3’stem is more primitive 

Lala HarLishen Lai In the doctor’s view the more primitive life you lead, 
the better it is for the health, and the more complicated life you lead, the 
more ill health I am one of those people who cannot lead a primitive life 
I am also like you, gentlemen, leading a very complicated life and a very ad- 
vanced style of life 

Dr Jeidels Perhaps we are spoilt childern 

Lala Harlishen Lai But at tlie same time one has to considei whether 
Indians, who as a body are not so advanced as the Europeans, should be told 
to follow the up-to-date European fashions in economics and in other direc- 
tions, or whether they should not avail themselves of their crude primitive 
and elementary habits and ways of thought. 

Dr Jeidels It is a long and interesting statement, which cannot be easily 
answered in a few words If a country wants to lead a simple life it saves a 
great deal of money like all simple life, but it has to pay for it It has to 
pay the cost of import and export I think the present form of giving inter- 
national trade transactions the expression of foreign exchange biUs on the 
cheapest markets is a highly developed system 

Lala Harki 9 hen Lai I quite realise that What is the difference in value 
between this complex system that we live under and this primitive system 
that I have mentioned 2 

Dr Jeidels I think your system has no chance If a countrj’' wishes to 
develop its resources, it has to import, and to export, and requires a highly 
developed system of foreign exchange banking 

Lala Harlcishen Lai What is the difference in the plan that I have men- 
tioned and in the plan which is now followed * Is it J per cent on each trans- 
action or 4 per cent or 1 per cent.? 

Dr Jeidels It is difficult to answer 

Ml Cwi rie May I ask one question of Lalaji ? Where is the settlement ? 

Lala Harkislien Lai In London, as soon as the occasion arises 

Mr Cuirie When will you know the occasion has arisen ? 
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Dr Jeidels If one meets with a sort of competition which is so smart and 
so efficient that one would be tempted to call it not quite fair competition, 
the best waj'" to counteract the competitor is to mutate his methods. 

Mr Manu Siibedai As rou say it is not a banking proposition * 

Dr Jeidels No 

Ml Rusliforth You had a very interesting discussion with Lala Harkishen 
Lai on the question of the lesoiirces of banks who felt that more resources are 
necessary in order that banks should be enabled to do foreign exchange busi- 
ness or to facilitate Indian banks doing foreign exchange I do not think the 
question of lesources has very much bearing on the question at the moment 
■I would like you to considei the following fignies 

The Eastern Bank . . Capital and resources millions, say 

2 mores. 

The Impel lal Bank of Persia . Ditto . 1^- miUions. 

The Meicantile Bank . . Ditto . 2’ millions. 

These aie all banks which operate laigely in exchange, and take a good 
proportion of the exchange business Now look at the Central Banlc of 
India which is one important bank which we hare to consider from the practical 
point of view It is a bank that is most likely to be able to undertake Indian 
foreign exchange business Its capital and resources amount to 2 crorcs 68 
.lakhs of riqiees As regards deposits, there is very little comparison • 

The Meicantile Bank . . 15 million pounds. 

The Cential Bank 17 crores of rupees 

The Eastern Bank . . 6 million pounds 

The Imperial Bank of Persia G million pounds. 

It seems to me therefoie that though there has been very free competition 
between these banks, the Central Bank has not been able to enter, to any 
extent, m the exchange market It does not appear, therefore, that the 
question of rcsouices is going to help us to solve our problem. I should 
like to that you must not thinlv that all our friends on the opposite side 
of the table and ourselves are really opponents in these matters Even if 
Mr Buckley is a competitor, I am sur® he has sympathy and understanding 
for the national desire, viz , that Indian nationals and Indian banks should 
undertake this exchange business I am starting with destiuctive criticism, 
but I want to see if we cannot get down to some constructive suggestion 
towards the end The second point I wanted to raise was with regard to com- 
petition You have rather emphaiszed the point that competition might 
assist and that if the Imperial Bank were allowed to enter the exchange 
market, it might facilitate the national point of view You have not 
suggested that it would afford increased facilities, but your idea was 
sentimental on the grounds it might also remove the feeling of discrimma* 
tion between Indian nationals and British subjects As regards the 
.question of increased competition in the Indian exchange market, 
1 snould just like to point out that during the last 6 or 6 ycais (a few of these 
years weie years of bounty and plenty) at least three American banks 
With large resources behind them have endeavoured to enter the exchange 
market, and I know from experience that they have done eveiy thing 
ey possibly could to get hold of the exchange business and compote 
agamst the exchange banks, but they have been unable to do it Iheir 
anches have either been removed or they have taken up other business 
a IS the e:^erience of the last few years and, therefoie, it seems to me 
a increased competition, whether fiom the Imperial Bank or from any othei 
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do not give a solution, we as members of the Committee will have to consider 
i t My view is that India should have ]oint banks with several countries, 
like the banks that are now being started between South America and various 
European countries, the banks that exist between Egypt and Italy and 
Germany and so on, banks that are springing up between the western section 
of Europe and the eastern section of Europe I wanted to ask your opinion 
on this Joint banlcs and banking accounts in various countries would, in 
course of time, solve to a very large extent our exchange difficulties 

Mr Currie It is not necessary to do that m order to start doing foreign 
exchange business All that is necessary is to appoint a bank in the foreign 
country as your agent and tQ do your business through an account with 
them 

Lala JSai kisJien Lai Suppose we all start the exchange business in that 
fashion ^ 

Mr Currie It is very much cheaper than any other 

Lala HarLishen Lai That is a very good suggestion 

Mr dime That will have to be done by some bank in India 

Lala BarLislien Lai Therefore, the advice to India from this Commit- 
tee, if not from the experts, would be that she ought to develop her relations 
with all the countries indopendentlj^ instead of passing through one exchange 
The second step would be to open mutual accounts, and the third step would 
be joint banks Tins would sum up the analysis to which this discussion lias 
led 

Jir Lamond There is one point I would like to bring up It bears very 
much on Lalaji’s point, and that is, national banks opening branches in this 
country, and carrying on trade of their own nationals Japan was specially 
mentioned In 1927-28, the export from Bombay to Japan was 22 crores of 
cotton That is the lower count cotton In 1925-26 1 + was 45 crores In 1927- 
28 the bulk of that finance was done by the Japanese themselves through 
Japanese banlcs. They open upcountry branches, they buy'the cotton there, 
carry it to Bomba 3 ’-, ship it to Japan^ manufacture it into cloth and send it 
back here for sale From the time the cotton is got in the upcountry market 
until it is released again for sale it never leaves the Japanese barffis One 
Witness who came before us said, “ Why should Japan come here and buy 
our cotton in our own market and then bring cloth and sell it ^ WTiy can’t 
we be in a position to go to Japan and sell out cotton there It takes 
half a minute to put the question, but it will take half an hour to reply Could 
you give us your advice * 

Dr Jeidels It is a perfect co-operation of trade and banking and shows 
the marvellous efficiency on the part of the Japanese in both lines 

Mr Lamond I would say it is commercial efficiency It is supported by 
the banks * 

Dr Jeidels It is commercial efficiency assisted by the Japanese banks 

Mr Lamond Would you suggest any waj'^ out of that difficulty ^ 

Dr Jeidels Do the same, do efficient business like Japan Send your 
men out and establish a cotton agency there 

Mr Lamond We have had Indian firms trading there, but not to a large 
extent 

Mr Manu Subedar That was 30 yeais ago They have all come back^ 
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or in a third country, granting each other a certain line of credit This 
not require and is not accompanied by an interchange of management Tho 
Imperial Bank of India, similarly, could cultivate such friendly relations in 
other parts of the world without having to own subsidiary companies in other 
countries 

Glmirman Would that be analogous to Lala Harkishen Lai’s idea of a 
joint bank ^ 

Dr J&%Ms Technically it IS always dealing in foreign exchange 

ImU HarlislieMjMl Tliere are various terms, sometimes branches, some- 
times affiliation and sometimes association , sometimes it is called commanding 
interest Models of all these exist m vaiious counlries 

Dr Jetdels It is quite possible for joint stock banks of sufficient standing 
to establish relations with other banks which include a certain line of credit. 
But technically it is always buying and selling foreign exchange For instance, 
an Indian joint stock bank can establish such relations vith a German bank 
because in Germany Indian business arises and in India German business 
arises They would come into closer connection and the German institution 
would grant to the Indian joint stock bank a certain line of credit which would 
be used in the form of drafts The technical side of the foreign exchange 
business would remain the same Only a new souice of credit would become 
available It is quite a field for co-operation betn een Indian banks and banks 
in other countries, and we advocate that something should be done m this 
direction 

Mr Rushforth I thinlc it would be necessary that something should be 
arranged more than an ordinary agenej^ Mr Subedar has already pointed 
out one thing that would not be generally acceptable here and that would 
be the purchasing of an Indian institution by a foreign institution 

Dr Jeidels It is not at all necessary 

Mr Rushforth I suppose the name Barclays Bank by itself gives them 
some benefit 


Dr Jeidels Undoubted! v 

V 

Mr Rushforth Although liabilities are limited, it automatically gives the 
bank a closer connection and a certain pull over other baiffis 

Mr Gassels As a matter of fact, the main reason for their going to Canada 
was not simply because the name is well known over the whole globe Tliey 
already have a large business with the West Indies There is considerable 
business between the West Indies and Canada and between the West Coast 
of Africa and Canada That banking followed trade was true in that case. 
Their first reason for going to Canada was in order to foster the trade between 
these various countries 


Mr Rushforth I have heard of another suggestion in connection with 
the closer connection of Indian joint stock banks with foreign banks It is said 
that it might be possible to start, say, the Central Bank of India, Limited, 

the capital would be put up by a London institution 
f 1^^ capital by the Central Bank here I myself do not quite 

ike the idea because I do not want to start new institutions and think 
Hat we have enough institutions to work on here I suggest as an alter- 
na ive that an Indian bank should exchange shares with some institution as 
a mutual arrangement 


D) Jeidels The first scheme would of course 
national sentiment. It is rather a onesided solution 


be moie acceptable to 
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source such as a Government state aided "bank, is not going to assist in the 
solution of the problem We, therefore, come down, in my mind, to the only 
way in which the pioblem can be solved based on a remark of Mr Pochlihana- 
wala He said that it was impossible for an Indian exchange bank to do foreign 
exchange business without the co-operation and good will of the foreign 
exchange banks Lala Harkishen Lai has touched on that point as well and 
that IS the point I should Idee to pursue a little, if possible To what extent 
IS it possible to ensure more successful and better co-operation between 
the existing Indian banks and the foreign banks The idea, in my mind has 
been on the lines of Lalajee’s 30int banks To what extent is it possible for an 
Indian joint stock bank to co-operate practically, and with results that would 
be satisfactory from the national point of view, with a foreign bank * Could 
you tell us what exactly are the relations, for instance, between the Barclays 
Bank of Canada and the Barclays Bank of London ^ To what extent is there 
co-operation between these two, or are they entirely separate institutions ^ 

Mr Gassels The Barclays Banle of London owns the bank entirely 

Mr Rushforih The capital is expressed in dollars ^ 

Mr. Gassels Yes 

Mr Rushforih Was the Canadian banlc started as a new institution or was 
it an existing institution taken over by Barclaj's ? 

Mr Gassels It was entirely new 

Mr Rushforih Was not Barcla3’^s of France originally* Cox’s ^ 

Mr Gassels No 

Mr Rushfoith In what way is it possible foi a local bank in one country 
to co-operate fully and freely with a bank in another country ^ I was also 
thinking of your own bank, the Bank of Montreal, also a Canadian bank 
with a branch in London 

Jfr Gassels They are all chartered banks, including Barclays, and they are 
all members of the Canadian Banker’s Association, which is an Association 
on which each bank is represented by a general manager This institution 
has several duties to perform but it is, in a measure, a sort of co-operation 
between all banks Wlien a question of banliing has to be discussed with 
Government, Government do not refer it to individual banks , they refer it to 
the Canadian Banker’s Association which represents all banks Barclays 
Bank, as a newly established bank, automatically became a member of the 
Banker’s Association 

Ghairman Is there not some sort of linking as Mr Bushforth refers, 
between some of the German banks and the banks in South America ? 

Dr Jezdels There are two systems, one is the establishment of German 
banks in South America, the entire capital belonging to German banking 
interests, the other specialised banks for South America with branches 
there but head office and capital in Germany. The German trade, however, 
uses many foreign banks and does not limit itself to the German banks in 
South America And German banks hold friendly relations with banks in 
South America, but without participation m capital 

Mr Rushfotih In management there is no interchange of staff ^ 

' Dr Jeidels No 

Ml Rushforih There are no facilities for training a South American man 
in Germany and tice ^ersa * 

Dr Jeidels Yes, friendly arrangement means that one institution can use 
the other institution up to a certain limit of funds in one of the two countries, 
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a network of relations and connections by the existing pint stock banks;, 
including the Imperial Bank, in various countiirs It woiild ceitamly be most 
useful, as it has been proved m the case of Japan German banlts have always 
been very active in this direction entering into close relation and friendship 
with their foreign connections I think that every country ought to cultivate 
Its method for every braneh of economic life, and see a great field for it in 

India 


Sir Hugh Cocke I gather from Mr Rushfoith’s opening remarks that he 
does not agree with your opinion that if the Imperial Banlc comes into the 
field they would be able to make much progress He is basing his opinion, to 
some extent, on the American banks that have failed to get into the exchange 
market to any great extent On that point I should like to know if you 
consider it would be so, assuming that the Imperial Bank becomes a com- 
mercial bank « It would then allow interest on its current accounts and 
attract new connections in that way 


Dr Jeidels That a big Indian institution not allowed to do a class oft 
business which is important for the country at large, I think, is open to some 
criticism 


Mr Lamond It means that the Imperial Banlc’sconstituentshave to go to 
another bank for part of their business 

Dr Jeidels Ithinlvitisan unsatisfaetorj' situation, and Ido not like a 
restriction of this kind, although in this case it is due to the fact that the Imperial 
Bank has to combine so many functions, being a Government banlc and a sort 
of currency bank I dislike the restiiction moie as a matter of piinciplo than 
fiom a consideration of the volume of business vhich the banlc would attiact 
if the restriction did not exist That an Indian Bank the Imperial Bank, is 
excluded fiom ceitain business which is done hy foreign baiilcs and which is 
important from the national point of view , I must say that I share the senti- 
ment about it 


Sir Hugh Code Theie are real]}’’ 3 mam suggestions evolved from this 
discussion which might give India a shaie in the exchange business One is 
Impeiial Bank talcing up the w^orlc 'when it is able to do so The second sugges- 
tion is that the existing joint stock banlcs might combine and form an exehange 
bank , and the third is the idea of a liaison betiveen the existing Indian mint 
stock banks and the existing institutions abroad I should lilcc to know which 
of these fields you considei the most likely to develop so that the Indian 
nationalist aspirations may be satisfied by getting a share of the exchange 
business 

Dr J eidels If you have several methods to propose, I would generally 
advise to use them all If the Impeiial Bank establishes a business organiza- 
tion in this line, there is no reason why the joint stock banks should not do it 
and why they should not do it in a differenT. form from the Imnenal Bank, 
Any diversified plan is to be welcomed 

Sir Hugh Code You do not favour one more than the otiiei ^ 

Dr Jeidels Yes. 

Sir Hugh Cocke As regards the staff, I think it was !Mr. MacDonald who did 
not consider that the Imperial Banlc would have the staff to deal w ith exchange 
basines« That, of course, would be a matter of expense, but one that the 
Imperial Bank might not mind It might be a very expensive thing to establish 
a new bank for some years and getting new staff out for this ='o-ca Ik d combined 
bank * 


0 
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Mr Rushforth It seems to me that the two practical problems we have 
to face are, fi stly, to get rid of the idea of racial discrimination and, 
secondly to afford adequate facilities for Indians to take a share in the institu- 
tions working in this country This would have to be done by some mutual 
arrangement between the managements of the banks in the foreign countnes 
and here That is the idea I wanted to place before you and ask if you 
eould niake any practical suggestions 

Dr Jeidels Some practical experiments might be tried on these lines 
I suppose the first thing to do would be to cultivate the actual relations between 
the Indi in joint stock banks and their correspondents in the other parts of the 
world Whether special institutions abroad should be created depends on how 
intensive the interest is on the other'side A new institution is in itself scarcely 
necessary If an arrangement is made between the Indian joint stock banks 
in the various places of the world and other banlis, it does not require addi- 
tion, il capital Capital expenditure for such purposes may meet with difS- 
culties A system of active correspondents in all those countries with which 
the customers of Indian joint stock banks do business is certainly to be 
advocated In business with the United States, for instance, there is no 
reason why banlcs in India should not establish close relations with such banhs 
in the United States of America who are not doing direct business in India If 
foreign exchange business proves to be profitable on the lines as done by the 
exchange banks here, it will develop as such with the Indian joint stock 
banks, and if it is not profitable, mutual relations with strong correspondents 
in other countries will serve a good purpose even without a full-size foreign 
exchange business It would certainly have the useful effeet of bringing Indian 
xrade into direct relations with other countries, and it would spread the infoim- 
ation that national banking exists in this country I wish to support such 
active policy on the part of joint stock banljs and the Imperial Bank, because it 
hel pstn create a favourable atmosphere for national Indian trade in interna- 
"tional business Tliere is, by the way perhaps, another possibility to assist 
Indian merchants In many countries there art special Chambers of Commerce 
for the trade with one specific country If I am not mistaken, there is, for in- 
stance, an Argentine Chamber of Commerce in London In my country who 
have an Italian, a Roumanian, and similar Chambers of Commerce to deve- 
lop the trade between Germany and the respective countries Their purpose 
IS, and I think they pursue it successfully to bring merchants together to orga- 
nize import and e^giort trade — With regard to the question of resources, I do 
not thirfc that the capital of the exchange banks is and has to be so large, that 
one would have to say, that a new ba:^can not be established , but I agree 
with Lala Harkishan Lai that for the many objectives discussed in the aggre- 
gate, quite considerable capital resources and such of a liquid nature are re- 
quired Capital for the Reserve Bank, capital for the Industrial Corporation, 
for industrial debentures and now eventually for an Indian exchange bonk. 
Taking all these propositions together, it certainly means a good deal of money, 
and one may be doubtful whether it is available 

Mr Rushforth My point was that I thought that in concentrating so much 
on the question of resources and the possibility of additional competition, 
we were not going to make any immediate addition to the solution of the prob-, 
lem We have more than ample resources now We discussed this morning 
the comparatively small proportion of the resources of the foreign exchange 
banks I know that the resources of the Indian joint stock banks have at 
times been lent to foreign exchange banks 

Di Jeidels Indeed, less attertion should be paid to competition and more 
"to co-operation, and it is in this spirit that I advocated the establishment of 
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foreign exchange There was no quid pro quo That was one of the &rgu. 
mente used and I was simply trying to find out wlicther that was a sound argu- 
ment In Dr Jtidels’ opinion, he does not consider that to be a sound argu- 
ment Dr Trip without stressing on tlie argument thinks :t will be undesu’- 
able because it would mean less resources available for internal trade He 
rather sees the force in the old objections 

Mr Gurrie I agree with Dr Trip entirely in this matter But I would 
also say that if the Imperial Bank, while it is stdl the Reserve Bank, was to 
enter the field of foreign exchange, it would be necessary for them to keep 
considerable funds abroad , and then they would be faced with the same criti- 
cism as the exchange banks— that they are actually taking Indian money away. 

Mr Jamal MoTiamed If it takes 4 or 5 years for the establishment of the 
Reserve Bank, would you still be of the opinion that the Imperial Bank ought 
not to enter into the foreign exchange business ^ 

Dr Trip Yes 

Mr Jamal Mohamed There is some objection to Impenal Bank doing 
foreign exchange business for the reason that it holds Government balances 
and also other banks’ reserves But it enters into competition vith other in- 
digenous banks If it does one thing, why should it not do the other 
thing 

Dr Trip My point is not that it vould be competition with the existing 
foreign exchange banks, but because I fear that the basis on v Inch the Imperial 
Banlc IS the central credit giving instrument in this country would be still 
more weakened 

Mr Manu Sudedai With regard to item (c), you refer to the higher 
rate in India as a sufficient safeguard for Indian monej' 

Dr Jeidels Yes, this is one of the two aiguments submitted 

Ml 31 ami Subedar If the rates m, say, London and Amsterdam, rose 
very high, the danger would be that our deposits might be used there ? 

Dr Jeidels If the exchange risk can be covered 

Mr 3Ianu Subedar Subject to the exchange risk, the level of rate of im 
terest is an operative factor ^ 

Dr Jeidels Yes 

3Ir Manu Subedar In other countries, where banks aie established and 
where rates are higher than India, the attraction of sending out this money 
is there 

Dr J eidels I have selected only two principal reasons why I see no danger* 
‘One IS the rate of exchange, the other the rate of interest Generally speaking 
one may say that a bank which is working in a country where it takes deposits 
and cultivates customers, it will always try to employ as much of its funds as 
possible in the same country 

3Ir Manu Subedar It will try to employ its funds as a whole wherever 
it can do so most economically ? ^ 

Dr Jeidels Yes, but always trjnng to cultivate the natural customers 

Mr Manu Subedar You say that there is no danger of deposits collected 
in this country moving towards the West I put it to you that a consideiable 
amount of funds collected in India is leaving towards the East We know 
this with regard to indigenous bankers — to Singapore, for instance 

Dr Jeidels Generally speaking, I do not consider it objectionable 

Mr Manu Subedar But our own internal rates for certain kinds of loan, 
as you yourself discover, are high, and the money lender or usurer is your 
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Dr Jeidels There will be many practical difficulties less on the foieigit 
side than on the domestic side If such combined exchange bank 
IS, in the interest of efficiency, principally controlled by one bank, then 
the other banlcs are more or less disinterested , and if all the joint stock banks 
take an active part in the institution, the new instrument may be ham- 
pered in its efficiencj'’ Such combined institutions, as a lule, prove to be 
very difficult in practice 

Sir Hugh Code If the Imperial Bank have not got the necessary material 
in India they would have to import it 

Dr Jeidels For me the principal point is not which kind of business the 
Imperial Bank actually choose to cultivate that i® a matter of management , 
but which fields the banlc is entitled to cultivate and fiom which it is officially 
excluded 

Chairman Mr MacDonald said, all the same, there would not be much 
difficulty in training the staff They are actually doing a ceitain amount of 
foreign exchange business even now Before I ask Mr Subedar to resume 
his questions, I would just like to ask you one question You now know the 
full facts connected vuth the present position relating to the Imperial Bank 
and the foreign exchange business Would you have any objection, before 
the establishment of the Reserve Banlc, to the Imperial Bank starting foieign 
exchange work ? 

Dr Jeidels There is a difference, or rather a variety, of opinions among’ 
the experts Personally I would see no objection 

Chairman : How many of your colleagues share that view * 

Di Trip I do not shaio that view quite fully, not because I see great 
objections against the Imperial Banlc entering into the field of foreign exchange 
but because I am of opinion that as long as the Reserve Bank is not working in 
this country, the Imperial Banlc ouglit not to enter into new fields because in 
my opinion, the position of the Imperial Banlc as Bankers’ bank, and the 
central credit giving institution in this country, is for the time being, it I may 
say so rather weak and I should not like to weaken that position — not of the 
Imperial Banlc vuth regard to the soundness of the business only with legard 
to the inland credit to which Lala Haikshan Lai alluded I think all the re- 
sources of the Imperial Bank at the moment must be kept for inland cieclit 
giving, especially in busy seasons and I thinlc that it would be really detri- 
mental to the country if part of the resources of the Imperial Bank were invested 
in foreign exchange business 

Chairman What about a time of depression like the present * 

Dr Trip We will come later on to that I am only referring to the gene- 
ral position of the Imperial Bank in this country at the moment, under the 
present regulation, with regard to their being to a certain extent the bankers’ 
bank 

Mr Cassels I rather share Dr Trip’s opinion on that I understood that 
there was compensation for the Imperial Bank for not doing foreign exchange, 
that there was a quid pro quo That was when they had the right to take 
Government balances 

Chairman I do not think that is wholly con eet They aie the bankers’ 
bank, that is the position It is not a question of compensation or quid pro 
quo It was held that, because they were functioning as holders of Govern- 
ment balances and of banker’s balances, they ought not to enter the field of 
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jD> Jeidels If theie was a permanent increase in the propoi-tion of the- 
toreign banks, one would have to investigate the causes 

Mr Mcinu Subedar But when they got the control of the Allahabad Banlv, 
the deposits of the Allahabad Bank which was hitherto regarded as Indian 
Bank became foreign ? 

Dr Jeidels I do not think so, because the Allahabad Banlc has not been* 
merged with another bank , it has remained a joint stock banlc of its own 

Mr Man'll Subedar You would therefore, make a very considerble difier- 
ence in view as tsgards the deposits in the Allahabad Bank and the Chartered 
Banlc 

Dr Jeidals I see no objection against either of the two 

ilfr JfawM Subedai Do 3*ou see any difierence in them « 

Dr Jeidels I see the difference that one is specialising in foreign trade 
finance and thoiefoie doing comparative^ less direct service to up-country 
business while the Allahabad bank is a specialised up-countiy bank 

Mr Manu Subedai In the one case shares aie available in this country 
they are held by Indians — auditing is done here and the full balance sheet is 
lodged, publicly declared at stated periods under the Indian law' Would 
you then make any difference betw een the Chartered Banlc and the Allahabad 
Bank or would you not * 

Dr Jeidels TIio two banlcs are certainlv different, because they do a differ- 
ent kind of business 

Mr Manu Subedar The Cliartered Bank also does a considerable amount 
of internal service ? 

Di Jeidels But they aie not specialising in it The Allahabad Banlc 
specialises in it and does so undei scpaiate management. 

Ml Manu Subedar They aie two sepaiate institutions in law, but one 
has rupee capital registered under the law in this country* 

Di Jeidels They aie two different kinds of joint stock companies, but 
both opeiate in this countiy and for this countij 

Ml Manu Subedai You must accept eithci the one or the other position- 
Do you accept the position that being controlled by foreign bank the dejiosits 
of the Allahabad Bank become deposits wuth a foreign bank ? 

Dr J eidels I do not think so It is an Indian banlc with its head office in 
India 

Mr Manu Subedai Supposing the limitation is accepted bj' the State, 
does this limitation ipso facto apply to those institutions in which the conti oi- 
ling interest is acquned by outside people 

Di J eidels No, unless it is in the law 

Mr Manu Subedai You say that limitation would be ineffective In- 
effective to achieve what purpose ? 

Dr Jeidels Although joint stock banks actually offei highei lates of 
interest ^an exchange banlcs, yet the deposits lemain with the exchange 
banks Therefore, if the difference in interest rates is reduced by such 
special tax, deposits would not necessaxdy be driven fiom the exchange banlcs^ 
to the joint stock banks 

Mr Manu Subedar But the difference would be reduced ? 

Dr J eidels Yes 

' /i ^ ' 1 
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■aversion It is not my xmrpose to destroy them but to polish them and make 
thorn less primitive If we have to give him securities by certain methods, 
which you yourself advise and if vewantto bring these rates down, would it 
notbenecessarytoconserve theseresourcesforuseinthis country ^ 

D) Jeidels As a matter of fact the resources are not with drawn Speaking 
broadly, it is certainly prefeiable that such resources are used in the country 

Mi Mami Svbedar The method of doing it offers many difficulties, but 
it IS preferable that the money, which is the savings of this country, should be 
used to bring down the rate of interest in this country Chanty must begin 
at home ? 

Dr J eidels I agree 

Jf? Mami Subedar About the Imperial Banlr, you seem to be pinnmg too 
high a hope on the Imperial Bank entering the field of foreign exchange and 
thus satisfying both the Indian sentiment and the Indian demand Have 
you thought of the danger of the Imperial Bank itself being acquired, and con- 
trolled, by foreign institutions ? 

D) Jeidels I have said earlier that I would not see grave danger in it, as 
I cannot believe that m jnactice the bank will be crippled, or mutiliated by 
the new shareholders 

Dr Trip Such abuse, however, is in our countries not prevented by law 
In western countries for example in Holland companies protect themselves 
eventually by changing their Articles of Association They create for instance 
preference shares and they give the right to decide on policy to the preference 
shar-holders 

Mr Mann Subedar If some such thing was done, there would be no danger? 

Dr Jeidels No, the companies can protect themselves 

Mr Manu Subedar Or as a matter of policy it can be recommended to 
them ? 

Dr Trip Yes 

Mr Manu Subedar Now Dr Jeidels, I want to ask you about para- 
graph 2. VIZ , limitation of deposits You know what deposits they do 
attract and you know how much they are using in financing foreign trade 
and how much for other purposes That would be an undue proportion ? 

Dr Jeidels 1 spoke of ‘ undue proportion, in comparison with the present 
proportion which has not increased in the last 10 years’ i e , up to 1928 The 
figuies for 1929 and 1930 are not available to me 

Mr Manu Subedar You know the proportion depends very largely on the 
rates of interest offered ? 

Dr Jeidels Yes 

Mr Manu Subedar And if the exchange banks offer a little higher rate 
•than what they do now, the proportion would necessarily increase ? 

Dr Jeidels But they have not done so We have a proverb, ‘Don’t paint 
-the devil on the waU ’ I think the state of affairs in this regard is satisfactory. 
There has not been an undue competition in rates, and the proportion has 
remained almost the same as it was ten years ago 

Mr Manu Subedar . What would you regard as undue proportion ? 

Yol. IV jfr 
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Mr Manu Subedar You think, therefore, that it is an advantage for 
India that there is no Indian Director associated with the foreign companies ? 

Dr Jet dels You twist my answer a little , I say it is a disadvantage to the 
Indian banks 

Jfr Manu Subedar • Do you see any other disadvantages in the registration 
of these companies here * 

Dr Jeidels , One may call it a disadvantage that the rupee capital is smaller 
than the present capital If a hank does business in China, West Africa, East 
Africa and in London, and forms for the Indian business a separate company 
with rupee capital, such a rupee capital will be smaller than the present 
capital in pounds sterling 

Mr Manu Subedar It depends on whether a foreign hank only creates a 
small field out here or whether its head ofidee is transferred to India If the 
Netherlands Trading Company removed its head office from Holland to 
Bombay, it becomes an Indian company registered in India with rupee capital 
and with branches * 

Dr Jeidels Then Amsterdam is to be a branch * 

Mr Manu Subedar Yes i 

Dr Jeidels Itisunlikelythatthiswouldtakeplace Whatwouldprobablj 
take place is this Say there is a banlc operating in China, Africa 
and India, one-third of the capital is employed in each place and the capital 
is £5 millions , the capital of the Indian company would be million 
pounds 

Mr Manu Subedar That is the owned capital , that is the share capital. 
Assuming that there is an institution whose working capital is derived 76 
per cent from India and 25 per cent from other places If it was enacted 
that only those banks which are registered under the law of this country would 
be allowed to take deposits, it might thinlc it worth its while to convert the 
whole and transfer the head office here 

Dr Jeidels It is not likely If China and Africa made a similar law 
then certainly the company would have to be split up 

Mr Manu Subedar Until China and Africa made such a law, what would 
you think * Would you think the advantage of taking deposits in this country 
would be considered by them sufficient to remove their head office, express 
"their capital in Indian currency, and register themselves under the Indian law^ 

Dr J eidels The capital would have to be split up for the three fields of 
activity to be prepared for the possibility that China makes a similar law, or 
the bank may have to move the head office from India to China The capital 
would be split according to the needs of the business, but in any case it would 
be smaller than at present 

Mr Manu Subedar Do you think there is no other disadvantage from the 
point of view of the foreign bank in registering themselves under the law of 
this country « 

Dr J eidels I suppose not 

Mr Manu Subedar Supposing it was regarded here as essential that these 
banks should be registered under the law of this country, what inducement 
would you give them to do so « 

Dr Jeidels In the memorandum I mentioned another disadvantage, but 
we may come to it later 
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Mr Manu Svbedar And to that extent the tendency would be reduced 

Dr Jezdels It is difi&cult to guess what is in the mind of the depositors wh o 
are and remain permanent customers of the exchange hanlcs The regularity 
in the distribution of deposits is striking because in other countries, I tbirk 
there is a greater variation 

Mr Manu Subedar I take you now to paragraph 3, You are objecting 
to the compulsory formation of rupee companies 

Dr Jeidels Yes 

Mr Manu Subedar Do you object also to the voluntary formation ? 

Dr Jetdels No 

Mr Manu Subedar If a firm or Corporation wanted to register itself 
in rupees in this country you would not want any objections to be raised ^ 

Dr. Jcidels , No, if it is considered advisable 

Mr Manu Subedar The point has been put to us that banks should ' 
encouraged to register themselves in this country in rupees If thfy were 
registered then they would come on a par with other banks, registered in tl 
country in rupees It has been suggested to us that, as a matter of nation 
policyj it would be better if we could induce them to do this, and the proble 
is to find sufficient inducement for them, those of them that think it is wor 
their while, to do this. 

Dr Jeidels Perhaps you can enlighten me on the advantages which y< 
expect because I really do not find any except that you have a balance she 
for the Indian business I find some disadvantages, and would like to know tl 
eventual advantages 

Mr Manu Siibedar There are manv advantages, but it would be a theo] 
tical discussion You are such a versatile man that you can easily imagine t 
advantages and the disadvantages 

Dr J eidels I see the advantage, which I do not value very much, that y 
haveabalance sheet published every year and a share holders’ meeting in 1 
country once a year? 

Mr Manu Subedar : You would have Indian Directors, Indian shareholde 
and Indian auditors 

Dr Jeidels The Directois I put on the disadvantage side If the Ch 
tered Bank would have Indian Directors on the board of her Ind: 
Company, I would consider it a disadvantage from the Indian po 
of view The membership of such board is an attraction to important die 
and a valuable advertisement for the businessman who is on the Board o 
large bank in the country, no matter whether a foreign or a national bai 
If the Chartered Banlv with a rupee capital, elects some important Ind: 
merchant on the board, it practically monopolises him to the disadvantage 
and in competition With, other banks 

Mr Manu Subedat Do you mean that we have exhausted the numbei 
Directors in this country ^ 

Dr J eidels There are 16 exchange banks and if you fill the board of th 
16 banks with Indian personalities you take, so to say, the cream of 
business world and withdraw them from future competition between the bai 
A banker, in my country, whose business has the form of private limited'c( 
pany, which has as a rule no board of directors, told ine that he has deci 
to change the articles of association and provide a board of directors bec£ 
the joint stock banks can offer his customers the attraction of a membershi] 
the banks’ board of directors 

w 2 
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Dr JMs Is there au estimate of the Indian proportion of the various 
foreign banks’ business — even a rather rough estimate would serve my pur- 
pose-you may be able to say of one bank thatprobably 75per cent of its 
business is in India and of another that it is onlj' 2 per cent. 

Jlr Mann Subedar There are at piesent 18 banks woiking here Some 
of them may be in the position that their business is not large and thoy^ would 
never be induced, but it is quite possible that out of these 16 or 18 banks, 
2, 3 or 4 may find that rather than forego the advantage which they are at 
present getting and also rathei than let go established connections which 
they have made, they might care to remain TJiey have to fulfil the following 
conditions Thev have to issue a balance sheet have their capital in this 
country lu rupees" and hold their board meetings in this countiy instead of in 
other countries, and as for the law of this country, I take it they vould regard 
the law of this country ]ust as good as the law of any other country 

Dr Jeidels One of them, the National Banlc of India, has, I believe, ongi- 
nally had a rupee capital 

Lala Harhishm Lai It was an Indian bank and it is now sterling 

Mr Manu Subedar Let us take the National Bank of India Under the 
scheme I was mentioning they may thinlr “ We can still operate m the same 
maimer as we did before , w'hy should we allow an established business to 
go merely on the sentiment that we shall remain a sterling company ’ 

Dr Jeidels I have expressed an opinion and I am unable to change my 
conviction that these banks are worlung as satisfactorily for the country as 
can be expected under the circumstances, with slight exceptions which are 
mentioned in our memorandum Therefore, I am of the opimon that one ought 
to leave them alone If an effective change would be made in their legal posi- 
tion, it would involve disadvantages to the country and to do something 
which is not effective, I thmk, no new rules and institutions ought to be in- 
troduced 

Mr Manu Siibedar Do you thinlr that because the capital is expressed in 
rupees it would cease to act satisfactordy , do you think it would make any 
difference ? 

Dr J eidels Of all these measures which have been recommended probably 
the least objectionable is that of encouraging the banks to create a rupee capital , 
but I do not see the advantage of it 

Mr Manu Subedar I may mention the advantages to you If four of 
these banks turn themselves into rupee capital then some of the deposits which 
are with the other banlcs, who do not want to come under the rupee capital, 
might be attracted to them, and they might have even larger operations 
than before, if they do come in 

Dr Jeidels In this case I can really see no essential advantage from the 
Indian point of view Every regulation is a knife with two edges If foreign 
banlcs have to establish themselves with rupee capital, to publish their balance 
sheets as others do, and to have a general meeting in this country, such regula- 
tmn may turn out to be harmless from the bank’s point of view, because all the 
shares are in one hand , in that case there is no real change and the measure 
ineffective I am always against legislation which serves no real purpose 

Mr Manu Subedar You said the change is ineffective. It is ineffective 
tor what purpose ? 

Dr Jeidels ; Erom the pomt of view of national sentiment. 
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Mr Manu Subedar Wtat inducement would you give them ^ The in- 
ducement that some of us have thought of is to permit them to do hanking 
business in this country including the taking of deposits which would not be 
available to those banks which say, “ We do not wish to register under your 
law ” What inducement would you give in order to increase the registration 
of banks in this country ^ 

Dr Jeidels It is very difficult for me to suggest anything, as the whole 
idea is so strange to me I would have to think about it Perhaps you could 
give them an advantage in taxation, if this is compatible with the general 
interest of the tax-payer , and they may expect more Indian custome rs 
throughout the country 

Mr Manu Subedar The customer seeks his own convenience even if it is 
against national policy 

Dr Jeidels That is humannature, to which we have alluded repequdly — 
a danger has occurred to me, which I take very seriously Imagine some oi the 
foreign banks would not like to register as a rupee company Their Indian busi- 
ness may be comparatively unimportant, compared not with the volume of 
other banks in India, but with the volume of their entire business As you know, 
many exchange banks here are non-English banks The3?^ may^ not wish to 
form separate Indian companies, because they prefer to keep all their branches 
under the same orgamzation, and if compelled to register separately, they may 
retire fiom this country That I would, indeed, regret because it would reduce 
competition, it would reduce facilities and I do not see who is to take the place- 
of the banks who disappear That is, from my point of view a serious 
disadvantage 

Mr. Manu Subedar I would like to respond to the note sounded by Mr, 
Rushforth and I would like to say quite clearly, as Lala Harkishen Lai said, 
that we have an objective We are trying to see how we can reach it with the 
least disturbance of the existing conditions I am trying to set how we can 
change what are at present foreign banks into our banks, instead of driving 
them away I am earnestly seeking a method of achieving this result, and I 
come to this conclusion, provisionally, that we should give them considerable 
inducements, make it worth then while to settle down under the law of this 
country and become domiciled in India It may be that this process is the 
easier and better from every point of view instead of the process of creating 
brand new institutions from the beginning We could create them You 
know that a nation which is determined to do a thing can do it Therefore, 
you agree that it is possible to create them and to replace all these foreign 
banks if this country wcie prepared to pay the price 

Di J eidels It certainly can do it , but whether it can replace what it has 
destroyed, remains an open question 

Mi Manu Subedar If the tax-payer were prepared to pay the price for 
another five years or ten years 

Dr Jeidels lam afraid it is not the tax-payer directly who would pay it, 
but trade and commerce would pay it 

Mr Manu Subedar They could certainly raise up institutions in which 
you said there was not much mystery, if they wanted to dispense with the 
factor of cheapness which you have mentioned. The Englishman always 
says everything which is cheap is nasty 
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foreiea banks, of winch after all, one half are non-Enghsh banks, leave the 
or reduce their business, then I would regret it as a serious loss of 

banlving facilities for the country 

Mr MamSubedar That is hypothetical You are supposing that they 
would go out I do not suppose that 


Dr Jeidels They might 

Mr ManuSubedar What I am supposing is that some of them may wish 
to convert themselves, and the inducement for it is that the Indian deposits 
which they are receiving would he only open to the rupee company. 

Dr Jeidels That would increase the strength of those hanks which, as 
long as the majority of the rupee capital is m foreign hands, would he foreigm 
haidis 

Mr Maim Subedar Instead of the State, as a matter of national policy, 
setting up some entirely new institutions to replace these foreign banks, it 
says that a share of the foreign business must go into Indian hands That 
seems to be the almost unanimous conclusion of every witness, of everybody 
who has talked to us, and the problem is how to do it There can be the des- 
tructive method by saying ‘‘ All light, we will get nd of aU the foreigners and 
do it ourselves ” That is a destructive method Had it not been for the note 
sounded by kir Eushforth at that end, mj'- discussion of this would have been 
somewhat different It has been very considerably influenced by what he 
has said I am now responding to that and am seeing whether this is not the 
best method of securing co-operation Then there is the question who is to 
keep 51 per cent which is the control^^ Well, the control would be in the 
hands of a common Board 


Dr Jeidels No, excuse me If you go above the 49 per cent and Indianise» 
to use a simpler word, then we have a new proposition to discuss 


Mr Manu Subedar Let us discuss it up to 49 per cent 


D) Jeidels Up to 49 percent it is a foreign bank If the number of 
foreign banks consequent to sucli procedure would decrease say from 16 to S, 
I would considei it rather unfoitunate for the country In the discussion, you 
have assumed some hypothetical cases, allow me to do the same If of these 
16 banks most of those which are non-lEnghsh leave the country, what will be 
left here are some English and some Japanese banks You have to be aware 
that this would not be an improvement of the situation The variety of banks 
and the variety of the countries from which they originate, is I think, one of 
the advantages of the present situation There is foreign banking in this 
country, foreign m a veiy diversified sense If, under your system of 51 per 
cent foreign rupee compames, you would lose some of those foreign banks, 
particularly those which are not English or Japanese, you make the instrument, 
which I have mentioned so often, less efllcient, less highly qualified 


Mr Manu Subedar You do not say which jmu would rather have, replace- 
ment of foreign banks by the destructive method or the improvement of the 
present mtuation by the co-operative method I understand that you would 
not touch the situation at all But assume it is necessary, as Mr Eushforth 
said, that something has to be done would you rather have the destructive 
method ot browbeating, penalising, and disturbing the working of foreign banks 
in this country and settmg up new institutions with State aid m various forms, 
OT, would you rather approach the problem by the method I am suggesting 
1 or er o secure the least disturbance m the existing order of things and the 
greatest amount of co operation « 



Mr Manu Subedar It is not a question na.ional sentiment Lala 
B!arkishen Lai told you that throughout the evidence of the repiesentaxives of 
Indian opinion there is one objective There are many means towards that 
•objective, but there is one definite objective running throughout, namely, 
that the foreign exchange business, which is at present a foreign monopoly, 
must be broken and that Indians must have a considerable share in that and 
dhat ever3djhing must be done towards that end That is the objective 

Dr Jeidels Is that achieved hy making a rupee capital ^ The lupee capi- 
tal belongs to the same shareholders indirectly as it does at the present moment 
What IS the change 2 There is no change with the two exceptions mentioned, 
that balance sheets are published in India and a sepaiate board of Directors 
has to be set up , this is leally no change 

Mr Manu Subedar No The idea would then be that the share's of 
-those banks which are enjoying any economic benefit from State regulation in 
this country, must be to some extent in Indian hands Whether the extent 
will be fixed the same for banks as for other companies I do not know, but the 
p)rinciple is that these banks are going to enjoy privileges which are not o^ en 
■to banks with offices abroad 

Dr Jeidels What are the privileges * 

Mr Manu Subedar The privilege of receiving deposits in this country 

Dr Jeidels Of course, if you decide on such measures they will establish 
^ rupee capital, but you have still to answer my question, what is the advantage 
of having the same banks working with a rupee capital, the rupee capital in 
dhe future being indirectly in the hands of the same parties as it is to-day * 
Would they be in your sense foreign banks or Indian banks ^ 

Mr Manu Subedar I thinlr they would be more Indian than 
-they are now Instead of being absolutely foreign as they are now, they 
would come one step nearer If you ask what are the next steps I wmiild 
certainly mention to you, as I have just done, that one of the principles which 
the Indian Legislature has in other connections recogmzed is that any concern 
which enjoys any privilege which results in economic benefit to that concern 
should have Indian Directors on its Board and should have Indian share- 
holders on its register Therefore, when you said a cent per cent outside 
"holding, I am not contemplating that , I am contemplating a combmation. 

Dr Jeidels Now we go a little further In a change from sterhng to rupee 
capital there is reaUy no benefit, the change is much more in the outward 
n,spect than in the contents When Mi Subedar says “ Well, this is only 
a first step We want to change it into a company with a rupee capital into 
a company which has Indian shareholdeis too and which has an Indian Board 
or a half Indiamsed Board ” 

Mr Manu Subedar Only a proportion. 

Dr Jeidels I thinlr we ought to see the proposition as it is meant not as 
compulsory rupee capital but as a transformation into Indian banlxs of which a 
minimum number of shares must be held in this country Against this pro- 
position I have the argument, which I have already offered to you I think 
there is a danger of a number of banks, for which the Indian business is not very 
important, going out of the country I do not say they wiU but they may, 
and that indeed I would regret If the Chairman is good enough to allow me 
to repeat myself always in that one sentence - I would not touch a good ins- 
-trument If the number of banks is reduced, if a number of the present 
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Dr Je'idels I hope that it will not take maiiv years before yon mil have 
the Beserve Bank, and the Reserve Bank will be the h'^st institution for this 
kind of control It will be hettei than any law because aii}’^ law is mechanical 
and comprises a larger field than is desirable for business problems. 

Mr Manu Suhedar You would let the Reserve Bank “^ay that such and 
such a new institution shall not take deposits 

Dr Jeidels A bank which is not admitted to the mechanism of the Reserve 
Bank, will scarcely be able to establish business 

Mr Devadha') Does it not mean some kind of regulation ? 

Dr Jeidels Such regulation and legislation aic two different things. 

Gh MuUitar Singh Don’t you consider from the pomt of view of 
national trade it is necessary that exchange banks should help the country by 
studying foreign markets and giving information to the nationals of this 
country 

Dr Jeidels I think so 

Gh Muhhtar Singh I feel that is impossible as long as the whole business 
^remains in the hands of foreign banlfs 

Dr Jeidels I do not consider it impossible It is most desirable, and 
I think it IS possible 

Gh MuUitai Singh You consider foreign banks have done that work. 

Dr Jeidels I cannot say whether they did it in the past, 

Gh Muhhtar Singh If they have not done so it must be presumed they 
cannot do it At least they never took interest in doing it. 

Dr J eidels They might do so in future 

Gh Mulchtar Singh They may not do it in future also. 

Dr Jeidels If you establish some sort of organization on the lines 
suggested by Lala Harkishen Lai or those suggested by Mr Rushforth, or 
on some other Imes, joint stock banks would come to supply that information, 
and the law of competition will soon become effective. 

Gh Muhhtar Singh There are certain recommendations made by you 
at the end which are simply recommendations to exchange banks Suppose 
they do not care to act on them You do not mind if they aie not enforced by 
any regulation or law 

Dr Jeidels They are recommendations of what would be desirable We 
have tried to make only such recommendations which we considered practi- 
cable and which, we believe, could be adopted 

Gh Muhhtar Singh If they are not followed what happens ^ 

Dr Jeidels I do not think I can say anything about it. 

Gh Muhhtar Singh You would simply recommend, “ Lot us wait for some 
time If the exchange banks act on those recommendations, all right If they 
do not there is no objection to legislation to bring that result about ” 

Dr J eidels You ought to ask this question, when the case actually anses, 

Ghairman (To Lala Harkishen Lai) Are you in favour of licensing ^ 

Lala Harhishen Lai Mr Buckley says that his association would not 
object Exchange banka’ licensing has been discussed In the case of internal 
banks Dr Jeidels opposes any sort of hcensing I am also against it 
The desirabihty or <^therwise of hcensing depends on for what purpose it is done. 
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Dr Jeidels Under the assumption, which I cannot share and which is 
not my own, that one of the two wpuld have to be done, I would choose the 
smaller evil of retainmg some banlcs in the form of rupee capital hanks 
because I am absolutely convinced that for many yeais to come India is not 
in a position to dispense with foreign banks 

Gh MuMitar Singh You have suggested that there need be no law with 
regard to foreign baiis It is possible that tomorrow a bank with insufficient 
capital might be estabhshed, and fail, and depositors’ money might be lost 
In that case foreign banlis also would suffer in reputation Would you sug- 
gest some means by which the interests of depositors could be safeguarded ^ 

Dr Jeidels Past experience has, I think, not made any regulation neces- 
sary, and therefore I would leave it alone I am not in favour of legislation 
which takes care of distant or theoretical possibihties 

Mr Ramdas Pantulu What my friend wants to know is this It is all 
right as regards the existing banks If new people want to come in would you 
agree to licensmg * 

Dr Jeidels I cannot favour licensing The existing foreign banks aie 
not against licensing , I suppose they would be quite happy if no fuither com- 
petition would enter this country I take the part of the country at large , 
I do not object to further competition entering this field and this country, if it 
is financially strong The only regulation which I can consider as sound is 
the control by the central bankmg institution of the countrj'^ The central 
banking institution, when you once have it, will certainty have a very nnpoi- 
tant word to say in the matter here If the Reserve Bank refuses to open an 
account for any bank, you have all the control and restriction requned 

Ch MuJehtar Singh It has happened as a matter of fact Once depositors 
did not get their money 

Mr Mann Subedar It was only the case of a Japanese bank suspending 
payment 

Ch MuTchtar Singh That shows it was a weak bank, and there was the 
possibility of depositors losing then money 

Dr Jeidels I would not make legislation for possibihties, but only for 
probabihties 

Ch MuUiiar Singh You won’t even make some regulation for permission 
being granted in the first instance if a new bank starts business in this 
country 

Dr Je dels I would not make any change in the present state of things; 
You have a wonderful instrument, the best imaginable instrument, for the time 
being, for the development of Indian trade, which is principally in my mind 
If changes are made, it is obvious that any new bank, Indian or foreign, to be 
established in Lahore or in Calcutta, would have to apply for licence , even in 
the mildest form licensing would always imply this In itself it is a compara- 
tively harmless measure, but we do not advocate it because we do not thmk 
it IS useful for the country 

Ch MuUitar Singh You would Idee to continue the present system tiE 
some foreign banks fad and depositors lose 

Dr Jeidels 1 do not bope nor expect that banks will fad 

Ch Mukhtar Singh Unfortunately there is no system by which balance 
sheets can be asked for or filed, and the position of the bank disclosed There 
IS no law in the country 
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5th Februairy 1931. 


INDUSTKIAL FINANCE 
Note hy Mr N. B Sailer 
Classification 

/ 

I The classification of industnes in oidei of magnitude and relative 
importance — 

(,1) Industnes of national importance lequning laige capital such as 
ship buildmg, lailways, aiiciaft, munitions, hj dio-electiic 
schemes 

(2) Pubhc service) companies hke gas, electee light and power, tele- 

phone, cotton, ]ute and woollen textiles, chemicals and diug 
manufactmes, enganeeiing and machmery pioduc- 
tion, glass, oil-mill, tobacco, cigais, matches and flour and 
rice milling, leathei work, fruit and fish cannmg, metal 
manufactures, cement and othei buildmgs and construction 
mateiials, soap, candles, potteiy, electiical goods, develop- 
ment of mmeial lesources, iron and other matenals, paper, 
saw and timber mills, tea and cofiee, sugar factories 

(N B — Some of the industries in this class are in existence but 
their pioductiion is not commensurate with the national de- 
mand and to that extent new concerns m that mdustry may 
have to be started ') 

(3) Industries of more or less local importance of the nature of 

cottage industnes leqmimg much smaller capital 

II Industries in class (2) may be classified as below accoidmg to their 
financial requirements — 

{a) Those that aie established for some time and reqmre further 
capital chiefly for extension or reorgamsation with improved 
tools and equipment 

(6) Those which are newly established with a fair amount of capi- 
tal but not sufiBcient to bnng them to the stage of produc- 
tion, or those that are producing goods but not enough to 
make them cover working expenses 

(c) Those that are not existing at the moment but which may be 
established with a fair expectation of success rmder condi- 
tions 

The need foe a special agency foe financing industeies 

The mdustnes of national importance which require large capital must, 
for some time to come, be financed through the Government either witn 
their own resources or by special loans floated either in India or abroad 
Each case of course will have to be considered on its own merits 

Provision for financing industnes mentioned m class (2) will have to 
be made according to their reqmrements as mdicated in classification II 
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Chairman (To Mr Manu Subedar) Do you "waiit to discuss the question 
of licensing ^ 

Mr Manu Subedar It is a big subject and I should like to discuss points 
•arising out of the discussion of other people 

Chairman Lala Harkishen Lai is not in favour of licensing. He seemss 
to agree with Di Jeidels But I cannot agree The question of licensing 
has been discussed indirectly in the coiiisc of this discussion If you do not 
want to discass this subject with Di Jeidels again, we ma}’’ leave it at that 

Mr Manu Subedai I do not thinlc there is much to be gained by a dis- 
cussion where there is fundamental difference 

Chairman I am simpty trying to fix up a programme foi to-morrow 
-(To Dr Jeidels) Have you got any other points which you want to talk to 
us about 2 

D) Jeidels I want to say a word about money lending 
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Pkecauhons. 

(1) In making loims, the institution will satasty itself that theie is the 
piopei maigin and that the concern wdl be able to pay the inteiest and 
prmcipal on the stipulated dates In the case of debenture issues of in- 
dustrial concerns it will satisf;y itself that they will be able to make ade- 
quate allocations to the sinking fund to redeem them on the due date. 
Through its continuous contact with the industrial concerns, it will see 
that the proper allocations are made as required (2) Hegardmg its own 
issues it will provide adequate sinkmg fund for redemption and will also 
bmld up suitable reserves out of current income (3) "V^Tien rmderwriting^ 
subscribing to or granting loans against industrial shares, it will assume 
only a reasonable proportion of these obligations (4) To the extent to 
which it assumes such obligations ;it should be able to liqmdate them 
within a reasonable tune (5) To safeguard its. commitments in these 
concerns and the interests of the investing public on whose confidence it 
will depend for its success, it will mamtain a permanent and continuous 
touch with them somewhat on the German model It will associate itself 
with management through representatives and will thus receive informa- 
tion about them not only uhen matteis aie bad, but also considerably be- 
fore this stage is reached It will therefore be able to iiutiate and sug- 
gest reorganisation and other remedial measmes to avert possible loss to 
the parties concerned (6) Provision should be made to distribute the 
assistance it gives to industnal concerns so as to mmimise the possibility 
of its resources being tied up m one or two concerns or one or two classes 
of industries 
\ 

M\N\Gr:MENT 

The operations of the institution shall be conducted bv a Directorate 
constituted on the same lines as for ordinary pint stock companies and 
subiect to similar rules and bye-laws Tlie Government vill have repre- 
sentation on the directorate in order to protect its interests as regards 
share capital and guarantee of interest and the chief ofBcers of the banlr 
will have to be appointed with Government approval 

I 


IxDusTRiAi. Survey 

It would be advisable to have a smwey of the mdustiial possibilities of 
the counti’y conducted bv au expei-t bod^ at the same time as the propo- 
sals for the Industrial Bank take definite shape This suivev should be 
sufBciently comprehensive as to cover not only the immediate possibilities 
and scope of new industries which can be started, but also the extent to 
which the existing industnes may profitablv be expanded Bes.ides, the 
expert body would also mvestigate mto the necessitv of any existing indus- 
tries being reorganised so as to keep pace wnth the modem requirements, 
though thev will not be expected to go into the details^of these le-oiganisa- 
tion schemes 

The capital of the industrial bank will not be issued all at once A 
faiirly good amount would be open for subscription to begin with, and the 
approved amount of the debentures would be issued to meet further de- 
mands on the bank When this limit is reached a further issue of shares 
might be made from the authorised capital, and corresponding amount of 
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The commeicial banks cannot undeitake this work as their deposits 
are mostly foi short periods and they cannot afford to tie up any portion 
of then capital and reserwe in financing industry as they will require au 
their resources to maintain public confidence to carry on their legitimate 
work of commercial banking This caution is particularly necessary as 
the failure of one such institution would disturb the whole commercial 
bankmg stnrctuie which is now in the initial stage of development 

The work cannot be left to private enterprise alone as th(is will not ba 
systematic and the capital market has not accustomed itself to investmg 
in industrial shares Moreover the funds m that market at present 
belong to the richer classes, and it is necessary that the middle class and 
smaller jmvestors should be attracted to it In most countries in a simi- 
lar stage of development it was felt that there was need for a special 
agency to educate and encourage the general public in mvesting in mdus- 
tnal enterprises, to obtain their confidence through active participataon 
in industrial development, by promotion of individual concerns, subscrib- 
mg to their shares and popularising them by giving the hallmark of their 
approval 

In India, however, we leqmie an agency which will attract and mobi- 
hse private funds for investment in the capital market for Industrial pur- 
pose This agency would work with funds drawn from the mvestmg pubhc 
and by its efficient orgamsation, expei*t care and supervision will so regu- 
late investment as to minimise the chances of loss of capital 


Eesources 

The resources of this institution wall consist of (1) share capital, (2) 
debentme bonds issued on the security of its assets with a certain relation 
to the share capital and not exceedmg its assets at the time of the issue 
It is desired that, ultimately, both the shares and the debentures should 
be in the hands of the pubhc and the concern should be managed entirely 
on the 'Lines of an ordinary joint stock company In the present circum- 
•stances at is essential to stimulate public confidence in such an institution 
by some form of Government help It should guarantee a minimum in- 
terest on the shares and debentures for a certain penod, say five to ten 
years, and perhaps in special cases, subsciabe a ceiTain proportion of the 
share capital 


Functions 

The functions of such institution will be as follows — (1) To grant long 
term loans to mdustrial concerns on the security of their assets or agamst 
debentures secured by those assets or against mdustnal shares (2) To 
underwrite and subscribe to shares and debentures of mdustnal concerns 
(3) To take long term deposits from the public. (4) To lend money to 
mdustnal concerns for short periods when funds are idle, through discounting 
their bills or otherwuse (5) To act as trustee for individual concerns rais- 
ing money by debentures on their own assets (6) To guarantee interest 
or principal of approved mdustnal debentures or loans ^7) To advance 
money agamst debentures or shares of approved industrial compames to 
the eirtent that it will stimulate public participation in them 



Conclusion. 


A financial instsitution like tins and for tlie special purpose of industiial 
finance is necessaiy in a counti'y which is in an early and initial stage of 
industnal development as compaied with other countries of the world 
and in which there is no laige and experienced investing public ready , 
but as circumstances change and as the private financial machinery of the 
nation develops and as the public become more experienced, its value may 
decrease and it is possible that its functions will cease or alter 


Chairman We shall now begin with this paper of Mr Saiker’s on in- 
dubtnal finance It is unfortunate that he is not here but he will later 
on have an opportunity of seeing Di Jeidels’ statement on his paper 
Would you Lala Harkishen Lai prefer to make your remarks on this first 
or will you wait till Di Jeidels has expressed himself ’ 

Lala Harkishen Lai I have looked at Mr Saiker’s paper I might 
say that my remarks the other day were made horn quite a different pomt 
of view I was viewing it at the time from the noint of view of the 
Eefoims, the apportionment of functions m regard to industrial deve- 
lopment between the Central and the Provmcial Governments The 
difficulty of appieciating it fiom Mi Sarker's pomt of view is this Bank- 
ing regulation is a Central Subject, while Industries is a Provincial Sub- 
ject Before we can bung the two together, we have to examine the 
pohtical situation If the Government of India say they are not going to 
accept any functions with regard to industiies, the scheme we shall re- 
commend will be diffeient from the scheme we should recommend if they 
were willing to take responsibility for industries Also the word “Indus- 
tries” has not in that way been defined Mimng, for instance, is no doubt 
in certain respects local, also electricity But the lailwavs are not local 
and the word “Industries” does not exclude the several industnes which 
appertain to railwavs in connection with then construction and main- 
tenance There are dozens of industries which almost entirely are depend- 
ent on rail wav patronage 

Chairman All I can tell you is that in the Government of India Act 
in the Devolution Schedule, there was an entry that the Central Govern- 
ment may declare a particular mdustry to be a Central Subject But that 
was so strongly objected to by the representatives of the Provinces and 
communities that it was deleted, and the resultant position emanating out 
of the desires of provincial representative is that Industries is whollv a 
Provincial Subject, and the Centre cannot in fact make any contribution 
from Central revenues for the development of industries in the provmces 

Lala Harkishen Lai But they are doing it There are the railwavs 
The workshops have been re-organised and expanded under the Heforms 

^ Chairman That is true, but they belong to the railways and are not 
private or joint stock concerns 

Lala Harkishen Lai It comes in this way A railway can start a 
workshop of its own Prior to that it obtained its requirements in that 



debentures issued as and %\lien leqiured, at the same tune disposmg of 
as much of its holdings as possible in the open market The resources 
of the bank would thus be augmented to suit the growth of the demand 
for financial help 


Organisation 

The Industrial Corporation will be oigamsed on a provincial basis The 
nature and extent of the industrial possibilities will be revealed by the 
industrial survey proposed According to oppoidunities of each province the 
corporation will be started 

To co-ordinate the activities and general mvestment policy of the Indus- 
trial Corporations m the provinces as also to help them in mobilising 
funds, an All India Industrial Board is advisable 

It will consist of some Government Members of the Industries and 
Finance Departments, representative high class business men from Bank- 
ing, Finance and Industry and representatives of provincial Corporations 

The functions of the All India Board vill be as follows — 

(1) To maintain a staff of experts whose seiwiees will be available 

to the provincial Corporations for examining schemes m 
coimection with theu investments an industries 

(2) To keep up to date the results of the Industrial survey by 

studies and researches conducted by the experts 

(3) To give suitable advice regarding the terms and conditions of 

issue of debentures of the Corporations They may render 
such 'help as may be necessaiw to have the debentures 
subscribed 

(4) If necessary it wiU negotiate foreign loans for financing of the 

Corporations 

(5) To negotiate foreign or inland loans for financing industries of 

Uatxual importance and requuang large capital such as ship 
biulding^ etc 

(6) It will advise regarding the general pohcy to be followed by the 

piovmcial Corporation in mvesting an shares or debentmes 
of industrial concerns, or underwriting or promoting their 
issues 

(7) It will generally advise the Corporations regarding the financial 

assistance they may render to industrial concerns with spe- 
cial reference to oyer-pioduction or undue competition 

(8) To enquire into the oigamsation of the Indian industries and 

make any recommendations to them that W'-ould improye 
them in the ligh^ of experience in India and elsewhere 

(9) To adyise the Goyemment regarding the commercial and indus- 

trial education in India and to suggest necessary improye- 
ments, on the model of the W '3 A Bureau 

(10) To formulate schemes for drawmg out small savings for invest- 
, ment in industries and suggest »»eans for populansmg them. 
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Lala Harhshen Lai Let me illustiate my point In the Punjab there 
are iron deposits — I ha've lefeiied to this previously — and I have been told 
by the Canadian expeit I mentioned that if those deposits aie developed, 
they will astonish the woild by their iichness He may be right or wiong, 
but let us accept that A second factoi is— I am only malimg a state- 
ment, I do not ask you to accept it — ^that Punjab labour is the most effi- 
cient in all India in legard to mechanical constiuction, etc A third 
factor is that we have endless h3’dr'auhc power m the Punjab We com- 
mand seven rivers Beaiing those three factoi s in mind, suppose we 
make a recommendation that the Punjab Government should direct its 
attention to developing that industry, and suppose the Government of 
India say the next day that the non and steel industry is mainly the con- 
cern of the railways and the military and we therefore declare it to be 
Central 

Chairman They cannot do that Even the present position is that 
they can only do that in consultation with the Provincial Government, 
and if the Provincial Goveinment weie to object, they could not do it 

Lala Harhtshcn Lai Then the other question comes in If we leave 
it to the Local Government we must say as a corollary to this that the 
Punjab Government should have the povei and the lesouices to develop 
the industiy, which means that they should have borrowing power apart 
from the Central bon owing power 

Chairman They have the borrowing power now 

Lala Harhishen Lai They have not, Sir 

Lala Harhshen Lai I am told that Government seciets are not to be 
disclosed when you are out of oflfice, but I might take the liberty of 
saying that in that mattei we had to go not only to the Government of India 
but to several other parlies We had to visit Bombay, myself and the 
Finance Member of the time in the Punjab We were told that though 
the Government of India might sanction the loan there were certam other 
■people who might put spokes into the w^heel, and those people weie the 
Government of India as part of an establishment which deals wulh these 
things — not the part of the Government of Indio which sanctions them 
And they said, we advise you not lo attempt these things but to come 
to us Well, we did not take that advice in that particular case be- 
cause we felt we had gone too for, but there il was I am not raismg 
any political question I am merely saying that it is a question which is not 
finally settled and one does not know in which way it •will be settled 
There are several authorities who can influence the Government of India, 
oud the Government in England is against it You and I know thaf 
And Imowmg that we cannot proceed on one h\pothesis onlv We ■aiH 
have to argue on three hypotheses as I have said, which I am not pre- 
pared to do to-day If we proceed only on one then I think our time 
will be wasted 

Chairman I see that But your point really affects the classification 
section of Mr Barker’s note I quite see that classification will be affected. 

Once you classify them into 3 different sections I fully agree that 
the items to be mcluded in his classification (1) or classification (2) will be 
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direction eitliei fiom abioad oi locally in India Vi ell they do that, and 
they aio excused on the ground that it is a laih^aj Then competition 
starts and in effect a death sentence is passed on those industiies by the 
Government of India vhich pie^ioush supplied the needs which the 
ivorkshoj) nov caleis foi If industiies aie wholh a Piovmcial Subject 
how could they pass that sentence of death, eithei on account of itiilwai or 
military lequirements Those two Departments aie the greatest con- 
sumers of industiial products Those are two Central Subjects and they 
are interfering vitli Industries uhich is a Provincial Subject How can 
we work out any scheme vhich avoids that position ^ 

Chav man So long as it is in the constitution, jou cannot 

Lola HaiLiahen Lai If 3011 cannot, then the time given to this matter 
now will be wasted Suppose these experts do advise us, on the ground 
that industries are provincial, as to vhat action the provinces should take, 
and they cannot advise us as to the attitude the Government of India 
should adopt, then what is the good Suppose ther* advise us, for instance, 
with regard to the Jajnanese Bank on the understanding that it is a Central 
Subject, and the Government of India after v aids sajs that that goes 
bej'ond then powers because it does not come within “Eegulation of 
Banking”, then the labour of the experts and our labour is gone for nothing, 
We can de/al vith this subject on three alternative hrpotheses One, bv 
assuming that the industries appeitainmg to the lailnars and the military’- 
are also provincial subjects, 01 tvo, that certain industries are Central and 
certain others Provincial, 01 three that all industiies after a certain stage 
are Centr'al Then ^^e can proceed, and ne can sav that if Government 
acts on the first hvpothesis this is our scheme, if on the second then this 
scheme, and if on the third then ret another scheme We cannot leally 
make any useful pioposal until that matter is settled 

Chairman I see roui point It is leally a question nlnch wiU bu 
decided under the nen eonslitulion m the fiammg of nhich the voice of Iho 
people of the couutiy will plav a large shaie 

LaJa Hatlxishcn Lai We ought, therefore, to place before the Govenr 
ment or the public those three hjpotheses and let them decide The 
question I am concerned n itlr is nhetliei \ic aie piepaicd to considei rdi 
those three hypotheses — •! may say-^ that I am not piepaied for it to-day 
If we are not going into all that detail and just leave it haphazard, I am 
afraid I shall not be of much use 

Chairman Suppose we proceed on the basis of the position as it exists 
to-day, under which industries appei taming to lailwars or the mihtarr aie 
Central, while all other industries are Provincial That is the present 
position, and further, under the present constitution the Centre has the 
power of declaring a particular industry to be a Central industij' There 
IS that reservation, though it was strongly objected to by the constitution 
makers at St J ames Palace and their point was conceded 

Lala Harlmhen Lai That is all right, but really on that basis a verv 
large section of industry will have to be excluded from provincial patronage 
'Can we proceed on the hypothesis that no other industry will be taken 
over and declared as Central*? 

Chairman The only thing which has been declared Central unclei the 
present constitution is the Tata Iron and Steel industiy, nothing else 

Yon IV 


X 



and I piefei decidedlj to stick to that scope of activity 
of the Industiial Coiporation which v,e h.ne outlined in oui memo 
landum Mi vSaiker’s scheme goes, as I said in a useful way into many 
denails, which I suppose he means as 'a sort of non-legal bye-laws , such 
outlines have alvays to covei ,i laigei gioiind than the actual lequiie- 
ments It therefoie contains a number of provisions which I would not 
fa\our in practice For instance, his last paiagiaph on page 2, he piovides 
that the Coiporation should take long teim deposits fiom tlie public , this 
may be feasible latei on, when the Coipoiation is m successful operation, 
but to start with it right away would be a competition to the existing ]omt 
stock banks which I can at this stage, not recommend I liai^o seen advei- 
tisements of the hugest loint slock banks inviting deposits on a line similai 
to the postal certificates, while not ob]ecting to this competition, I feel ap- 
prehension against one moie oiganisation being stalled foi such 3 to 5 jeai 
deposits "What he sajs about industiial suivey is sound, and so is his sug- 
gestion of and All-India Industiial Boaid This Boaid coiiesponds largely 
to w^hat w^as discussed here A loof company oi an All-India Boaid is 
piobably the best way to give fiecdom of action independent of the con- 
stitutional legulation, which is always zathei haid and stiff Not speak- 
ing m a political sense I ma\ sa^ that whate^Cl legulation will be made 
constitutionallj about piovmcial affairs and cential affairs with ieg‘aid to 
lndustl^ , has to be adapted to actual needs Just the private foim makes 
the Industiial Coipodation a useful mstiument foi piactical propositions in- 
side the limits of a constitution That Industry is a provincial subject, 
this does no! pi event the estabhsment of a “loof companA ” on the hoard of 
winch lepicsentatnes of the Cential Government, may seive as dnectois 

Chairman I may say that that practically lepiesents broadly the ideas 
of the pohticallv-mmded jieoplc who eongiegated to discuss these matters 
Willie they object stiongh to any foim of control from the centre, they 
welcome cential co-oi dination That was the mow that was expressed bv 
piacticalh e^ei\bod\ pohticalh -minded Theie were some who weic 
economists also I sec that hli Sarkei's mind is also tinning in the same 
diiection W^hethei the\ w^eic called communities or repicsentatives of 
communities oi lepiescntatives of piovinces, they did not want ani central 
control But thei did not object to central co-oidination According to 
youi ideas the central co-oidmation machinery wiU consist of men from 
each piovmce presided over by a man fiom the centre and in that con- 
nection, mention was made of some intei -State Commission wdiich exists- 
in the United States of America 

Dr Jeidcls Piincipalk for Baihvay-iegulation 

Chairman Eailwais w'cic mentioned Inland Water wa^s also 

Di JeideJs As fai as I know, it is confined to transportation If you 
allow me to summarise my opinion on Mi Saikei’s paper m thiec observa- 
tions, I can then answ'ei questions put to me on the subject Fust, the 
classification seems to me too wide unless theie is definite agreement 
that for the proeeduie it is not applied , the first object should be an essential 
part of the entire scheme Secondly, I recommend to embody most of 
the piovisions into the legal foiras of joint-stock companies, including thoso 
functions which are reseived to the All-Inflia Board, giving the entne 
scheme as fai as possible the chaiactei of piivate enteipiise, which neither 
excludes financial participation nor administrative influence of Government, 
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altered The classification will be altered according to j-oui three alter- 
native hj-potheses, and therefore the classification may require amend- 
ment Whether we shall be able to pursue the matter or not is a different 
question, because by the time we submit our report we shall not be able 
to know what is going to happen That is pretty certam That would 
be with any classification Then we come to the rest of Mr Barker’s 
scheme and I think the best thing would be to ask Dr Jeidels to make 

his statement on Mr Barker’s proposal 

• 

Di Jeidds Before doing so, I would like, to hear how you, Mr Chair- 
man and }ou gentlemen, understand the last but one para on page 1 — 
“Provision for financing industries mentioned in class (2) will have to be 
made accoidmg to then requirements as indicated in classification II’’ 
Does it mean that this Industrial Corporation is meant piarticulaily for 
"Class II ^ I could not make it out 

Chauvian That looks like it He is not here Beading the paper, 
iihat is how it strikes me, because he does not mention anything about 
industries mentioned m classification (3) — ^Industries of more or less local 
importance of the nature of cottage industries lequinng much smaller 
capital Nowhere in his note can I find any statement as to how he pro- 
poses to deal with class (3) industries 

Dr. Jeidels I think he did not wish to include class (3) in his Indus- 
tnal Corporation 

Chairman I think he had a discussion with you informally As he 
■did not discuss it with me even informally, you may be able to know 
more about his mtentions , 

Dr Jeidels It is not quite cleai, but I think one may assume that he 
did not wish to mclude m this kmd of finance No (1) and No (3), No (1) 
bemg too big and No (3) too small Generally speakmg, the paper con- 
tams many provisions which I think are very useful for any Corporation of 
this kind What I miss is that in dealmg "with so large field of industry, 
which practically embraces all industries with the exception of Bailways 
and Hydro-Electric schemes, he does not make it a condition that first 
of all some initial object should be found If I suggest in my paper on 
Industrial Corporation that it should be confined to public utility com- 
panies and mining schemes, it was partly because they were undoubtedly 
non-competitive or almost non-competitive , and partly because in order to 
establish the reputation of such Industrial Corporation, one ought to start 
with somethmg rather assured of success, avoiding the risk which naturally 
lies in such ventures as glass, pottery, electric goods, chemicals, etc 
Whatever form of Industnal Corporation is eventually advocated I 
strongly recommend not to start it, before a really sound and large object 
has been selected as mitial undertaking If it is desired to start an In- 
dustrial Corporation without that, then it seems to me the more preferable 
to do it on the Imes which we have suggested, because on our line it is 
more likely to avoid losses which would at once discredit the idea Buch 
losses seem to me almost unavoidable with as broad a classification as this 
paper suggests Mr Barker does not present a picture for his frame and 
and I think the picture is really essential His picture frame is sketch- 
ed with many clever and useful advices, but his paragraph 1 contains in 
m} opinion a far too broad classification, to which I could not agree, 
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Ml Cassels Speaking foi myself, I agiee on broad lines with Dr. 
Jeidels I thmk his point is veij \^ell taken that there should not oe 
I won’t say unfair but — unequal competition, and that it is hound io come 
on these small ei mdustries which are included in a moie or less national 
scheme Then I particulaily like the idea that he has expressed that ft 
is most impoitant to secuie the public interest and the public money in 
such ventuies These two points stiike me as verj attiactive Othei- 
nise I quite agiee with his remarkf 

Di Tup If I weie to expiess my opinion veiy shortly, I would say 
that the scheme looks veiy attractive when leadmg from the theoietical 
point of view, but I am convinced that if such a scheme weie put in action,, 
it IS bound to come to giief and to big losses I am absolutely convinced 
that one can build up the industry of a country only slowly and coolly 
If the country were to adopt a scheme hke this, I foresee that all the pro- 
vinces would tij to build up an aitificial building of an industiial kind 
theiefoie I am convinced — ^I should like of course if such a scheme could 
be put into action in this country for the benefit of the country, but as a 
practical man I am convinced — that this scheme would lead to very big" 
losses foi the counti}* 

Mr Gnine I agree cntneh vith Dr Tup 

D? Jeidels The lemaiks of my colleagues aie not in contiadiclion 
with the views I expiessrd Thc\ onlv point m stronger terms to the risk I 
would suggest to ray colleagues that the discussion of this paper of Mr 
Saikei should be no reason for us to alter our written recommendations- 
with regard to an Industrial Corporation 

D) Tiip Yes 

Dr Jeidels Oui recommendation for an Industrial Corporation as out 
Imed in our memoiandum, is therefooe not to be replaced bv Mr Barker’s 
paper with side remarks from us attached We would hke to see our 
suggestion stand as submitted 

Dr Tup Y'es, if you restrict the operations of that Corporation to 
public utilities and mming and general pioneer n’Oik 

Chairman Dr Jeidels objects to the operations of this Industrial Coi- 
jioration, outlined in Mr Saikei’s scheme, bemg extended to all the indus- 
tries mentioned in classification (2) If its operations were made of a 
more limited character, and confined mostly to the mdustries mentioned 
m vour memorandum, then Di Jeidels uould not rule out an experiment 
with one mdustiy outside the vanous items mentioned m the paper That 
mav be the only point of disagreement between him and you all Dr 
Jeidels made it clear that he thinks that if the Industrial Banlc were to 
tackle all these various classes of industries from the beginning, there would 
be very great risk 

Dr Jeidels Yes 

Chairman And that he would prefer the Industrial Corporation to 
confine its operations to the industries mentioned m your papei I call it 
your paper I thinlc that is a joint paper At the same time he said 
he would not object to that Industrial Corporation taking up a single 
industry outside the group mentioned bv him and if it were not a non- 
competitive industry^ — think he laid stress on that — trying to foster that 
an© industry But h’-ji would not take too many risks 
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■piovmeial andcentral Thirdly, the piovisions of the papei about Oiganisa-, 
iion, (3) and (4) seem to me well formulated and could be adopted I pai- 
ticulaily endorse the recommendation that ifiom the start foreign borrowing 
should onlj' be done from one centre, All-India Board or “Eoof Company”, 
'ivhatevei central organisation may be chosen and would like this provision 
to be compulsory I may add that I consider the paper as valuable and 
interesting 

Glianman There is only one particular question I think I put it to 
■'Oil on a jiievious occasion and jou answered it The question is ivhich 
would jou prefer, as between starting a separate Industrial Corporation or 
Industrial Bank on the lines advocated by Mr Saikei, and navmg the 
woik done by existing banks Your answ’^ei was that you would prefer 
tin work being done by existing banks 

Dr Jetdels If it refers to smaller matters The Industrial Corpoia- 
lion has a larger scope 

Chan man You w^ould prefer a separate bank for that purpose’ 

Dr Jctdcls A separate corporation 

Dr Tiip Just as you advocated for public utilities 

Dr. Jeidols The Tndustnal Corporation, which we advocated compares 
with the Industrial Corporation of Mr Saiker about as follows We wished 
to proceed downw^ard from some big and comparatively umisky enter- 
piise to other industrial veiituies, wdien experience and confidence have 
been established The German experience of state owned joint stock 
companies, which howcvei, always excluded the variety of industries, 
iaiouicd by Mr Barker , had been among other considerations in our 
mind There also the problem had to be solved, to apply private business 
methods to industrial activities of Government, and to bring the sepaia'oion 
of provincial and central subjects m a practical shape The German ex- 
perience resulted in the formation of state-owned joint stock companies with 
“Eoof or Apex-companies as comprehensive holding companies ” and in 
the concentration on public utilities, on non competitive industiy, to which 
laiei and after the acquisition of sound experience, eventually one or 
the other enteipnse from a broader field has been attached I think that 
these lines of action present themselves for adoption in India 

Chan man To that extent you disagree with Mr Barker’ 

B) Joidcls To that extent I disagree wrth him I do not think that 
m practice our view’^s wall be very far apart, if only the diversified pio- 
-pi.amme of his “classification”' is eliminated He includes fioi'n the start 
too many subjects, too many from the point of view of risk, of competent 
management and of competition wath existing industry This is the mam 
point of difference between his scheme and mine 

Chan man Baring that, you see a good deal of useful constructive w'ork 
rc the rest of his scheme’ 

Di Jeidels I think so The experts have not discussed it among 
themselves It would therefore be useful to ask whether the other 
gentlemen aeree with my remarks ' 
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Chav man That is not conclusive, because if the people of India are 
•willing to submit themselves to similai saciifices, the foiee of that point 
disappeais, and that w'as the leason whj I wanted to collect Mi Mac- 
Dougall 

Dr Tuf The question in mv view is w^hethei it w'ould not have been 
better foi Japan to go moie slowlj' than they did They did it at a very 
quick pace and I am convinced that they sustained veiy big losses and it 
would have been bettei if they had done it a bit slow'ei and followed the , 
w ay we had follow^ed 

Chanman That is join peisonal opinion^ — ^Yes 

Di Jeidels ha-ve lou aiii thing moie to sa\ on t\us papei ’ — ^No But 
as it IS mj last attendance at vour meetings, I would like to give the con- 
sultation a practical turn by suggesting to consider the possibility of start- 
ing the Industiial Coipoiation with one of the Indio-electiic power 
schemes in couise of constiuction or ahead} in opeiation in the Punjab or 
the Madras Piesidencj 

Chav man But tlien we shall piobably be accused of going bejond our 
piovmce The Punjab has got a Indio-electiic scheme of its own The 
mattei has foimed the subject of enquiiy by anothei committee on wdnch a 
piominent Indian business man piesided and the Punjab Government is 
bee to take such action as it raai desire to take with lefeienee to the 
advice of that Committee 

Lola Haihtshcn Lai It is not a piivate concern, it is entiiely Govern- 
ment concern 

i 

V 

Chanman The United Pi minces has got its owm hjdio-electiic scheme 
also, but it IS also a Government concern and you must remember that 
theie IS a papei safeguaid wh’ch is a vote of the members of the Legisla- 
tive Council who provided the monej The same ajiplics to Madras 
Therefoie the illustration which you wanted to place befoie us is not very 
apposite These aie absolutely the concern of the piovincial Governments 
concerned, and if they aie w'asting the money of then taxpayers, they are 
doing So on the lote of the piovincial Legislative Councils Theie may be 
disagieements, but unless and until theie is a lotc in favour of the 
scheme and the monev is voted, no progress is possible 

Dr Jeidels I think I did not make myself quite deal My suggestion 
wat, to tiansfei inside of the piovmce the entei puses mentioned into joint 
stock companies with 100 pei cent owmeiship of the piovmce Suppos- 
ing •'uch joint stock company having two croies of shaie capital belonging 
entiieh to the juovmce, it would tiv the expeiiment of issuing a deben- 
turp loan foi this fiist Industrial Coipoiation 

Chairman I quite see youi point, but I doubt whether my Committee 
w'ould at all like to touch on those matters, because as soon as we come 
to that we aie up against the much biggei pioposition of nationalisation — 
a proposition w^hich ceitamly in recent years has come info prominence in 
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Chairman Do you, gentlemen, go furthei and saj that it should under 
no circumstances even make an experiment with a single non-competitivu 
industry outside the categories mentioned in your paper*? That would be 
the only point of difference 

Di Tiip I should not go so fai as that You should always have 
loom for pioneer w^ork If Government see great possibilities in a certam 
industry and if it w'’ants to start that mdustry in this country and makes 
this Coipoiation tackle that industry specially, I should have no objection 

Ml Guiiie That is more or less mj view'^ If you make any excep- 
tion outside public utility companies, you are letting trouble for the Cor- 
poration with everybody 

Ghaimnan That danger was referred to by Di Jeidels, I am supposing 
that the Industrial Corporation is strong enough to face that danger 
Would you still see objection’ 

Ml, Gume I think I can withdraw my objection But I should 
not like it very much 

Mr MacDovgalJ My position in a nutshell is this I entirely agree 
wuth the interpretation which Di Jeidels and Dr Tup have outlined 

Dr Fieidench I agree wath the remarks of Di Jeidels 

Mi MacDougal I think there can be no possible doubt that whenever 
it has been attempted by any Government;, East or West, to'mterfeie in 
these matters, more loss than profit has been the result I think that 
IS the expeiience of the West and the East, and it would be specially dan- 
gerous in a country that is not so well developed mdustiially as either 
Germany or England 

Chaiiman You have referred to the experience of other countries 
Unfortunately, what ve have been able to gather about Japan shows that 
tliat has not been her experience She started with the Industrial Bank 
and accordmg to all repoids, this enabled her to establish a large number 
of industries which were not there, w^hen the Bank w’^as established If 
ymu confine y^ouiself to the experience of the West I have nothing to say. 
But when you bring in the East we shall have to examine y'oui conten- 
tion in the light of whatever material we have been able to collect With 
regard to developments in Japan 

Ml MaoDoiigall Then I must wuthdraw’^ my view's with regard to 
the East 

Dr Tiip It is of course quite true that Japan has most admirably 
built up her industry, but nobody knows what sacrifices have been made 
bv Japan to do that I can only tell you my impression, because I have 
not been m Japan The general impression in the Dutch East Indies is 
that they have sustained very heavy losses 
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possession of private films winch is not known at the piesent moment but 
which would immediately be diiected into a single channel the moment an 
all-India Coipoiation vith widei functions than what vou hove said is estab- 
lished Has youi attention been diawn to this? — ^Di Jeidels As fai as I am 
concerned, I have not fully lead, hut studied a gieat deal of the leport of 
the Industiial Commission, we have also bad the oppoitunity of discussing 
the problem in 'one of the provinces, nheie the Depaitment seems to be 
veiy well oiganised Of couise we have not made an Industiial Smvey of 
Indie If I suggested an Industrial Eeseoich Department foi the Im- 
pel lal Bank I had in mind that a bank os a pin ate business enteipiise 
selects mdustiial objects moio on the line of practical possibilities than as 
a general suivey I voiild thcicfoie like to let this suggestion about the 
Impeiial Bank’s Industiial Bescaich Department stand independently of 
similai governmental organisations 

Mr Mcimi Subodai I would supplement what I hair said In addmsi 
that eieiv Indian State has cnnsidoiablc mfoimation as to the lesouices m 
the State and as to the possibilities of doiclopmcnt ind much useful 
mateiial is available, though it is not \et dcfiniteh examined fiom the 
point of view of piactical industiial finance — H is no doubt \ci\ xaluable 
mateiial 

Dr Hydcr Take the case of the U P Goieinment h-vdro-electnc 
scheme I do not Imow' if the capital lemains wuth the people of the 
province I should like to undcistand how xou get loui idea of business 
management — It is a step in the business direction 

I want: to know how’ ^ou giaft on piivate management to such a 
scheme , 

Chairman As has been done in the case of the Pailwnjs, a manag- 
ing company is bioughu in 

Dr Hydcr In the case of a managing company the company owns 
the capital * 

Chav mail I am not talking of piivnto eompn’^’“'=. j who lefeiiing to 
the East Indian Eailway aftoi acquisition, when it was managed by the 
Company All that the Companv iwed to have wns a shnie of the surplus 
piofits 

Dr Hydcr If I am not w'rong, I think thev had some umedeemed 
capital also 

Chairman They weie allow'ed to laisc debentiues outside the boriow- 
ing of the Government of India, but those debentures really became 
State loans The^ did not possess any pait of the plopell^, the piopeit^ 
became the piopeitv of the Government of India Thev weie managing 
companies and the thiee classes of distinction w'^eie w’oll Imowm, ntc — 
Owned bi companies and managed by companies, 

Owned by the State and managed by the companies, 

Owmed by the State and managed bv th'' State 

Di Jeidels’ proposition would lefei to the second class, but fiom the 
nationalisation point of view, I am simply tallang with lefeience to mv 
recollection of debates in the Legislative Assembly Again, there is the 
laboui point of view^ A company might not look aftei the interests of the- 
laboui employed in the business as a National Government would do 
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iconnection with oui railways It raises another question of pohcy which, 
as 1 have said, I should not like my committee to touch — 100 pei cent 
rof l.he shaies Mould belong to the province 

Chairman Instead of being the piopeity of the taxpayeis as a whole 
who get the profits oi the losses, it is handed over to a capitahstic body 
The capitil itself mav have come fiom' wuthm. the piovince, but it ceases to 
'belong to the people of the piovmce It is a much bigger question — Similai 
objections w^eie laised in my countiy in the Fiee State of Prussia which has 
been veiy active in building up a net of electiic powei supply, coal mines, 
etc When these public utilities were transferred foi the purposes which 
I pieviously explained to a company m which 100 per cent of the shaies 
weie held by the State, the Legislatuie passed a law that no shares should 
'be disposed of without the consent of Parliament, as a safeguaid that the 
private form ol oiganisation should not inteifere wuth the full state owneiship 

Chanman Theie again it maj' have some lelation to the actual foim of 
'Government, in Geimany at the piesent moment but broadly spealang 
even with restiictions of that sort, it ceases to be the property of the 
people of that province It is handed ovei to a capitalistic concern 
which may manage it bettei oi may not It is a question I do 
not intend to discuss It may be that by legislation you may provide 
that profits beyond a ceitain limit must pass into the coffers of the 
province 'and in that way give participation to the people of the provmce 
in the profits But these I am afraid, are matters outside the province 
of this Committee As it is, I gave you the pi eminent example of the 
railways, a decision in connection with which was arrived at on the lecom- 
mendations of a Committee which was not unanimous and on which the 
Vice-Chaiiman of mv Committee sat I have listened to numeious dis- 
cussions on this question in the Lecnslative Assembly. The real point is 
nationalisation versus ownership by a capitalistic concern Even in 
England at the piesent moment there is a strong demand for the national- 
isation of radwavs Mr. Cuirie, Mi Cassels or Mr Maciiougall may not 
agree with that proposition, but there is a stronff feelmg and a decision 
on that pomt will not depend on the advice of bankers or on the advice of 
businessmen but, if I may say so, on the demand of the people — ^Mi Mac- 
Eougall It is nov a demand "that is growmg 

I do not know but I have Iieaid of the demand You may saj it 
is not growinp' but if we had heie some labom’ msmbers of the British 
Parliament, they would sa-s that it is glowing Those are matters on 
wbich a Committee on Banking can haidly buttin — Di Jeidels I am 
quite satisfied with haiing offeied the suggestion and explained a possible 
method of pioeeduie 

Mr Manu Suhcdai You recommended that the Imperial Bank should, 
in anticipation of its doing industiial financing and induskial banking, tiy 
to collect infoimation and suivev the field a little Is not that so^ — Yes 

Mr Manu Suhedai I would like to ask whethei an’^ of you ha^c been 
able to have a look at the Industrial Commission’s Eepoit and the \arious 
reports of Industnal Suiwey in diffeient provinces as well as tire reports 
Issued 'annually by Directois of Industries m vaiious provinces These 
oontain an enormous amount of material Apart from that material which 
•emanates from various Chombeis of Comineice there may be material in 
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What would you say to the policy of Goveinnient producing cuirent 
-and then handing it ovei to a private eompanj for supply^ — am not in 
favour of it, I would prefer that for certain districts it sells the cuirent to 
a district distiibutmg organisation, whether a ]omt stock company or 
municipal entei prise 

Ml Mann Sitbcdai I vould like to ask you one question arising out of 
Dr iHydei’s question Assume there is a Government department with 
“total ownership of a certain asset and that department is run in a manner 
■which from the point of view of businessmen makes colossal mistakes, the 
sort of mistakes which would prevent its raising finance in 
tJie open market specially for that department Of course on 
Government credit \ou can raise any amount of money But if credit 
has to be raised on "its own grouping, it would find very great difficulty on 
account of the busmess making mistakes — The private 30int stock com- 
pany would act as a sort of sieve 

Ml Manu Subcdai Let me give you a specific example I do not 
want to reflect on any body We have the Bailway Board here managing 
very large railways m India It is notorious that they have made several 
mistakes wdiich businessmen would not make 

Gliamnan It is according to you 

M) Manu Subedai According to me There is no businessman in 
that Boaid They have to make very laige pui chases and they have to 
engage in business operations of various kinds and in our opinion there 
is not a single qualified businessman 

Chan man In your opinion, not in h^ur’ opinion 

Ml, Manu Subodai If the Eailway Board came out in the open for 
credit, do you think their credit would be afiected if the management was 
purely a departmental management and not a business management ^ All 
the departmental mistakes are covered up by Government credit If it 
was a business management, then credit would be better*? — A yoint stock 
company with business management would most likely'^ have an educative 
influence, because it has to depend more on the confidence of the public 

Apart from the loint stock managing company, have you any 
experience of associating business management with a State-owned enter- 
prise? — ^I could tell ^ou some, but it is a wude field, requiring more time 
than, I am afraid, is available 

Chairman I think it is hardly^ necessaiy to pursue it The question 
of State VLisits Company management of a Government concein not 
wuthm the purview^ of our terms of reference and that being so, there is 
no point in pursuing it Mr Subedar may have his views, I may have 
mine which may or may not agree with his, but even if he were to agree, 
I know the views wffiich have been expressed m the Legislative Assembly 
of the country There are various aspects of lu, not only the provision 
of capital, but the interests of labour, etc , and that being so, rt opens a 
much bigger field than this Committee is entitled to discuss 

Chanman There is one point that Dr Hyder was referring to Even 
under loui managing company, that company must be allowed to hold 
‘lorne portion ot the shares, other wnse how wi^ould the company come mto 
existence That is why he referred to the case of the East Indian Eailw'ay 
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Dt Ryder These are veiv important points The desiie lemams 
supreme in my mind to intioduce the idea of business management into a 
Government department, but I want to know whether there is no other 
way — ^Dr Jeidels There is among others the method tried with the 
German State Eailways the (German railway company is a managing com- 
pany with a capital of 900 cioies, it has a managing contract with Gov- 
ernment for sixty years, but the property belongs to Government 

Chatr7nan Your Company would also own a part of the piopeit\ and 
would be a joint stock company — Yes 

Dr. Hyder You have not the idea in your mind of part owneiship oh 
capital bj the companj — Theie is also the possibihtr of par t-ovnei ship 
by Government Mj suggestions aie on the basis of full government 
ownership of the share capital as I had onij in mmd to insoit 
an element of business management tliiougn the form of a joint stock 
companv 

Chatrman But while the joint stock companj' would own 100 per cent, 
of the capital of the concern, would it own 100 per cent of the capital ot 
rhe company? 

Gr Hyder My point is different 100 per cent full ovnaershijr should 
be in the hands of the Government 

Lala 'Harluslien Lai The U P Government is in many cases the pro- 
piietor of canals and wateidalls The machineiv for pioducing electiicity 
belongs only in some cases to the Government, in other cases it belongs 
to the Government and +he electricity is sold to the company rather than 
to mdividuals — Jeidels It is the distributing part 

Lala Hatlcishen Lai In U P they start from various stages Water 
supply stage up to machinery, distribution is outside, sometimes distri- 
bution us up to a certain limit, up to the bulk supply it belongs to Govern- 
ment and private distribution belongs to the company 

Dr Hyder This is one form I would like to know whether you can 
give us any hmts as regards introducing a live busmess management mto 
a Government department on the clear understanding that the ovneiship 
of the capital remains in the hands of the department on behalf of the 
peopJeffil can only say that for the purpose in question no better form lias 
been found than the tiansfei to a joint stock company with 100 per cent 
Government ownership 

Ot course much would depend upon the efficiency of oui Municipal 
Government You include public utility schemes in your classification 
The point is whether the distribution of electricity should not be under- 
taken by our municipal towns as part of municipal activitr — That the 
industrial development of this country came comparatively late is fortunate 
in the sense that she can use the experience of Western countries which 
generally started ‘small generating electirc appliances, to replace them b\ 
Luge central power stations created all kind of economic and j'cht'cal diffi- 
culties The distributing part is a favourable field foi municipal actnitc 
owing to the better local access to the public 
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Mr Dcvadhai Is the sunpl} ot puie milk included m public utility 
schemes ^ 

Di. Jculcls It belongs to the co-opeiative field 
Hrjdei I'ou must lemember Nurembuig*^ 

U-i JcuUh You lefei to Municipal distiibution, which is a most divei- 
■sified field of activity 

Chanman I do not think that is likely to lead us to any piofitable con- 
clusion 

Ml Devadhar Cotton, sugar and othei things are mentioned 

Chanman Di Jeidels does not accept Mr Saikei’s list, Lalaji either 
does not accept it Let us discuss it among oui selves 

This discussion is now finished and we now come to foreign exchange 
hanks Befoie Mr Subedar starts again, I have looked up my notes on 
the question of licensing At that stage I said that there weie two countiies 
in which licensing pi evails— Canada and Japan Mi Cassels comes from 
Canada and I asked him whether it would be possible foi him to tell us 
whv this svstem of licensing was started in Canada and why it is still main- 
tained He was good enough to tell me that he would reply latei on Will 
30U be able to let me know now 01 later*? 

Mr. Cassels I think the ansv/er is very simple one The fact is that 
Canadian Banks have a nght of note issue and, therefore, it is necessary to 
have some i;egulation That is really done by the question of note issue 
being overlooked by the Canadian Banks’ Association 

Chairman The only othei question is this In the course of the dis- 
cussion it has been brought out that licensing may not be desirable and 
that the objective might be gamed by some action on the part of the 
Eeseive Bank Supposing the business of licensing was handed over to 
the Beseive Bank, would there be any objection to that, because then 
licensing would more 01 less correspond to the grant or wuthdrawal of that 
particular privilege 

Di Tup Practically speaking, it would come, in my opinion, to the 
same efiect It is onlv a question whether Government would grve such a 
big power to w^hat is after all a private bank It is not a commercial bank 
In any case in our countiv the Beserve Bank is a shareholders’ bank Trom 
the piactical point, every bank every joint stock company, is absolutely 
free to start a bank, but whether the Eeseive Bank is prepared to’ work 
with them is a question to be decided bv the Eeserve Bank That is more 
a question of considering the soundness, the position of the new bank, than 
^considering whether a country needs another bank 

Chairman There are various aspects, but the soundness is undoubted- 
Iv one Mr Subedar at that stage bi ought out the interest of the depositor 
m the bank The question of the Taiwan Bank was mentioned, though he 
did not know the facts and Mr Buckley had to correct Still there is an 
apprehension 

Mr Manu Subedar I do not think that remark is justified I knew the 
facts 

CJiairwan Mr Buckley brought out the fact that no depositor in Inditi 
actually lost by the shutting dowm of the Taiwan Bank 
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Tliougli the piojieifcy was Lhe piopeity of the Government they weie given 
a certain numbei of shaies so that they could foim a ]oint stock companj' 
und take oaci the management That •;\il] be the same undei youi aiiange- 
tnent When ou &a^ that 100 pei cent of the capital v ould belong to the 
TJ P Government, if that weie so, the joint stock company could not be 
foimed 

Di Jeidels Piactically 100 pci cent should be sufficient 

Chan man The> might be allowed to have even one pei cent of the 
f’apital That is what ue did in the case of the iailva3S 

Ch Muhhtai Singh The law on the subject) maj’’ be changea 

Chan man It is impossible to change the company law How can a 
companj'^ without capital and theiefoie without anv mteiest in the efficienc} 
of the management manage the concern'-’ ^ 

Ch Muhhtai Singh Tt starts with the ’dea that the piivate people would 
rfo it much bettei That is why the^' come in 

Chan man When he speaks of pxivatch managed concern, natuialH he 
wants to hand it otei to a joint stock company- A joint stock company 
having m view the mleiests of its shaicholdeis w'culd manage it moie effi- 
ciently than a Goveiument Department whose shaieholdeis aie the general 
public and thej have not got the same means of getting at these repiesenta 
tives as the shaiPholdei.s of a loint stock companj have got, and therefore 
his pioposition must be fundarnentall}^ based on the idea that the loinr 
stock company should possess a share — it may be a very small share of 
f’ne capital concerned 

Mr Dovadhai You refer to two aspects of solution of this jiioblem. 
Government effort as well as private effort, and jou are more in favour of 
private effort being initiated 

Dr Jcidcls Geneialh sperkmg and for this industrial business, yes 

Ml Dcvadhai Dr Trip sugge<?ted that there is nlw’^ays the risk of <=0010 
kind of loss in the beginning Out of these two which form would ton 
prefer, the sacrifice being common, the loss being inevitable, whether Gov- 
ernment or puvatc agenc^ 01 a joint stock company should do it 

In anv case effort has got to be made and experiments have got to be 
made 

Dr Joidcls A private agencv would' probably tackle the problem differ 
“ntly from Government, it would start smaller, built up slowdy and 
will be more careful to avoid loss 

Mr. Dcvadhar That is why you favour the big schemes of the Punjab 
and the U P 

Dr JeideJs That is why I favour large schemes, particularly public 
utilities because there the risk of starting on a large scale is not as great as 
in commercial industries 

Mr Dcvadhar What would be voui view in the case of small mdustneft 
which do not come wnthin the range of public utilities’ 

Dr Jcidels I have no new suggestion to offer 

Mr Devadhai What about large industrial concerns’ 

Dr Jeidels I would refer to piiv'ate initiative for large and to the urban 
co-operative movement for small industries 
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Mr Cassrls Yes 

Ml Mann SiihtMar You find the funds foi that puipose liom outside 
New Yoik? 

Ml Casseh Fiom outside the countiy 

M) Mnnd Suhedar Is it laigeh fiom joui Canadian lesomces? 

Ml Oasscls Yes, piactically altogethei 

Mr Mann Subcdai Don’t }ou find it impiacticable to have to send 
money from Canada and to do business in New Yoik? 

Mr Casscls Not the least It is onK a night’s ]ouine\ 

M) Mann Subcdai You would not keep a binnch theie unless it was 
profitable Iheie i', n i sentin-ental consideiation m going to New York? 

Ml Cahhcls No sentimental consideiation 

Ml Maiui Subcdai Di Jeidels, ina\ I invite >0111 attention to the 
last paiagiaph on Foieign exchange business ou say an Indian institu- 
tion would in piactice not be able to eoncentintc on foieign exchange 
business and w'ould have to encroach upon the field of othei Indian banks 

Dr Jeidcls By concentiate, I mean limit itself to foieign exchange 
business 

Mr Maiui Subcdai The otbei foieign banks which aie established now 
aie also not able to concentiate on foieign exchange business and aie doing 
other kinds of business^ 

Di Jcidcls Yes 

Ml Maun Subcdai To that extent thc-v compete 'i’ 

Di Jpidols Yet 

Mr Maun Subcdai Would you call it encionching on the field of other 
Indian banks ^ 

Di J eidch Yes 

Mr Mann Subcdai If an Indian bank is established with the intention 
of doing foreign exchange business, it wwud not be very different from 
the existing IS foieign banks It would be the 19th bank of its land’ 

Dr Jcidcls Yes 

Mr Manu Subcdai Is there anr difference, except that the head ofiice 
wull be in India 

Dr Jcidcls There is peihrps a slight difference, not a very import- 
ant one 

Ml Manu Subcdai From this point of view’’ there would bo no differ- 
ence It would do foreign exchange as well as other business^ 

Dr Jeidels Yes 

Ml Manu Subedar I invite ■\oui attention to paia 3 on page 2 Yoit 
say There is the criticism that foreign hanks by their competition render 
the development of national banking institutions more difficult” Then 
you reply to the criticism “That they are strong competitors and it is veiw 
doubtful wdiether Indian banks could replace the foreign banks considering 
the large capital and international connections of the latter This veiw 
strong position of the foreign banks, as it is today, is likely to remain on 
the same babis for a long time" 

Dr Jeidels I suppose so 
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Mr Mami Subedcu Mi Buckley iliought that I said that they lost. 
But I was quite clear and said theie weie difficulties for the depositors 
and my not knowing the facts collected by Mi Buckley does not arise 

Chan man People might lose That was the point Tht. bank might 
liaTe been an unsound bank and theiefoie, license might iirotoct the 
interest ot the depositois Now^, I take it that m Java the Eeserve 
Bank could ercicise that soit of supervision^ 

Dr. Tnp Yes 

Chairman Theiefoie, if the Eeseive Bank w'eie the authority to issue 
the license, from the practical point of view there would be no objection, 
though theoieticalle"^ there might be objection 

Dr Trip IMi Cassels points out that if they have in practice the power 
to decide whether a new liank wull come in or wffiethei the hanks worlong 
m the country are sound, there is no necessity for a form of license given 
by the Beserve Bank as in practice it comes to the same thmg 1 am of 
opinion that in practice it comes to the same thing It is only a question 
whether they should be given the formal power to grant licenses 

Chan man Could you tel] me what your objection is to the gram, of 
tthe foimal-pow'^ei ‘> 

Dr Tup I always have the impression that a license covers a larger 
ffield than in practice the Beserve Bank covers at the moment If you 
take it that the Beserve Bank cannot refuse a license, except on the ground 
of unsound business organisation, then I see no objection 

Chairman So far as I can make out, the point of your objection is to a 
codification of a practice You do not’ object to the practice, but you object 
ito the codification of it 

Dr Trip Yes 

Mr Manu Subedar Mr Cassels, jou have 3 branches in the United 
States? 

Mr Cassels We have a branch at Chicago, an agency in New York, 
and we have another institution which we own in San Francisco There 
IS another branch at 

Mr Manu Subedar In wffiich of these branches do you receive deposits 
mid in which you do not ^ 

Mr Cassels They are all in different States and every State has a differ- 
ent law There is no Federal law controlling foreign banks in the United 
States In the State of New York we are not allowed to take deposits from 
residents of the State, we take from non-residents In Chicago I believe 
we can take deposits from anybody We have a branch in San Francisco 
and under the law it can do any banking business A Californian Corpora- 
tion. 

Mr. Manu Subedar You own the majoiitv of the interest? 

Mr Cassels All the shares 

Mr Manu Subedar And naturally being a Califoinian Corporation, 
they are free to do all lands of busmess ? 

Mr Cassels They are free to do what business they can m California 

Mr. Manu Subedar In New York where vou cannot take deposits, 
^-ou still dc banking busmess there, lending business? 
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Dr Jcidds Undei the pit sent rircumstances we do not recommend 
it, which means under all circumstances known to us 

Mr Manu Suhedai In ^^hat diiection would jou expect the circum- 
stances to change before jou would lecommend some mteiierence^ 

Dr Jcidels I do not look forward to a change 

Mr Manu Subedar I w'ould invite your attention then to paragraph 
2, page 3, where jou say that the amount of deposits which these people 
keep does not constitute an undue preference of private deposits When 
would >ou think the time w^as ripe for interference'^ If they took what 
additional amounts would you recommend interference’ Supposing they 
took 60 per cent instead of' 33, w'ould you then say that the danger signal 
^ was up ? 

Dr Jeidch If the tendency of the last 10 years continues more or less, 
wdnch means that thej do not increase then share essentially, then I 
think the situation wall be the same as at present 

Mr Manu Suhcdar But suppose the tendency is for increased money 
to go into their hands’ 

Dr Jeuh^s In order to gi\c an opinion I would have to imestigatc the 
reasons toi the change which has taken place 

Mr Manu Svhcdar But under those ciicumstanc^b would you thmk 
that something would have to be done’ 

Dr Jctdch It depends on (he reasons for the change m development 
they w^ould have to be investigated 

Ml Manu Subedar Supposing bv then competition or for other reasons 
a few Indian banks went under and then deposits increased to let us say 
60 per cent of the total? 

Di Jeidels One wou’d have- to see the actual reasons It is not pos- 
sible for me to envisage those circumstances, because they have not existed 
during the last 10 years During the last 10 vears there has been no 
tendencj m the direction of taking awaj’’ the deposit business from other 
banks 

Mr Manu Subedai During the next ten years we ma'y not have the 
very valuable assistance wuiich we are getting at the present moment In 
your opinion as at present w^ould you think 50, 60, 70 per cent of the 
Indian banking deposits going into their hands a danger signal or would 
you not even then interfere’ 

Dr Jetdcls I have said that one would have to investigate the reasons 
If there is a tendency of a permanent increase of the deposits of foreign 
banks to the disadvantage of the Indian banks, then it would call for 
full attention 

Mr Manu Subedar And further measures’ 

Dr Jetdels Probably further measures, after the situation has been 
properly investigated as to the reasons for this development 

Mr Manu Subedai If the reasons became dangerous, you would then 
say that the mere considerations of efficiency and banking facilities would 
not apply and that the national policy would then come in 

Dr Jeidels I do not think so National policy is a very important 
factor, which we have investigated in the memorandum 
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Ml Manu SnheJar Therefoie v^iien jou m the last paragraph that 
the experts see no objection to a new Indian bank of such a nature coming 
into existence •with private initiative and capital, do you expect siich an 
institution, if established in India, to succeed, or do you expect it to meet 
with very great difficulties? 

Dr Jeidels If it is strongly supported by customers, the merchants 
of the country, I do not think T am entitled to say that a bank of that 
kind could not succeed 

Mr Manu Subedar But some of the foreign banks have very large 
lesources and they have all got international connections The Indian in- 
stitution would to this extent be at a disadvantage 

Dr Jeidels I have onlv said that it is doubtful that the Indian institu- 
tion could replace them If a new bank is started, sufficiently strong, and 
supported by customers, there is no reason whv it should not be a suc- 
cess, at least one carmot sav that it will not be a success, one cannot 
and ought not to pronounce death sentence ovei a new business enterprise 
of this kind 

Mr. Manu Subedar You have said that foreign corporations render the 
development of Indian institutions more difficult Would you indicate to 
us in what directions preference should be given ^ 

Dr Jeidels I would not give Indian institutions any legal preference 
But I think it IS only natural that the national sentiment cultivates then 
own banks with the result that of the additional business which is bound 
to come, in this country as in every othei country, a comparatively large 
pait goes to Indian banks 

Mr Manu Subedar ’^Tiat have you in your mind when you mention 
legal preference^ 

Dr Jeidels Anything whatsoever 

Mr Manu Subedai According to opinions held in this country, foreign 
corporations compete with the established joint stock banks and prevent 
the growth of further joint stock banks That is one estabhshed opinion 
in this country, and the other opinion is that the very strong position of 
the foreign corporations prevents the establishment of Indian corporations 
intending particularly to do foreign exchange business Indian opinion 
thinks that it is in these two directions that the competition of the foreign 
corporations is very serious and that m order to assist Indian institution'* 
something should be done Is your reply that nothing legal should be 
done in both directions^ 

Dr Jeidels Yes, in both directions 

Mr Manu Subedar If nothing legal is done, do you anticipate an' 
period of tune when something legal might bo done m order to expedite 
the process 9 

Dr Jeidels I do not believe in any legal measure to that effect, 
would do more harm than good to the commerce of the country 

Mr Manu Subedar You say on page 3, item 1 that experts do not for 
the present recommend any restnction on such competition When you 
say “for die present”, w'ould you kindly tell the committee at whi-’h 
period of time and under what circumstances you would consider restric- 
tions should be put? 

VOL. IV T 
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industrial workman It is a purely personal opinion whicli I feel obliged 
to express, before finislimg my, ]ob, and whicli may not at all be snared 
by the other experts who are not responsible for these observations 

Money-lending, in the sense in which it is used in India, is in itself 
a legitimate instrument of credit, but if money-lending is done at exces- 
sive rates, with hard pressure upon the debtor and With the effect of an 
ever increasing indebtedness of the agricultural class and the industrial 
labourer, then it becomes a -danger to the country On the improvement 
of the lot of the small agriculturists and the industrial worlrman depends 
productivity and purchasmg power, it therefore determines the future also 
of industry and banking My knowledge of conditions is, no doubt, in- 
complete but it IS my conviction that protection of the borrower is es- 
sential for the economic welfare of the country While it is conceivable 
that the profession of the money-Iendei can eventually become a useful 
link in the credit system, I do not think it possible wthout a pressure upon 
those money-lenders who abuse their economic strength and the weakness 
of the borrower 

Being aware of the obvious objections against a legulation which is 
not enfoiced, I do not advocate ciiminnl anti-usurv law 1 propose civil 
legislation on the following hne — 

1 Contracts piovidmg a highei late of interest than per cent 

for the first say 3 on 6 months and I^^ per cent per month 
for the following months, are only valid up to the maximum 
rate of intoiest The borrower can refuse at maturity to pay 
a highei rate than the legal maMmum 

2 The boil over who has paid a higher lato of inteiest, is entitled 

during ten }oars to iccovei b} law-suit, foi which a simple 
procedure is to be devised, all interest paid above 1 per cent; 
per month 

I am not in doubt that this legislation would not have a great immediate 
effect, but its efficiency would piogiessnel} glow with successful efforts 
of ever more boirow^ers who either refuse to pay or lecovei excessne interest 
paid To meet evasion m foim of commi'=sion or other practices, may Ije 
left to courts 

It cannot be expected that the abuse of money-lending being a curse 
of the country since ages, can be expelled by a miraculous remedv and I 
do not consider my self as sufficiently competent to dispute arguments 
against my suggestion But it seems to me to avoid some defects cf other 
measures To deprive money-lending of part of its attraction by creating 
a peiTxianent legal uncertainty to illegitimate lending, would perhaps help to 
open one of the tw^o resources to which the investment habit has at present 
no access private monev -lending and monetary hoarding And rt would 
he, if I may add this w-ithout trespassing a step in the direction of justice 
and state consciousness ” 

T)t Jeidels I felt that I should submit these short remarks, as I 
think it would be incomplete to speak about banking and credit without 
adding some observations on monev-lending They are purely personal 
and I put them on the table wutli all possible modesty 

Chairman Of course it will lecei^e due consideration on our part in 
conneetiou wnth rural finance and we will probably have to discuss the 
matter wth Mr MacDougall and Dr Brjedench I will only make one 
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Mr Chairman May I say that I have not the least intention of cutting 
Mr Subedar’s questions short, as they are veiy mteiesting, but I Fave 
accepted an official invitation at 1-30 p m — The paper on foreign trade 
finance and foreign exchange banks has been made up by all of us and 
I do not think that after yesterday’s full discussion I have any special in- 
formation to offer, which the other experts could not supply as well 

Mr Casbels We shaie the views you have expressecf so far 

Di. Jeidels Therefore, if there aie further questions m connection with 
*he paper, they can be put m my absence 

Chairman As it is, Mr Subedar has got two more minutes and my 
mcention was to give him those two minutes * 

Ma}”^ I take it, Mr Subedai, that you do not want to ask Di Jeidels 
any more questions'^ 

Mr. Manu Subedar 1 do not 

Chairman You wanted to make a statement at the end Will you 
please do so now? 

Dr Jeideh I have written it down and gave it to vou, Mr Chairman 
It IS quite shoit and perhaps I had better read it I have not given it to 
the Secictaiv foi circulation because it contains only a few repiarks, which 
I felt I should add and which are entirely personal the othei experts do 
not share in the responsibility for them 

(Dr Jeidels then read out the statement ) 

“If I am allowed to make a few concluding personal remarks avoidrng 
as much as possible to repeat my w^ritten and verbal statements. I feel 
that the picture wdiich I tried to give, would be incomplete without the 
following observations — 

Banking, large mdustri , investment — and capital-market resemble m 
this country, more than in others which I know by experience, the sum- 
mit, not to say surface of a mountain which is at present only sparsely 
penetrated by modern banking and industry In my opinion, it is not so 
much deficiencj’- of monetary, banlang or industrial institutions, what 
accounts for it, but the nature of the mountam on which the edifice is 
built Banks and industries can mutually help their progress by better 
co-operation, for which some suggestions have been made by us It wall, 
in my opinion, lead by and bv to self-managed industry in larger units 
and to an improved investment-market Inside of banking, co-operation 
will raise the standard and create links between the various kinds of bank- 
ing including the old and valuable elements of indigenous banking This 
eo-op^ration will have to be crowned, as soon as possible, by a Central 
Bankmg Institution, the contemplated Eeserve Bank It is not only 
necessary for the imminent functions of a Central Banicmg Institution for 
currency but also for improvement and enlargement of bankmg throughout 
the country 

The essential progress has, however, to come from the economic body, 
on which this whole structure is ultimately based from the agricultural 
community Bural credit in India inspite of the efforts of the Co-operative 
Movement W'hose ultimate success and bles'Jings are foi me beyond douBt 
seems to me to be essentially the fipld of the monev-lender The monev- 
lender is also the financial agency for that part of the population which wall 
increase m 'mportance with the natural devebpment of industry, the 

Y 2 
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9th February 1931. 


THE MONEY MARKET IN INDIA 
{By Dr L J A Trip) 

Accoidmg to the unanimous opinion of all who have expiessed their 
views on the subject, the Indian money market shows several defects It 
cannot be compaied with the highly developed money markets in western 
countiies 

As a matter of fact, two money markets exist m India, the Central 
Money-Market and the Bazaai Mone-y-Market They have their own. 
agencies and diffeient rates of inteicst without sufficient co-ordmation 

The Cential money-market is to a laige extent dominated by the Govein- 
ment, which controls the cuiienc 3 ' and exercises a decisive influence on 
the bank late 

The contiol of currency and of credit in India is in the hands of two 
distinct authonties, the Cential Government and the Impel lal Bank This 
system results m a seiious lack of elasticity and stability of monetary 
conditions, the fact that the annual lange of interest rates in India is wider 
than in other countries proves the defects of the present system A range 
of 3 per cent is quite oidmai*} in India, and this must ha^c a detrimental 
effect on the economic life of the country 

It seems to have been accepted as an axiom that seasonal monetary 
strmgency is inevitable and that this stringency must bring about such 
wide langes of interest lates as aie expeiienccd 

In our opinion this conception is wrong It is one of the tasks of a 
pioperly managed and well oiganised Reserve Bank to tide over busy 
peiiods vhen money is m stiong demand, without unduly laising the bank 
rate The absence of a mechanism, which by ex-panding ciedit can meet 
the seasonal demand for money, is mainly responsible for the variations m 
the bank rate 

In this respect the position of the Impel lal Bank ought to be considered 
This, the laigest and most important bank in India, is a hybrid 
institution It IS the Government banker and in connection herewith its 
task IS limited by law The most important restriction consists m its 
being shut out fiom foreign exchange business The Banlc acts las the 
Bankers’ Bank without having the right to issue bank notes as the currency 
IS controlled by the Government This results m the Government practi- 
cally dominating the bank rate and the money market 

The restrictions imposed on the Bank’s activities do not prevent it from 
being the strongest commercial bank in the country 

This dual position of the Imperial Bank has seveial detiimental conse- 
quences As stated alieady, the control of currency and the mland credit 
givmg are m the hands of two distinct authorities 

The Impenal Bank has no concern with the international position of 
the monetary unit of the country It has some of the privileges of a 
Reserve Bank, havmg the free use of Government balances and actmg as 
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■observation In one Indian State they have a Money-lenders’ Act wHieh 
limits the rate of mterest to 12 per cent pei annum, but I have heard that 
the legislation is more or less ineffective However, that is another mattei 
It IS all very well to make civil or ciirninal offences, it is another to give 
-effect even in a moderate degree to legislation of that character There is 
no time left to discuss the matter with you, we will probably discuss it 
with rhe co-operative experts, and v e have a certain amount of information 
in our possession on the subject 

Dr Jeidels, on behalf of the Committee and on my own behalf I 
•thank you very much for the kind assistance and ad-vnee you have given 
us It may be or it may not be — 1 hope it will not be — ^that we wiU find 
ourselves unable to agree vnih you in all matters on which you, on behalf 
of youi colleagues, have placed beiore us certain views, but that, of 
course, is perhaps inevitable People are bound to differ, but it does not 
mean that we m any way possess other than the waimest feelings towards 
you You have given us the best of a^SiStance and the host of adnee 
according to your oun views and for that I thank you hcaitily on my own 
behali and on behalf of m\ Committee 

Dj Jeidcls Ml Chairman, permit me to thank you most sincerely 
for youi kind woids I can onl\ say that the feelings which you weie good 
■enough to express aie fullv reciprocated by me I am quite aware that 
advice given does not mean that the advice is accepted, not even that it 
can be accepted, but advice ought to be given dispassionateh , based on 
a thorough survej of conditions and in a benevolent spirit, noth the inten- 
tion of giving assistance and domg a service to the country If such advice 
does not contain any miiaculous remedj' or suggestion, just such frank 
abst/aimng from verj original and veiy fai-reaching schemes may under the 
circumstances be rather useful My colleagues will continue this woik and 
be in a position latci on to sum up what we have said and what we have 
heard 1 h^<ve tiied to give }ou the best I could, and nobody can regret 
more than I do that the time is so shoit I thank you sincerely paiticu- 
Jarly you, Mr Chairman, foi having given me this chance of a free discus- 
sion I thank also the members of the Committee who bv their clever 
questions have given me an opportunity to explam and to clarify as much 
-as possible And I wish to add a confession I came to youi country 
greatly interested in all its problems, with much cunosity to see and to 
learn I can say that I leave the country more interested than ever and 
in addition ■with strong sympathj and with deep love for India 

Chairman Thank you very much foi the sentiments you have expiesseS. 
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We ihtftJ, it one of the principal duties of the Central Banking Enquiry 
Committee to lecommend that a Reserve Bank should he established in 
India as soon as possible and that this institution should be free from 
political influence 

The mam tasks of the Eeserve Bank woiild be — 

(a) To keep the currency of the coimtry at par with gold, m any 

case at a value between the upper and the lower gold points 

(b) To control as far as possible the ciedit situation and the rate of 

interest at which short term credit will be available for trade 

and mdustry 

In legaid to the fiist task, the provisions of the Bill may be deemed 
satisfactory In addition to the objection to buy and sell gold and gold 
exchange, the bank will be allowed to purchase fiom and sell to scheduled 
banks and peisons approved by the Board of Directors O] the Bank the 
currencies of such gold standard countries as may be specified m this 
respect by the Governor- Geneial m Council, and bills of exchange (includ- 
ing tieasuiy bills) drawn in or on any place in any such country and 
maturing within ninety days fiom the date of such puichase, and to keep 
balances vith banks in such countries 

Moreover the bank will be entitled — 

To purchase and sell secuiities, maturing within five years from the 
date of such puichase, of the Government of any gold standard country 
as mentioned above. 

To open an account with and act as agent foi coi^espondent of any 
other bank which is the piincipal cunency authoiity of a gold standard 
country undei the law for the time being m foice in that country or any 
of the Fedeial Reserve Banks in the United States of America 

These piovisions mil enable the Reseive Bank to build up a strong 
position m foreign exchange and foreign securities which the bank can 
sell if, and so far as necessaiy, to strengthen the international value of 
the rupee 

The stipulations m the Bill with regaid to the second task seem 
to us less satisfactory We refer to the Bank’s influence on the mland 
credit situation and on the rate of interest at which short-term credit ■will 
be available for trade and industry 

With the exceptions, which will be mentioned hereaftei, the inland 
credit giving business of the Bank will m general be confined to — 

The purchase, sale and lediscount of bills of exchange and promissory 
notes, diawn and pa-^able in India and arising out of bona fide commercial 
01 trade tiansactions bearing two or more good signatures, one of which 
will be that of a scheduled bank, and maturing within ninety dais from 
the date of such purchase or rediscount 

The making of loans and advances, repayable on demand or on the 
expiry of fixed periods not exceeding ninety days against the security of — 

Stocks, funds and secuiities (othei than immovable pioperty) in which 

authorised to invest, gold coin oi bullion, oi documents of 
title to the same , 

Such bills of exchange and promissory notes as are eligible for purchase 
or reducount by the bank 
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the Bankers’ Bank, but it does not perform the task of a Eeserve Bank 
Being primarily and mainly a commercial bank and having no responsibility 
for the supply of currency, it has no mducement to carry such strong cash 
reserves duinng the slack season, that it is m a position to tide over 
stringency of money duimg the busy season, without unduly laising the ~ 
bank rate 

It invests large amounts (at the present moment about 57 pei cent 
of its credits to the business life of the countiy) in Government securities, 
whilst trade and industrj^ have to pay high interest rates as a result of 
the bank rate being laised If a Eeseive Bank existed in India, it would 
be the task of that bank to keep, duiing the slack season, the cover in 
gold and gold securities of its sight liabilities at a high percentage of 50 
per cent or more in oidei to be strong enough to increase its credits 
during the busy season, and accommodate business at a moderate late of 
interest 

The Imperial Bank uses as a safeguard the emergency currency which 
it IS entitled to borrov — to a maximum of 12 ciores — from the Government 
if, and in so far as, its cash reserve is insufficient to expand its credits 
It relies upon this safeguaid and can therefore keep its own cash-reserve 
at a comparatively low level No loan, however, may under the present 
regulations, be made until the bank rate rises to 6 per cent whilst the 
entire amount outstanding at anj time bears interest at bank rate sub- 
ject to a minimum limit of 6 per cent for the first four crores, and of 7 
per cent for the subsequent eight ciores The Eeseive Bank would have 
no Government help to tall back upon, but would have to rely upon its own 
reserves and thus be compelled to keep sufficient free reserves for supply- 
ing the country wuth the currency needed duimg the crop-moving season 

By way of illustration it may be mentioned that on the 31st of March 
1930 the liabilities of the Eeserve Bank under the Bill of 1928 would 
have been about 217 ciores The minimum cover in gold and gold 
securities would have been 40 per cent or nearly 87 crores The Govern- 
ment would have had to transfer gold and gold secmities to the Bank to 
an amount of 50 per cent or 1084 crores, so that even wathout havmg 
increased this percentage of 50 per cent during the slack season, the 
Bank could have accommodated the country with currency to an amount 
of 24x21^ or 53^ crores before the minimum cover would Taave been 
reached Assuming that no action to raise the bank rate would have been 
deemed necessary before the cover in gold and gold securities would have 
decreased to 45 per cent the Bank could have issued emergency currency 
to an amount of 25 ciores 

No criticism whatever is meant by the above against the action of the 
Imperial Bank On the contiar^s w'e are of opinion that the Bank fulfils 
its task in an admirable wav and that its shareholders would have w'ell- 
founded reasons for complaint if the Bank’s managemenV followed the 
policy of a real Eeseiwe Bank It is the system not the Bank’s policy, 
that IS wrong, and the sooner this system is changed and the Eeserve 
Bank constituted, the better it will be for the country and its banking 
organisation 

As IS w'ell Imown, the Government of India prepared a Bill to establish 
a gold standard currencv and to constitute a Eeserve Bank This Bill, 
however, has not been passed into law 
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In the second place it ought to be emphasised that the posmon of the- 
sclieduled banks under the Bill will be so strong that it is not incon- 
ceivable that they will much more than the Beserve Bank, decide upon, 
the level of the interest rate Dunng the slack season the position will 
be that there will hardly be any busmess for the Heserve Bank to do, 
whilst on the other hand in the busy season, as soon as the scheduled banka 
will have to apply to the Eeserve Bank for credit help, they will probably 
raise their rates The result will be that fluctuations in the interest rate, 
as lesult fiom the piesent system, will contmue 

These considsroiwns luinq vs to the conclusion that the Reserve Bank 
should be given the opportunity of mahinq loans and advances on lJ,e 
seourifu of movabh goods, waies and meichandise besides the warehouse 
Uii'ian'', ()i daichotise icccipts lepicsenting the same 

To avoid misunderstanding, it mav be added that the Eesen’-e Bank 
need not neeessaiily avail itself of this opportunity to a large extent, the 
mere fact that the opportunitv exists 'nill enable the Bank to exercise a 
strong influence on the level of the late of interest 

In this connection we would point out the following considerations, 
which form the intioduction to the fuither measures which, in our opmion, 
should be taken v ith legaid to the money maiket m India 

As stated aboie, no elastic and well piOMcled bill maiket exists in India 
This is the result, not of lack of oiganisation, but mainly of the fact that 
foi the time being the fundamental conditions for such a bill maiket are 
lacking We need not go into details in legaid to this subject, since it is 
geneially agieed upon that it will take time befoie these conditions will 
be fulfilled We must face the facts, and since the facts in this respect 
are that piepaiatoiy work of several yeais will be needed to educate the 
financial and business community of India m oidei to make it npe for a 
real and highlv de\ eloped bill maiket, v,e must trv to achieve our aim 
in a TV ay which tv ill meet the present conditions of the country 

This method is in oui opinion, to develop, extend and impiove as far 
and as soon as possible, the system of credit giving against the security 
of movable goods, especially of the products of the country As long as 
credit instruments, which are based on personal standing, confidence and 
knowledge aio not available to such, an extent as is necessary to finance 
business and trade, the deficiency must be filled up by basing the credit 
system on the secuiity of valuable and liquid assets as bonds, shares and 
movable goods This has been the experience in other countries As a 
striking example Tve may point to the Dutch East Indies, wheie no monev 
market and no inland bills exist With a few exceptions the whole inland 
credit system in that country, of both the Eeserve Bank (Java Bank) and 
commercial banks, is based on the making of loans and advances against 
the security of stocks and funds, goods, wares and merchandise, coin and 
bullion, besides the warehouse warrants or warehouse receipts representing 
the same Moreover, the commercial banlcs giant credits to sound planta- 
tions during the crop growing time against security of the crops 

It follows that the Java Bank does not uct as a bankers’ bank in the 
strict sense of the Tv^ord This would be utterly impossible under the 
prevailmg conditions since the bank would be unable to exercise any 
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It follows from the above that apart from the loans or advances 
against securities and gold coin or bullion, the Eeserve Bank’s business 
will depend on the demands for credit by the so-called “Scheduled 
Banks’’ The term “Scheduled Bank’’ means a bank included m the 
Birst Schedule to the Bill 

The following exceptions to this rule are allowed — 

(a) For the purpose of financing seasonal agricultural operations or 
the marketing of crops, bills of exchange and promissory 
notes of not more than six months’ maturity, may be pur- 
chased or rediscounted to a limited extent, which bear as 
one of the signatures that of a Provincial Co-operative Bank 
instead of that of a scheduled bank, 

i(6) Durmg the first five years loans and advances may be made against 
promissory notes of any scheduled bank or a Provincial Co- 
operative Bank, supported bj documents evidencing title to 
goods which have been transferred, assigned, hypothecated 
or pledged to any such bank as security for a cash credit 
granted for bona fide commercial oi trade transactions, or for 
the purpose of financing seasonal agricultural operations or 
the marketing of crops, 

(c) When, in the opinion of the Board of Directors of the Bank, 
it IS necessary oi expedient that such action should be taken 
in the interests of Indian trade or commerce, or for the pur- 
pose of enabhng the bank to perform any of its functions, the 
Bank may purchase, sell oi discount any bills of exchange oi 
promissory notes drawn and payable in India and arismg out 
of bona fide commercial or trade transactions, bearing two or 
more good signatures and maturmg withm ninety days 

The question arises whether these provisions will enable the Keserve 
Bank to exercise full influence on the mternal interest rate and to prevent 
undue increase of that rate during the busy season We doubt whether 
this will be the case 

In the first place attention may be drawn to the fact that no well- 
developed and extensive bill market exists m India and that it will take 
years before such a market can be created As the experience with regard 
to the loans from the Paper Currency Department to the Imperial Bank 
has shown, the amount of trade bills which are available as securities for 
these loans is insufficient Notwithstanding the efforts of the Imperial 
Bank to create bills agamst its outstanding credits, it was often impossible 
to borrow, within the limit of the maximum of 12 crores, the money that 
was wanted to meet the seasonal demand As compared with loans and 
cash credits the inland bills, discounted and purchased, form only a small 
Item among the assets of the Imperial Bank It seems, therefore, very 
likelv that the Eeserve Bank, m so far as its business is limited to the 
purchase and discount of bills and promissory notes arising out of bona fide 
commeicial and trade transactions and bearing two or more good signatures, 
will not be able to provide the country, on the basis of such bills and 
pronotes, Avith sufficient accommodation to tide over 'the periods of strong 
demand for money 
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A-part from this aim, measures to stimulate and extend the use of hills 
ought to be considered — As stated in several reports, the use of Muddati 
Hundis has diminished in the course of time Considerable difference of 
-opinion on the causes of this phenomenon exists 

As such reasons are mentioned — 

the development of the cash-credit system which is said to have 
unfavourably influenced the use of bills, 

the reluctance of banks to discount these bills as freely as before, 
without the reasons for this reluctance havmg been mentioned , 

the high stamp duty 

However this may be, it seems of greater importance to devise remedies 
than to enter mto discussions on histoncal development 

It ought to be emphasised at the outset that genuine trade bills, as 
would be eligible foi purchase oi rediscount by the Eeserve Bank can only 
be created if produceis and traders are prepared to sell on credit The dis- 
tinction been trade bills and finance bills is of the greatest importance 
and the information which we gathered, seems to point at great dififieulties 
experienced b\ purchasers of bills in endeavouring to distinguish between 
these tvo classes of paper 

The establishment of the Eeseive Bank must also in this respect be 
- considered the first and fundamental measure for gradual rmprovement and 
extension The published rate of the Eeseive Bank should be the dis- 
count rate for genuine first class trade bills and loans even against Govern- 
ment securities should have to pay a somewhat higher rate The 
popularity of the bill of exchange or hundi would be mcreased since an 
inducement for tiade and banking vould be created to foster the bill 
market 

The stamp duty on usance bills should be reduced if the contention 
that the duty is excessive would prove to be correct, imiformity of this 
duty for all parts of India should be advocated 

The importance of furthering the issue of vernaculars and of the 
standardization of that use has already been emphasised m the memoran- 
dum on commercial banks 

All these means may be useful, but it must be realised that considei- 
-able improvement can only be achieved if and m so far as on the one 
hand the existing prejudice agamst the rediscountmg of bills could be 
removed and, on the other hand the necessary educational work meets 
with success ‘ 

The prejudice seems to exist with the indigenous bankers and also 
with joint stock banks They regard it as a sign of weakness to redis- 
count their bills We thmk it hardly conceivable that their prejudice could 
last a, long time after the constitution of the Eeserve Bank The fact 
'that even the Imperial Bank wall avail itself of the rediscountmg facilities 
of the Eeseiae Bank will, in aE probability, dispel the prejudice 

The educational work will certainly take a much longer time This 
work must aim at creating the knowledge and confidence which m western 
countries, especially m England, are the foundations of the biE market 
This knowledge and confidence are lacking with regard to the genuine 
character of the bill and the financial standmg of the signatories to the 
bill It seems to us that the initiative to improve this situation must be 
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influencG on the interest lEte in the country and would be compelled tO'' 
restiict its task to that of an exchange bank without being able to co-ordi- 
nate its foreign exchange business and its mland credit giving 

Under the present system, the Java Bank is in a position to stimulate 
mland trade, to provide cheap credit which results in better prices for 
the products of the countiy, to expand its credits in order to tide over 
periods of stimgency oi to lestnct its credits m order to strengthen the 
international position of the cmaency This system woiks most satis- 
factorily because it suits the conditions of the country and the stage of 
development of its population and its business life It is not aitificially 
built up on the example of foieign countiies wheie cncumstances are quite 
different It has grown giadually in the course of the century, during 
which he Java Bank acts as the bank of issue of the Dutch East Indies 
The Intel est late for short-teim credit is model ate — at present 4^ to 5 
per cent — and this rate is usually maintamed at the same level during the 
busy seoxson 

This sinvcy leads to the conclusion that consul ei able iinpiovevievt of 
the credit situation and the money-marhet in India can only under present 
conditions be achieved by impiovmg and cadending, as far and as soon 
as possible, the storage and iiai chousing of goods in ordei to enlarge the 
basis of the credit system 

It seems premature at the present stage of our work to enter mto 
details If our view might be accepted, a scheme could be devised in 
connection with the needs of the marketing system, since both credit 
system and marketing aie involved 

The idtimate aim would be, in oui opinion, to cover the country -^yith- 
a widespread network of warehouses oi godowns, adapted as much as 
possible to the lequuements of the various parts of the country, the 
establishment and management of these warehouses should, as far as 
possible, be in the hands of one big pnvate company with agencies in a 
giadually growing number of marketing places The warehousing system 
should be linked to the railway system, arrangements should be made for 
grading the pioducts stored in the waiehouses, according to their quality 

The warehouse leceipts issued by the company would be negotiable 
mstruments of title vhich can safely be accepted by banks and bankers as 
collateral for credits 

If such an organised and well managed svstem of warehousing could 
be established, an instrument would be created which siuts the needs of 
the country better than, undei present circumstances, the bill of exchange 
or promissory note can do, these mstruments would form media between 
the different parts of the present credit and banking organisation, they 
would enable the Eeseive Ba nk to make its policy, with regard to inland- 
credits, effective and to tide over periods of ‘stringency in the money market 

The great problem in respect of the money market under present condi- 
tions in India is to create an instiaiment which is acceptable to all parts 
of the banking organisation, which is not exclusively dependent on the 
standing and respectability of the borro-ivers which represents a real value 
in non-nenshable, readilv saleable goods Tins can only be achieved by 
establishing a warehouse system as advocated above, and therefore the 
forces of Government and business life in India should be concentrated 
on the construction and development of such a system 
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We are not in favour of compulsory measures with regard to the mdi- 
•genous bankers They should establish or reform their own associations, 
Tvhich would have to make regulations with regard to lates of interest, 
'publication of balance-sheets and profit a^^d loss accounts, proper hook- 
iieeping and auditing, and in general have to take all those steps which 
■seem appropriate to raise the standing and improve the banking methods 
of their members 

A close contact should be established between these associations and the 
Eeserve Bank in older to enable the latter to influence the policy of the 
former in the interest of their members and of banking in general 

The membership of an association as we have in view would greatly 
raise the standard of the indigenous bankers and would inspire the public 
•with confidence to entrust their money to these bankers This undoubtedly 
would develop the banking habit, attract deposits and reduce any hoarded 
capital 

If these lines could be follow ed, and if the mdividual mdigenous bankers 
are prepared to disclose their financial position to the banks with which 
they do their business, it may be expected that the conditions for an 
extension of the bill market ill be created Their knowledge of local 
conditions and of the tiade transactions, which must foim the 
basis of good bills, the confidence which their signature on the 
"bill will inspire will induce commercial banks to discount their bills moie 
Iieely than at present They -viull be the agency through -w^bich. the 
financial transactions of inland trade may be moulded to a higher degree 
than at present in the form of bills They will thus provide the banlcmg 
community w’lth a giadually growing number of indigenous bills, which 
may be > rediscounted by the commercial banks and eventually by the 
Eeserve Bank , whilst we think it advisable that the Eeserve Bank should 
establish direct relations with and grant rediscount facilities to those mdi- 
genous bankers who have compiled wuth the desiderata already explamed 
and whose financial position satisfies the Bank’s requirements 

In the above no mention has been made of the introduction of Eupee 
bills m connection with the import tiade of India At the present stage 
we considei the improvement of the inland bill and money market as the 
fundamental and primary problem This problem must be solved before 
progress to an appreciable extent can be expected in the use of Eupee 
bills for settling foreign trade transactions The question in what currency 
the bill will be dra'wn, forms part of the conditions which have to bo 
agreed upon by buyers and sellers It needs no comment that they ■will 
try to find the cheapest solution Under normal circumstances the 
currency of that country will be preferred where the lowest rate of mterest 
prevails and the money and bill maiket is so well developed that no doubt 
■can exist about discount facilities being available at any time during the 
currency of the bill These conditions are laclnng in India As long as 
this IS the case trade and industry would be hampered and the cost of 
imported goods raised by enforcing sellers of foreign goods to draw Eupee 
fcaig 

Gliairman I think it will perhaps be useful if we begin with the prac- 
tical bankers, Bala Harkishen Lai, Mr Lamond and Mr Buckley 

Lola Harliishen Lai Does the term ‘money market’ mean the local 
markets of Calcutta and Bombav, or does it refer to the circulation of 
money all over India 
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taken by those who are in the position to create bills and who want to 
sell or discount these bills They, the producers and traders, must come 
to the conviction that they serve then own interests by disclosmg their - 
real financial position to their banks If they act in accordance with this 
conviction and an mducement, as advocated above, is created by the Eeserve 
Bank for the use of biUs, a gradually growing number of first class trade 
biUs will come forward The Eeserve Bank and the commercial banks will 
then, in due course, have to decide whether a further step should be 
taken by raising the interests on cash ci edits in cuiTent account to a highei 
level than the rate for such credits for a fixed period of two months. 

Perhaps the most important, but at the same time the most difficult 
measure would be to extend the working sphere or m any case to improve 
the banking standard of those who may be considered as the original 
operators in the hundi market, the indigenous bankers 

Not much is known of this class of the banking commimity, but it 
cannot be doubted that their work in financing agriculture, internal trade 
and small industries is of great value to the mterest of the coimtry 

With regard to the position of this class of busmess men, it must be- 
concluded that in several parts of India their position is weakened as a 
lesult of the spread of moie modern banlang methods 

It has been experienced in most countnes that the influence and the- 
working sphere of the private banker has dimimshed as the commercial 
banks penetrate into the country This natuial course of events will con- 
tmue m India, but it will spread over many years to come and it seems 
not unlikely that, even apait fiom the influence of the present world 
cnsis, the process will be slackened It may be pointed out in this respect 
that after the Eeserve Bank will have been started and the Impeiial Bank 
will be converted into a purely commercial bank, the Government will not' 
any longer have the oppor-tunity of compelling this bank to estabhsh new 
branches in places where no fully remunerative business can be found 
The number of places which ofier the possibility of remunerative busmess - 
for branch banking will grow very graduallv 

All things taken together, it must be expected that the cormtry for 
its banlang accommodation will need the indigenous bankers during a great 
many years and such the more since a part of the large field, which, is 
covered now by the moneylenders, may in future be opened to the indi- 
genous bankers 

We think it, therefore, of the greatest importance for both, the general 
interest and the indigenous bankers, to strengthen the posrtion and to 
raise the standard of these bankers This can only be done with the co- 
operation of themselves They will have to ad]ust their position to the 
changed circumstances and they will have to decide upon the direction 
which thev want to follow 

The first requirement would be that a clear distinction be made 
between their banking busmess on the one hand and their trade and other' 
activities on the other side They can either give up then trading and 
other occupations than bankmg, or they can give up their banking A 
third possibility — ^the transfoinnation of their trade department or then 
banking department or both into separate compames in the form either of 
a jomt-stock company or a eommaudit-company — ^has already heeri dis- 
cussed 
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Lala HaTkishen Lai You say that the control of currency and Cxedit 
jn India is in the hands of two distinct authorities, the Central Govern- 
ment and the Imperial Bank, and you recommend that the control of both 
should be in one hand Would you kindly tell me the countries where 
currency and ciedit have gone hand in hand under one authority for the 
last 25 years 

Dt Trip I think most of the countries wheie well equipped and deve- 
loped central banking is working I should say in most of the countries, 
apart from some small countries 

Lala Harlcishen Lai England of couise we might take, but was it the 
case that in 1901, 1902, 1903, the Bank of England controlled the currency 
and credit of Scotland, Ireland and Wales ^ 

Dr Trip No 

Lala Harkishen Lai Therefore Scotland, Ireland and Wales came later 

Dr Trip I think they had private banks which had the right of issuing 
notes 

Lala Harliishen Lai I should hke to Imow since when Scotland, Ireland 
and Wales came to have one authority for dealing with both the matters 

Di Trip I thmk in Scotland and Ireland, theie is now one authority 
to deal with them, but I am not sure 

Lala HaiUshon Lai Cuirency and ciedit might have been together for 
a long time there, and also in youi own country, but would you say tbe 
same thing of Belgium, Sweden and Noiway" 

Di Trip Yes 

Lala Haihishen Lai Which was the authoiity that leally conti oiled the 
money market and credit and cuiiency in Sw^eden and Nonvay? 

Dr Trip I cannot tell you 

Lala Harlcishen Lai Befoie the Empire, Germany could not have 
answered to this desciiption, and aftei the estabhsliment of the Empire 
how many years did it take befoie ciedit and cuiiency came under one 
authoiity ? 

Dr Tup I could not tell you There are some banks which issue their 
notes even now 

Lala Harhishen Lai In Italy both the matters came under one 
authority only recently, and the same will be true of other countries because 
they have never been leally financially strong That is, it is a matter 
of recent growth 

Dr Tup To a certain extent it depends upon the country i 

Lala Harlcishen Lai Do you say that we are behind the times 9 / 

Dr Tnp I won’t say ‘behind the times’ I think it is leally a pity 
that no central banking authority has been started in this country lon| 
ago That is my opinion 

Lala Harlcishen Lai Going back another 25 yeais, there are countries 
hke Germany and Erance, and since recently, countries like Italy, Ozeko-^ 
Slavolna and Jiigo-Slavia, which really got enriched by industnal profits 
much more than they ever did in the previous century or half a century 
Leaving aside conditions during the w'ar, the income of Germany from 
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Dr Trip The circulation of money all over India 

Lola Harltshen Lai You speak of the central money market and the 
Jbazaar money maiket Do you find these markets everywhere in India, 
-or are they the feature only of Bombay and Calcutta^ 

Dr Trip 'As far as I am aware, principally of Bombay and Calcutta, 
-and perhaps of Madras 

Lola HarKishen Lai Is there a central money market in Delhi, Cavn- 
pore Amritsar or Ahmedabad" 

Dr Trip No, but I thmk the transactions that are done in Delhi by 
banks are to a certain extent part of the building of the money market 
I mean by ‘central money market’ and ‘bazaar money market’ two types 

Lola HarKishen Lai Aire there in Delhi both these types of markets^ 

Dr Trip Generally in every country the money market is m an im- 
portant centre In Holland the money market is in Amsterdam In 
England it is in London 

Lola Harlashcn Lai That is why I asked whether you referred on'y 
to Calcutta and Bombay, and you said ‘No, all over India ’ Have you 
revised your opinion ^ 

Dr Trip No The money market in big places draws money from all 
over the country Money flows from the country to the central money 
market 

Lola Harlashcn Lai I understand the London Money Market and pro- 
vmcial money markets aie different That is my impression 

Dr Trip In my country the money market of Amsterdam is built up 
from the resources of the country 

Lola Harhishen Lai We have heard in the discussions that bills can be 
discounted at private firms as well as at banks, and there are therefore 
two markets in Calcutta and Bombay I do not know whether even m 
Madras there are two markets The question arises whether this feature 
of two markets existing side by side in two main places, namely, Calcutta 
and Bombay, is found in Cawnpore, Delhi and other places, which are 
also big places 

Dr Trip My impression is that bazaar markets exist in these places 

Lola Harlasfien Lai No central money markets ^ 

Dr Trip No 

Lala Harhishen Lai Does the influence of bazaar money maikets 
extend over very wide areas or is it limited to the cities or any port'ons of 
them only^ 

Dr Trip I think their influence extends only over the places where they 
are 

Lala Harhishen Lai You have not enquired whether m places like 
Muttra or Meerut there are bazaar money markets 

Dr Trip * No. 
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Lola Harhshcn Lai Whatever the reason may be, this paper does not 
deal ^vith these things Let us take things as they are You say that the 
control of cuiiency and credit is in the hands of two distinct authoi ities 
So fai as I can make out from a leading of the whole paper, a Keseive 
Bank would be able to regulate the rate of interest better than the Imperial 
Bank The advantage of starting the Eeserve Bank and bringing ttie 
currency and credit under its control is that monev -uill be more regulai 
and perhaps cheaper 

Di Trip Yes 

Lala HaiLishcn Lai Credit facilities in ti country are generally supposed 
to be based on gold supply Some people liave written books recently 
where they say that trade bills might also be considered as good security 
for a part at any rate of the currency, and that thus the circulation of 
currency might be increased Mr Currie took exception to that the other 
day Do you take exception to that^ 

Dr Trip Trade bills can be good cover for cuirrency I do not think 
that Ml Currie differed from that 

Lala Harhshcn Lai If industrial property could be made cover for the 
cuniency of the country 

Dr Trip That is a different thing 

Lala Harhshcn Lai It ’s not 

Di Trip lou spoke of bills 

Lala Harhshcn Lai My impression from a study’^ of the new literature 
IS that if trade bills could be good cover for currency, industrial propel tv 
could be as good a cover for it, or perhaps it would be better cover for it 
than gold itself 

Dr Tup We do not agree Goods and raw produce cither sold or on 
their way to the market can be used as cover 

Lala Harhshcn Lai It means that the Keservo Bank you propose may 
enlarge the cuiiency against bills for goods at various stages of manufacture, 
completely manufactured or rau 

Dr Tup Yes, only as fai as the goods are produced and are on their 
way to the market 

Lala Harhshcn Lai The sugar cane railed say 40 miles away from 
the country will not be a good security for bills, but the cane when it is 
crushed and turned into sugar would be 

Dr. Trip Yes 

Lala Haihshcn Lai Then you do not take raw materials Os good trade 
bills’ 

Dr Trip Jso That is too far away from the sale 

Lala Harhshcn Lai But raw materials warehoused and sold say 8 or 4 
months after as such you do consider as good bills’ 

Dr ' Trip Yes 

Lala Harhshcn Lai But if that raw material leaves the waiehouse and 
travels to the factory and then gets to the factorw godowns, that ceases to 
be a good bill? 

Dr Trip That of course, is a question of the credit of the factory. 
If the factor V buys raw material 
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mdustries has jnore.ised much moie -vvithm the last half a centms ihan 
before It is this income from industries that has highly influenced the 
money maikets of those countnes 

Dr Trip With regard to the money market, you mean that industiial 
'development is the foundation for the improvement of the money market^ 

Lala HarKtshen Lai Our difficulty is — ^whether it is reflected through 
the money market or through banks or through any other agency — ^that we 
are short of money and money is dear Even the money that is tiheie is 
not orgamsed and is theiefoie irregulai While you have been dealing with 
<one aspect 

Dr Trip I have taken the position of this country as it is 

Lala Hai Kislien Lai Quite so, but that would mean that the difficulties 
I have described are not leviewed in this paper, and that it only deals with 
the method by which it could bnng its resources into one pool and go as 
fai as it can go with the resources it has at its disposal Is it not so*’ 

Dr Trip Yes 

Lala HarLtslien Lai Would you be prepared to consider at a latei stage ' 
the shoitness of money which is due to smallness of income^ 

Dr Trip I think it is not within the puiview' of banking It is con- 
cerned with the economic development of the country, and I had not the 
impression that we came here to advise on the economic development of 
the countiy 

Lala Harlx-tblun Lai When we fiamed the questionnaire we talked not 
only of the money market, but we talked of industrial finance, expansion 
of banking m India with a view to meeting the requnements of foreign 
trade, internal trade and so on It was said the last time we met that 
foreign money intioduced in a certain fashion at a certain stage might to 
some extent help us When foieign money begins to come m very freely, it 
Will affect our money market also At the same time if we have no othei 
way of bringing more grist to the mill w'e must bring foreign gram and 
gnnd it 

Dr Trip I q iiie see the point 

Lala HarKishcn Lai Therefoio, so far as some members at any' rate 
are concerned, we had in our mind not only regulation but moie and more 
deposits to make money available for our industries But that has not 
passed in youi mind 

Dr Trip No It is of course desirable for this country to get foreign 
money or money that can be earned m this country by economic develop- 
ment But it 18 outside the purview of the money market Money market 
IS in the first place a question of organisation and gathenng of the amounts 
that are available 

Lala> HarKishen Lal^ When we think of the money market we thick 
of the money market of the whole country, not only of Calcutta and 
Bombay, and I asked you whether you would have more money maikets 
in India than two If we understand that your paper deals only with the 
present lesources and not others, our questions will he more limited than 
otherwise 

Di Ti ip I cannot see how it is possible to write a paper on the money 
market m a country when you bnng m the w’hole economic development 
of the countiy It is a thing, m my opinion quite apart from the monry 
market 
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Lala Harktshen Lai You would shut these bills out from the money 
market or the Reserve Bank'’ 

Di Trip I would shut them out trom the Reserve Bank 

Lala Harkishen Lai Otherwise you would not shutj them out from 
the money maiket lo deal with them with the resources other than the 
currency resources? 

Dr Tup No 

Lala Harktshen Lai Even then would you have any hesitation in re- 
cogmsmg a 9 months’ bill as a good bill, provided it is a trade bill and is 
supported by the goods in the warehouse of the factory? 

Dr Trip Well 1 should say, geneially speaking, the currency of 
the bill IS too long, but I quite perceive that under the circumstances that 
prevail in this country rt would be an attractive investment foi commcrcal 
banks 

Lala Harkishen Lai Quite so Now you say that the Reseiwe Bank 
should be given the oppoidunity of m.ikiug loans and advances on *he 
security of movable goods, w'aies and merchandise, 'besides warehouse war- 
rants and warehouse receipts lepresenting the same In that vou do not 
say 90 days but so far os the Indian wnrehousiiig and Indian movements 
of our goods aic concerned, they \vill not ahvays take 3 months There- 
fore under that lecommendation, the Reserve Bank would be entitled to 
advance moiuw cii those seeunties foi peiiods longoi than 90 dars'’ 

Dr Tup Well I should not like them to give credit on piiiiciple 
for a longer time than 90 days, but I would empow'er the management of 
the Reserve Bank to extend the period if thev see no objection to that 
with regard to the home position 

Lala Haikishcn Lai Supposing they do not extend what is a man to 
do^ 

Dr Trip I do not say that the Reserve Bank w'ould acfc in such a 
way, that the owner of the goods w'o'uld all of a sudden be placed in a diflfi- 
ealt position, but the right of the Reseiwe Bank not to extend must remain 
unimpaired 

Lala Harktshen Lai Since we. are building an institution why should 
we not build a rational institution, why should not we, if we are \. anting 
a Reserve Bank ilso utihse it for this, purpose ’ Why not be honest and 
straightforward and less conventional ^ Why should not we sav that 
^aegording to the requirements of the country the stocks have to be "Sept 
90 days or if they have to be kept for 9 months, bills should be for 9 months 
Because others are not issuing bills, there is no reason why we must 
not either , 

Di Trip I would leave it to the opinion and decision of the 
Central Bank authorities The first thing to be done by a Reserve Bank 
IS to keep its position liquid and apart from that I should be in favour 
of leaving the decision to the Reserve Bank' ' 

Lala Hatkislicn Lai You see m this country there is a great suspicron 
agarnst the adnnmsti atron of authorities The suspicion against legis- 
lation IS not <50 much as against ndminisfiafion And therefoie India, 
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Lola Haikishen Lai Wh'^ I am aslang is this In England, especially 
m Lancashue, the cotton is delivered to the mills fxom day to day but in 
this countij the cotton has to be stored foi 9 months, especially up counti\, 
not Bomba-^ In Bombay peihaps the\f get 3 days’ supply, oi 4 days’ 
SLipph sometimes nioie, but up eounay the cotton has to be stored for 
8 oi 0 months to noih the mill foi the whole y^eai Would that cotton m 
the Avaiehouso of the factor'^ be a good security for bills which may oven- 
tualh bo icdiscounted oi discounted by' the Ecseive Bank^ 

Di Tnp Well 1 should say prefeiably not I think we must 
Iiave saleable goods W^heu a bill is diaw'n on the factory foi the cotton 
purchased b^ it and the financial position of the factory' is sound, then 
it miglit be a bill which is quite all light 

Lala Haihishen Lai I am asking this question because at a latei stage 
you do state that jou do not consider any bills foi a longer period than 80 
<lays The bills aie to represent the condition of tiade and commerce in 
a eountiy, not that there should be a universal rule 

Di Tup I should say that would be bills in the first place to 
be taken by the commercial banks, because I attach the greatest value 
to the Eeser-ve Banks being liquid institutions so that they have oppor- 
tunity of lestiictmg or extending then currency within a short period, and 
J think, generally speaking a period of 8 or 9 months is too long 

Lala Harltshcn Lai Quite so But sometimes old seasoned wines are 
much better for use 

Di Tnp That is not so with regard to money 

Lala Hailislien Lai The system of trade and especially of industries 
m some countries really depends on the division of labour In England, 
for example one gatheis this — that the cotton is contracted for but is 
oivned and kept m the warehouse by one party Then it moves to the 
factory, two days before it is really used Well it then becomes yarn m 
the mill say m 3 or 4 days As soon as it is made yarn it goes to another 
mill, the weaving mill From the weaving mill perhaps it takes a week 
Then it shifts to th-e shippers’ godown and so on Therefore the property 
of the goods there is for a very short time, because the industry is not 
^ eally consolidated in the way that it is done in India In India you have 
to buy cotton upcountry during the season, stock it m your own mib, use 
it gradually from day to day and when the yam is made it has to be woven 
in the same place, has to be dyed m the same place, and sold from the same 
place So that the raw material that comes into an Indian mill takes 
sometimes 6 w eeks , perhaps, that is the shortest time m a cotton mill, and 
sometimes it takes 10 months, which is the longest That is the way that 
the mills work heie Now the question comes m whether the rroney 
market of India should not recognise these features of the industry as they 
are rather tlian on something ideal which does not exist m this ooia'^i’y 
but exists m other countries , that also, as far as I know' only m England 
Tn othei countries T don’t think the division is so veiv sharp as I ha\e 
described in Lancashire 

Dr Tnv We discussed that question with legaid to mdustiial 
finance of the mills, they ought to have then normal working capital them- 
selves so that they need not depend on banks, and certainly not on the 
Keserve Bank 

7 2 
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Lola Haihslun Lai Theiofoie aou said in regard to becuiitj— I am 
thinking of time also — that tlie special conditions of India may require 
the Eeseive Bank to deal in secunlies which in othei places they do not 
I am asking, Mould the Beseive Bank be entitled in matters of time also 
to suit the requirements of the countr\ lathei than some ideal time fixed 

Di Tup In principle 1 quite agiee Muth you, but J think that 
especially in the initial peiiod of the M'orking of the Central Institution, 
I should like to be veiy cautious and veiy prudent, and I think the 
fiist aim ought to be to make that institution as liquid as possible, and 
to keep it as liquid as possible md to concentiate its stienglh during 
the hist \ea's M'hen the piactice is to be made, on helping in tiding ovei 
the periods of sliingenc’^ That is the pimcipal aim 

Lala Haihshcn Lai PeiJectl} tiiie But what is passing m my 
mind is about ^-Iie liquidity — liquidity is not only water, there aie thick 
liquids and thin liquids and there aie liquids mIucIi do not lose then 
utility, 01 lose then medical oi other pio^ities by keeping Therefore, 
my vieM is that the ludusliial bills supported by goods ivill not work on 
3 months’ basis in this countiy unless something veiy extraordinary 
happens Therefoie M^e ought lo say that the question of time of 90 days 
IS not suitable in all cases in India 

Dr Tup No 

Lala Harlushon Lai And theiefoie the tune limits of the bills should 
be difteient according to the lequuements of each case Of course in 
Bombay it may be possible to work the 3 months’ bills, but not up- 
countiy In the same wiy 1 do not know about jutc 

Mr Khaifan The mills in Calcutta usually stock about 9 to 12 mouths 
consumption ot ]ute 

Lala Haikishcn Lai ell, now the two biggest industries of the 
countiv aie jute and cotton and so far as cotton is concerned, I have 
personal experience So far as jute is concerned Mr Ixhaitan has given 
us the information required So far as the Beseive Bank and the bills 
are concerned unless the time is fixed at a longer period than 3 months^ 
lilt Be3er^e Bank will be of no seiMCe to these industries 

jDj T)ip 1 must sav 1 do not quite understand your point 1 should 
lia\e no objetLion against the time of the bills being left within certain 
limits to the decision of the Central Bank authorities When I say that, 
then \ou say ‘my mind iS full of suspicion against the authorities’ 

Lala Hailishca Lai At one tunc I dealt with the Bank of Bengal 
They advanced me money The bills w'ere renew'ed One day I got a 
letter from the Agent at Lahoie to go and see him, and he said he wanted 
to close this account Six months had not passed Within a week or 
10 da^s I paid the mnnev But at the same time another man may not 
have been in a position to do that Then what is to be done? 

D) Tup 1 c.innot tell you what is to be done m every' individual case 

Lala Harkishen Lai Since then I have not dealt with the Bank of 
Bengal for that reason 
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situated at present is less likely to agree to anything which is left to 
administrative discretion of the authonties lather than to legislation 
Things might change but that is another matter 

Di Tup 1 can only say with legaid to that that one has to 
make his choice When you want to make all the provisions with regard 
to the Eeseive Bank very strict, then it is impossible in my opinion, to 
create a Eeseive Bank in the country 

Lala Haihisheu Lai That may be But the question is that you say 
that we ought to recommend straightwaj that there should be a Eeserve 
Bank, and that this mstitution shall be free from political influence 
We will talli of political influence later But when you say that we 
should straightway ask for an institution and with my mind full of 
susiiieion that the administration of the Eeserve Bank, placed in the 
hands of authorities appointed by the Government, would not be really 
3. very fair administration, how can I really vote for it unless I know 
that they would not be able to do mischief^ 

Di Trip Then you would come to the conclusion that this country 
IS not iipe foi a Eeseive Bank 

Lala Haihbhcn Lai My mind is full of suspicion and therefore I 
haven’t made up my mind, but if I find that my suspicions are removed, 
then I might vote foi it 

Dr Tup That depends on the mentality of the country It is not a 
banking matter 

Lala Ilailislicn, Lai It is banking in this that banlung is not 
what may be called an abstruse science but a physical science The 
sa ne proposition is true everywhere and at every time Bor the economic 
and social science, locality, history and the time are 3 additional factors 
in arriving at any deduction from social factors, while m physical science, 
these 3 lactors are absent We are not dealing with banking as a physical 
science, or as a natural science We have dealt with it as an economic 
science and therefore these 3 factors, locality, history and the time, have 
to be taken into consideration, and if you take these 3 factors mto con- 
sideration, you would not call me a very hesitating man — ^my suspicions 
ought to be respected m reallv building up an institution of the type of 
Eeseive Bank 

Di Tup I can only say one thing, and that is that you have to 
flake it or leave it and if you are convinced that the mentality of this 
country and all the circumstances that prevail in this country make it 
rmdesirable to start a Eeserve Bank, then you have to leave it 

Lain Hailishen Lai Are 'all the Central Banks that now exist, on 
exactly the same principles? 

£),i , No 

Lala liarlishen Lai Wh> should not the principles underlying our 
Eeserve Bank not be m accoidance with the requirements of the country 
rather tnan an ideal imported from somewhere else^ 

Di Trip I think that is the line on which I argued I tried 
to make a pioposal which would bring the Eeserve Bank more in contact 
with the circumstances pi evading in the country 
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Lala Harhishen Lai Sc fax as I can see, banking facilities are the 
money facilities of short or long term requirements and we want to 
increase those and one method suggested is by the cieation of bills and 
if you curtail the functions of the Eeserve Bank by allowing only bills 
of 3 months’ duration, then really the very object of having the Eeserve 
Bank will be frustrated So what I say is that no restriction should be 
placed on the Eeserve Bank but it should be asked to take bills of longer 
duration 

Dr. Trip On pimciple I would have no objection to make the bill in 
this respect more elastic, but you must realise that discretion should 
■be vested in the management of the Eeserve Bank whether they thmk 
it advisable to accept bills of longer duration or not 

Lala Haikishen Lai So far as I am concerned, personallj^ I Avould 
not give any discretion to any authority Simply, a law, when it is 
enacted, must be followed to the strict letter^ 

Dr Tup I do not agree at all 

Lala Hailxibhen Lai My ow'ii -view is, taking the conditions as w'e 
see in this countrv today and liow Government applies its principles, this 
discretion should not be given The present political situation in the 
country would not hare arisen but lor the discretion rested m the autho- 
rities rrhicli has invariably been mis-uscd or bndlv used 
( Di Tup 1 cannot say 

' Lala Uarltshcn Lai I do not rvant rou to sa'^ anything of the sort 
at all That is loi us to say I rvould agree to a law only when no 
diseietionaiy porveis are permitted 

' Dr Tup Then rou could uevei make a law In any case, when, the 
Eeserve Bank starts its work 1 think it should lestiiet its operations to 
accepting only 3 months’ bills, but after a ferv years of practical expenence 
it should be possible latei to extend the period according to the special 
circumstances that might exist in this country 

Lala Haihtshen Lai Then rvould you, in times of stnngeney, place 
any limit on the issue of its cuiiency, say Es 12 croies, Es 15 cioies or 
Es 20 cioies, 01 m other rroids would rou place any restriction on ita 
powers of expansion of the cuiiency’’ 

Di Tup 'T rroiild not place any limit at all 

Lala Harluphen Lai Then supposing we leave things as they are 
and if the currency authorities accept this pimciple of having np limit on 
the expansion of the cuiiencv placed, then the result rvould be the same 
as that ■you contemplate when a Eeserve Bank is established^ 

Di Tup No Horv could the Government expand the cuiiency? 

Lala Hailushcn Lai If the Es 12 eioies limit is removed, then of 
course the situation would be exactly the same rvhether the authorities 
are the Eeseive Bank or the Cuiiency office 

Di Trip Ko, because the cuiiencj' office cannot take the place 
of the Eeseire Bank, because the former cannot understand the credit 
position of the country 

Lala Haihshcn Lai Neither har-o they the eyes nor the ears Is that 
not what jou mean^ 
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D). Tup It IS all a question of the decision of the Eeserve Bank with 
legard to the policj- of the Eeserve Banlc authority Tlieie maj be 
cases when the Eeserve Bank is absolutely not m a position to help 
these cases 

Lala Haikishen Lai I and many othei people aie full of suspicion ' 
with regaid to the administrative diseietion of the authoiities of this 
countiy, and that statement will be supported by most of us, if not by 
all, and outside by a very laige number of people, traders and so on 
Well, if that be the case, would you lather not have a Eeserve Bank 
or have a Eeserve Banlv whose rules and other things ought to fit accord- 
ing to the lequiiements of the countiy’ 

Di Trip aSTo, m'y opinion still is, aftei youi enlightenment w'lth 
regaid to the mentality and suspicions m this country^, that even apart 
fiom the financing of cotton and ]ute bills the Eeserve Bank could do 
lery good w'ork in this eountij^ and could make its influence felt on the 
rate of interest, specially in the busy season If you have a bill of 
9 months, jt is not necessary to discount the bill fiom the beginning, but 
you can do so if the bill hqs run foi 6 months You can never expect 
a Eesei’ie Bank to go on prolonging the bills and lenewung bills 

Lala HarLishcn Lai I do not say the Eeseive Bank would go on 
What I said is that I have my bill of 9 months on my bank My bank 
advances me money My bank then wants accommodation on that bill 
for various reasons and according to you that bill must be kept with my 
banker for 6 months, and at the end of 6 months only it could rediscount 
with the Eeserve Bank 

Dt Trip I' can only repeat that I can see no objection to leaving that 
within certain limits to the discietion of the Eeserve Bank Do you think 
it conceivable that a pionsion would be put in, that the Eeseri-e Bank 
should be obliged to accept bills of longer duration, such as 9 months and 
so on’ 

Lala HnilvisJien Lai What I say is that the idea of having only 3 
months’ bills is wnong when the tenuie of industrial bills may be 6 or 
9 months or even more 

Di Tiip I cannot say that 

Lala Haihishen Lai If we staib a Eeserve Bank which does not meet 
the requirements of the country and its trade as it is earned on, then 
there is no use of that Eeserve Bank Is that not so’ 

Mi Guirie The point is that for purposes of re-discounting hills 'with 
the Eeserve Bank, 3 months’ bills would be more suitable, as the Eeserve 
Bank when it lediscounts a bill automatically makes it a security against 
the issue of its currency Therefore, to that extent it increases the cur- 
rency of the country and we all know that the Eeserve Bank cannot 
go on expanding its currenev indefimtely 

Lala Haihshcn Lai At the same time, the Eeseive Bank is intended 
to foster big industiies as well, such as cotton and jute 

Mr Currie The pomt is that the Eeserve Bank must own only self- 
liquidating bills of short duration in order to be in a position to curtail 
its issue of curcncy if necessary 
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Dt Trip Because, the wiong combination exists only in the case of 
the Imperial Bank and not in the case of the other piivate commercial 
banks 

Lola ^Harlnshen Lai You have next dealt with t'^io matters One is 
that the Impel lal Bank has not the lesource or the courage to deal m 
international finance and the othoi is that its cash leseives are affected. 
These are two distinct matters 

Dt Trip Yes 

Lola HarUshen Lal How Mould the Eeseive Bank get into the inter- 
national market,*^ 

Dt Trip Bj its being alloMed to operate in the toieign exxhange 
market and its keeping strong leseives m gold and gold secuiities and 
foreign balances 

Lala Hmkishcu Lal So yoni point is that the Eeserve Bank while 
keeping Goi eminent balances Mill be peimitted to deal in foieign exchange 
while the Imperial Bank is not undei the piesent statute’ 

Dr Trip Yes 

Lala Harl.tshcii Lal Then it that existing statute is modified the 
Imperial Bank could deal in foieign exchange which means that theie 
will be no leal difference The restriction at piesent is by legislation and 
not created according to the will of the Imperial Bank or by the practice 
6f the bank If that legislative provision is ^emo^ed, then both the 
banks can do international business on the same lines Is that not your 
Tiew? 

Dr Trip But the international position of the monetary unit of the 
countiy would not be the concern of the Impenal Bank 

Lala Hailasheii Lal Supposing the existing restriction on the Imperial 
Banlc doing exchange business is lemoved by statute and the piivileges 
given to the Eeseive Bank aie also given to tlie Imperial Bank, then the\ 
Mill stand on the same ground Is it not’ 

Dr Trip No The Eeserve Bank will have to keep the value of the 
monetary unit within the limits of the gold points If only the restric- 
tion IS removed from the Imperial Bank, then they would have no obh- 
gation 

Lala Harhishen Lal But still so far as their resources go, they would 
be able to do it 

Dr Tiip Yes, but they will have no concern ,Muth the international 
position of the monetary unit 

Lala Harhishen Lal Do all the Cential Banks of the world ihave inter- 
national connections noM^’ 

Dr Trip i cdiuiot s.n that, but all good cential banks, perhaps with 
the exception of the Bank of Japan, where it is done by the Yokohama 
Specie Bank, have connection with the mternational position 

Lala Harhishen Lal What do you mean by good Central Banks’ I'' 
it your view that all banks that l/ave connections with the international 
position are good*’ 
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Dt Trip I myself have been m Government seivice and I can quite 
realise that Government cannot deal with all these matters, especially 
when there is a feeling that this policy ought to be freed fiom Government 
influence ^ 

Lala HarLishen Lai What I am asking is that we desiie to have 
more money m times of stimgency fiom the resources of the country 
The results," therefoie, would be the same whether I handled the currency 
or you did it, provided we. both followed the same policy and we had 
the eyes and ears Then of course the results would be the same Is 
that not so^ 

Dr. Trip Tes, of couise if the Government could manage it as w'eU as 
a Beseive Bank then it will be all light, but I deny that the Government 
can do it as w^ell as the Reserve Bank 

Lala Harktshen Lai Heie, on the othei hand the Government assert 
that they" can manage everything much better than any other private or 
other agency 

i 

Di Trip That is not so 

Lula Harhishcn Lai 1 quite agiee with you Government ims- 
manages things ail the more I am veiy glad to have that opinion from 
you Coming now to the position of the Impeiial Bank, I understand 
youi view is to remove one function and put in anothei That is, it should 
cease to be a Government bank and instead it should be asked to perform 
the exchange function Theiefore the numbei of functions will remain 
the same How would this then become a pure-blooded institution in 
contiast to its present hybnd position’ , 

Di Tup Dealing in foieign exchange is quite a different thing from 
'dealing with Government funds , , 

Lala Hailcibhcn Lai We hare been discussing commercial banks and 
industiial banks and if has been said that the commercial banks should 
not be industrial banks Theiefoie, would you call any institution dealmg 
in commeicial finance and any" other finance a hybrid institution’ That 
was the view taken by Di Jeidels during the first three days of our 
discussions w"hcn he was fighting foi pure-blooded institutions Then I 
ask, if you recommend several functions in the case of the Imperial Bank, 
W"hy not allow the same pnnciple to other banks as well’ 

Dr Trip That depends on the functions performed by the bank 

Lala Harktshen Lai To my" mind the present hybrid , position is not 
any w"orse than the position of the puie- blooded one proposed by you 

Di Trip I c.mnot agiee to that It depends on the charactei, the 
constitution and the soundness ot the Bank 

Lala Harltishen Lai I am not questionmg the soundness oi otherwise 
It IS the complexity oi the mixture of functions that is really the ques- 
tion here 

Di Trip But the complexity" of functions lint aie now placed on the 
Impeiial Bank is a wrong combination 

Lala Harkishen Lai When you aie tiying to put the right combina- 
tion on the Imperial Bank, I ask why not apply the same piineiple on 
other banks 
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Dr Trip No It would only have to take caie of the cuiiency notes 
plus the 40 crores It would not have lesponsibihty for the whole silver 
position 

Laid, Harkishen Lai I should like to understand how the currency is 
177 crores to-day^ 

Dr Trip It was on the 31st March 1930 

Lala Harkishen Lai You mean the cuirency notes m circulation on 
the 31sB March 1930 were 177 ciores*^ 

Dr Trip Yes 

Lala Harkishen Lai And if the silver was passed on to the currency, 
Ihev can issue another 40 crores Is that the meaning of it*^ 

Dr. Trip No Thej would have to keep under the Bill a maximum of 
95 crores of silver during the first three years 

Lala Harkishen Lai We are thmlring of the total resources 

Dr Tnp The total liabilities that ought to be covered up to a Tnimmum 
of 40 per cent, by gold and gold securities 

Lala Harkishen Lai The liability of the Beseive Bank oi Currency 
Jnstitution IS to the extent it holds securities 

Dr Trip No The liabilities are the notes plus 40 crores 

Lala Hailishcn Lai It comes to the same thing, the notes have to be 
secured by some cover 

Dr Trip The notes and the 40 crores 

Lala Harkishen Lai If the cover is sufficient, then the notes are in 
circulation You call one liability, the other assets It is the same 
figure 9 

Dr Trip It is not the same figure 

Lala Harkishen Lai I am only talking of curiency You say that 
according to the Bill the liability on 31st March 1930 would have been 217 
crores I call it resources It comes to the same thing 

Dr Trip This is the special figure of liabilities under the Act that 
ought to be covered by gold and gold “securities” up to a minimum of 
40 per cent 

Chairman He is simpl-y refeiiing to section 32 of the old Bill, Lala 
Harkishen Lai 

, Lala Harkishen Lai I want to understand what difference it really 
msflies under the new law and under the old law If it was 217 imder 
the old law, it ought to be 217 under the present law so far as the Currency 
Department is concerned^ I want to understand how the change would 
be better than under the present system ^ 

Dr Tnp The Eeserve Bank would be in a position to issue 
emergency currency to an extent of 53^ crores 

Lala Harkishen Lai That means that under the condrtions of the 
.Eeserve Bank as proposed, the cover would be reduced 

Dr Trip Not with regard to the present position 

Lala Harkishen Lai If the limit of 12 crores was removed, then the 
present currency, so far as quantity is concerned, would be in the same 
position as imder section 32 of the proposed Bill^ 
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Dr Trip A well equipped Reserve Bank would not be out of toucb 
with the international position 

Lola HarhisJien Lai In an-y case, it is not one of the conditions which 
may be said to be sine qua non Is that not so^ 

Dr Trip I cannot say 

Lala Harhishen Lai You say that “it (the Imperial Bank) does not pei- 
ioim the task of a Reserve Bank Being primarily and mainly a com- 
mercial bank and having no responsibility for the supply of currency, it 
has no inducement to carry such strong cash reserves duimg the slack 
season that it is in a position to tide over stimgencv of money during the 
busy season without undulj- laismg the bank rate” You said a little 
while ago that even the Reserve Bank would go to the extent of limiting 
bills according to the cucumstances of the time That means that it 
would issue currcncv onU to the extent that it thinks piudent*’ 

Dr Trip Of course 

'Lala Haihislicn Lai Would not that piudence and the piudenee of the 
Imperial Bank stand on the same leveP 

Dr Trip No, it is not the task of the Impeiial Bank to cairy such 
strong reserves to tide over the stiingency of money during the busy season 

Lala Harhishen Lai The task of the Reserve Bank vould be simply 
to use prudence‘s 

Dr Trip To help the country 

Lala Harhishen Lai Therefoie if the Imperial Bank also became inu- 
dent, do you not think the results v ould be the same ^ 

Dr Trip It cannot be asked foi fiom the Imperial Bank 

Lala Harhishen Lai Is it youi viev that the Imperial Bank is such an 
institution that it cannot be prudent*’ 

Dr Trip No 

Lala Harhishen Lai Why do 3'ou say that the same lesults cannot be 
obtained^ 

Di Trip Because the Imperial Bank is a commercial bank and it has- 
tr cater to the benefits of the share -hold eis of the Bank 

Lala Harhishen Lai But if the same action is taken, would not the 
results be the same^ 

Dr Trip If you made the Imperial Bank a Reserve Bank with all the 
consequences — and m mj'^ opinion all the detrimental consequences — ^that 
would follow, then theie would be a Rcseixe Bank and not anv longer an. 
Imperial Bank 

Lala Harhishen Lai You say “By way of illustration it may be men- 
tioned that on the 31st March 1930 the liabilities of the Reserve Bank 
under the Bill of 1928 ivould have been about 217 crores ’ Would vou 
kindly explain how you worked out this figure^ 

Dr Trip There were at that date cuirenc) notes to the amount of 
177 crores, and then, according to the bill 40 crores must be added witb 
regard to the silver position 

Lala Harhishen Lai In other words, it means that the Reserve Bank 
under the Bill of 1928 would have the same position as the Currency 'De- 
partment has to-day’ 
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This recommendation of jouis is perhaps excellent in the opinion of some, 
but I should like to know whether it is join recommendation oi whether 
you considei it as oui duty^ 

Di Trip 111 the first place, it is oui lecommendation, and secondlj, I 
cannot see that a banking enquitv of this size and impoitance could be 
dealt with without touching upon the subject of the Eeserve Bank 

Lola Haikishen Lai But we have to consider how we have mteipiet- 
ed it all along, because we have taken no evidence on the sub]ect As a 
matter of fact, T have not read this Bill and T have nov taken pains on the 
question of the Reserve Bank as T have on the othei sub3ects I should 
like to understand the nords “should be fiee from political influence” 
What IS the political mfluonce in vour country which you would tiy to 
avoid m the mattei of the Central Bank^ 

Dt Trip The influence of Paihament speciallv 

Lala 'Haikishen Lai The influence of Parliament as a whole or of party 
politics ^ 

Di Trip As a w^hole 

Lala Harhishen Lai That means that some day the Parliament may 
unanimously pass a measure which is not leallv in the interests of the 
•country 

Dr Trip That is conceivable 

Lala Haihishen Lai You can conceive your Paihament to be so consti- 
tuted that they would go entirely against the interests of the countiy in the 
matter of Banking‘s 

Dr Trip Yes certainly I am even of the opinion that when they 
deal with such matters, it wall generally be to the detriment of the country 

Lala Harhishen Lai I am not used to Parliamentary Government and 
therefore, I have to understand it I understand paity politics, but I can- 
not understand the unanimity of politics 

Di Trip It is always done by majority 

Lala Harhishen Lai Majority means party politics*’ 

Dr Trip Generally, but not always 

Lala Harhishen Lai I quite understand that the Eeserve Bank should 
be free from party politics, but I do noti understand that it should be in- 
dependent of a unanimous voting of a Parhament 

Dr Trip Let me give you an example If the Bank of England put 
up their rates, say from 5 to 6 per cent and if there weie a unanimous 
vote of Parliament that they consider that to be detrimental to the countiy, 
the Bank w'ould simply ignore it and they would be entitled to raise it 
the next day to 7 per cent I call that free from the influence of Parh- 
ment 

Lala Harhishen Lai That means not legislative influence, but ad- 
ministrative influence bv resolution 

Dt Trip But there is no influence even on the appointment of the ' 
management 

Lala Harhishen Lai That is administrative 

Di Trip Not only administrative bub also on the policy of the bank 
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Dr Trip We come back to the same question, 

Lala Hailishcn Lai The pievious discussion was with regard to 
quality, this is with regard to quantity 

Dr Tup If Goveinment kept co\ei in both gold and gold secunties up 
to 50 per cent ' 

Lala HarUslicn Lai If the cunencj legislation adopted to-day sec- 
tion 32 also as proposed in the Bill, it would make no difference*? 

Dr Trip It would of course make a difference, not with regard to the 
ligures, but with regard to the whole policy 

Lala Harhshcn Lai I am only asking about the figures Suppose the 
ineasiue pioposed in section 32 of the Bill is also accepted as the currency 
policy of the counti\ , the results uould be the same so far as quantity is 
concerned ^ 

Dr Tnp As fai as the figruies aie concerned, \es but not with re- 
gard to the situation 

t Lala Harlashen Lai l\Iy question is If the Imperial Bank is given the 
charge of cuirency and section 32 is enacted as proposed in favoui of the 
Imperial Bank, iiould not the results be tbe samet*? , 

Dr Trip The results would be the same m so far that the emergency 
currency would be greater than it is now 

Lala ^Harhsheii Lai It is not the Beseivc Bank, but section 32 which, 
would enable the Imperial Bank to have a larger currency 

Dr Tnp It changes the whole position You can only talk about the 
figures, but I must say that the figures are not the decisive factor 

Lala Harhhlieii Lai T am asking this question from two points of 
view, firstly to help ourselves secondly from the point of view whether 
you want us to pass the Bill You want us to recommend a Beserve 
Bank to be created, section by section as pioposed m the Bill, and if you 
want a Bcser\e Bank to be built exactly on that Bill, then your state- 
ment requires modification 

Dr Trip The statement only refers to the recommendation of the 
principle The nrmciple is that we advise that as soon as possible and feasi- 
ble, a Beserve Bank should be started 

Lala Harhishcn Lai So far as section 32 is concerned you recommend 
its adoption as it is^* 

Dr Trip Yes 

Lala HarJashen Lai You lefer m your memorandum to the follow- 
ing — “W'e think it one of the principal duties of the Central Banking 
Enquiry Committee to recommend that a Beserve Bank should be estab- 
lished m India as soon as possible and that this institution should be free 
from political influence” So far as our enquiry and discussions have 
fioceeded, we have not adopted that as our principal duty 

Dr Tnp We only think it a duty 

Lala Hailcislien Lai We have been discussing w’^hether we have to 
consider the establishment of a Beserve Bank or not and the interpretation 
put On the reference marie to us has been vanous, and not very definite 
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Lola Harhshen Lai How would you Iceep an institution created by 
Jaw, a political institution like the Legislative Council or Parliament, 
aw a} from its own influence’ If the Beserve Banlc is constituted by 
law, the Legislative Power has natmally the light of modifymg the Act 
^YI^at steps i\ould \ou take to keep it aw'av fiom political influence’ 

Dr Trip This is piactically a lecommendation that Parliament should 
kcc]i aw a'', from interfering with the policy of the Beserve Lank or wuth 
the coustiiution of the management of the Beserve Bank, because all coun- 
tru's Ih.re undei stood that it is dangeious for political influence to inter- 
fere with the policy of the Beserve Bank and therefore, safeguards ought 
to be created 

Lola 'Harhshen Lai Take the Bank of Prance Within the last ten 
3 ears, how much hubbub has not been created b\ Government interfering 
with thu policy of the Bank of Prance*’ 

Di Trip I w'ould advise j-oumot to refer to circumstance^ which are 
ninte 'ibiioimal That was of course a case of emergency during the 
War Wo ue talkmr; of normal circumstances Yon will find in most 
eountiies and especialh in inr conntrr , that the Beseiwe Bank is in- 
dependent 

Lola Haihishcn Lai Then vou would sav ‘should be fiee from political 
influence except undei w'ar contingencies’ 

Di Trip I think it w'ould be better rn war conditions if even then 
tliere were no influence Thrt has proved practical)> impossible and 
therefore we need not make that exception 

Lala Hailiishcn Lai AA^hether we sa^ it or not, is it your opinion that 
during w^ar time, or similar circumstances as w'ar tins political influence 
might have a fiee play’ 

Dr Trip I would not call that political influence, but absolute neces- 
sities of the country 

Lala Haihshcn Lai AAiu fuither sai that in legaid to the first task 
the provisions of the Bill may be deemed satisfactory You want to give 
the opinion that so far as the Bill stands, its provisions within the limits 
stated aie quite satisfactori 

Di Trip Ates 

Lala Harhshen Lai I don t think >011 w'lll permit me, Mr Chairman, 
to discuss the Bill wnth him 

Chairman If -you want to do so, you will have to take it up later 
nn 

Di Tiip^ We have proceeded on the pimciple that if there weie no 
ical obiections to the Bill we should rather not touch it There are, of 
course, 'lome provisions in the Bill in regard to wdiich we can make some 
mmarks and to which wc can raise objection, but we want to avoid it as 
much as possible 

Chanmari That being so, it is better to discuss the points raised m 
ns papei because Dr Tiip sajs he and his colleagues mav not agiee in 
legard to even provision m the Bill and he would prefer not to discuss 
even provision m the Bill with our Committee 
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Lala Harlctshcn Lai Policy is fixed by administration provided it as 
■W’thin tbe four coiners of legislation, otheiwise there is no method for 
changing legislation or impioving it which has to be done lay Parliament 
If we pass an Act to-day and want to amend it, the Parliament does it 

Dr Trip The Legislative Power does it and nobody denies that this 
Power could change a piivate Central bank into a State Bank 

Lala Harkishen Lai When you talk of political influence, you do not 
mean legislative mfltience, but only of administiative influence 

Dr Tup The influence on the management and the policy of the bant 

Lala Hailushcn Lai Theiefoie, 3’^ou would leave the highei grade 
appointments on the administrative side of a bank out of the hands of the 
Government of the day'’ 

D/ Trip hTo, it need noi be the ease In oui countiv the Governor 
of the Cential Bank is appointed bv the Government, but not on the re- 
commendation of Parliament 

Ohaiiman Is Government there not responsible to Parliament 

Dr Trip Yes, but then theie is in the Act that the appointment has 
to be made by the Government, w'hilst moreovei the Government has to 
decide whether then want to act up to the decision of Pailiament 01 not 
They need not accept the decision of Parliament, they can resign If 
r*ar]iament weie to ^ote that a particular individual should be appointed 
Go'veinoi of the Cential Bank, that vote w'ould ceitoinly not be followed 
b\ Government 

V 

Chairman Suiely in (Holland, and also in England, Government re- 
presents that section of Parliament which can by itself 01 wuth the help of 
ether groups command a maioiitv'’ 

Dr. Trip Theie is no Pailiamentaiy ma]onty at present in our country, 
but even apart from that, there can be a conflict between the Govern- 
ment and the party 01 parties on which it lehes m Parliament 

Chairman But is it not the essence of the constitution of your Gov- 
ernment that for all its actions the Executive is responsible to Parliament? 

Dr. Trip Besponsible; but they need not follow the commands of the 
Parliament 

Lala Harkishen Lad The Parliament w'oiks through several methods, 
one method is by legislation, another by lesolution If previous legis- 
lation has arisen from Parliament, they pass a resolution and it would 
have the force of law Eor example, there ma}’^ be some provision that 
certain papers may be laid on the table of Parliament and if they are not 
objected to wuthin a certain period, that becomes law But where this 
provision does not exist in the Eeform Act, even if the rules, etc , are 
placed on the table for a longer period, they do not becohie law’' If the 
legislation provides for that, then onlj’ it can be done So far as I can 
see, political influence cannot be excluded bj’’ law out of any institution 

Mr Khaiian I thought that if a certain resolution w’as passed, say, by 
the Pailiament of England against the will of Government, either the 
Government will have to give effect to the resolution carried by the Parlia- 
naent or if Parliament earned the resolution against w’-hich the Government 
voted, the cabinet will have to resign 

Chairman We are refemng to passing legislation by resolution 
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Lola Harlvishen Lai Whenever theie is a lefeience to the sections of 
the Bill I wiU leave it out 

Mr Jamal Mohamed I do not want this Committee to usurp ibe 
functions of any other Committee What I mean is that our enquiry 
cannot be entirely unconnected with the Besen'^e Bank Bill 

Chan man I have aheady admitted that 

Mr Jamal Mohamed Dr Trip said, if we aie going to take op the 
Beserve Bank Bill, there aie certain points on which he may have to say 
certain things which he wants to avoid I think it would be better if we 
informally have the benefit of their advice oi alternative suggestions If 
you feel that a ceitain point is outside oui terms of leference, that point 
can be passed over But where you feel that a point can be gone mto, you 
can allow it 

Chan man As regards points which relate to banking and in legaid to 
which they differ from the provisions of the BiU, they have not hesitate! 
to give their views in this paper 

Ml Jamal Mohamed Aie theie any other pomts to which they have 
not lefeiied here, but in regard to which they would give their opmion^ 

Dr Trip 1 say this to clear the position As a whole, and apart from 
the proposals in cur paper, we would adopt the Bill There may be some 
minor points with regard to which •ne should think it advisable to sugge'it 
slight modifications but if we had to vote on the Bill we Mould accept 
it provided the alterations proposed in our paper were accepted 

Ml Ramdas Pantulu Two points may anse for consideration by the 
Committee whether the Beserve Bank should be a State Bank or a Share- 
holders’ Bank, and whether it should have branches or it should operate 
as a single unit at one place 

Chan man The point whether the Bank should be a State Bank or a 
Shareholders Bank is within the puiwiew of this Committee, and I take it 
that Dr Tup will be peifectlv vnlhng to discuss that point The second 
point VIZ whether it should have branches or not, is also a banking pro 
position, and I would allow discussion on that pomt as well 

Mr Manu Suhedar I fully understand your ruling with regard to the 
regulation of discussions between our fnends and ourselves But j. 
"thought l\Ii Jamal Mohamed went further than that With regard to 
■discussions among ourselves it maj’- be that a section v^hich appears im- 
portant to one member may appear unimportant to another 

Chairman Mr Jamal Mohamed v'^as only referring to discussions with 
the expei"ts During the discussions among ourselves, on a question of 
that soi^t, I shall have to give my ruling when the time comes 

Lala Harhtshen Lai On what principle should the schedulmg of banks 
be done‘s 

Dr Tup I am not in favour of any schedules I "would leave it to 
the discretion of the Beserve Bank 

Lala Harltishen Lai You say that a list should not be attached tc the 
Bill 

Di Ti ip I am not much m favour of it 

Lala Haihishen Lai You -will leave it to the conductors of the Be- 
seive Bank. 
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Lala Harkishen Lai Quite so I am not at all conveisant with the 
provisions of the Bill to-day Tlieiefore if I pass over pomts ansmg out 
of the provisions of the BiU I shall have to come back to them 

Chairman We shall have to discuss it piobably among ourselves 

Du Tup If Lala Harkishen Lai discovers any provisions m the Bill 
which he thinks aie contiaiy to vhat I state in this memoiandum, or 
if aftei peiusmg the Bill he comes to the conclusion that vhat I state 
with legaid to it is not light, I am quite piepared to discuss such points 
with him 

Mr Khaitan Which Bill has been taken into eonsideiation by Dx. 
Tnp — the Bill which was introduced in 1928 oi the BiU as amended by 
the Joint Select Committee? 

Dr Tnp The Bill that was introduced by the Government in 1928 

Chairman Toui point is that if we find any piovision in the Bill which 
in any way clashes with the proposition placed befoie us b\ tlio c ]iei t 
they will be glad to discuss it with us, but they will rather piefei not to 
discuss eieiy item of the Bill because they may not be in agieement with 
each and eveiy item of that Bill 

Di Tnp Yes 

Lala Harkishen Lai I undeistand liis position all light It is not for 
me to saj'’ what I should do Whethei you rule the Bill out of considera- 
tion by this Committee, oi that it may be discussed amongst oui selves, 
01 that it may be discussed with Di Tnp up to a ceitain point and not 
fuithei — I am agieeable 

Chan man My position is this We have not been appointed to dis- 
cuss the Bill We cannot theiefore usurp the functions of anothei pio- 
perly constituted bod}^ But theie aie provisions in the Bill which moie 
01 less impinge on the lealm of banking and on oui Irerms of refeienco, 
and I should be quite willing to discuss them in the Committee Theie aie, 
for example, provisions m the Bill about currency which is outside our 
terms of refeience 

Lala Harkishen Lai I am leady to accept if you say that such and 
such section may be discussed and otheis not 

Chan man I am going to give mv ruling at the piesent moment moie 
m a general way because if I have to lay down we must not discuss section 
so and so, I shaU have to piepaie a summary t 

Mr Jamal Mohamecl I want to make a suggestion As legaids the 
Beseive Bank Bill, if the experts have any objection to ciiticise it, thev 
need not do so but if with legard to certain points they want to make 
alternative suggestions the 3 ’- may do so 

Chairman As a mattei of fact they have said in legard to certain 
matteis they do not agree with the piovisions of the Bill, and they have 
made their own suggestions At the same time, quite apait fiorn what 
I may call banlnng questions, there may be administrative, cniiency, or 
othei questions in that Bill, and as experts in banlnng they do not feel 
quite justified m ofPeiing any ciiticism on those sections of the Bill dealing 
with them I think my intei pretation is correct ° 

Di Trip Quite collect 

Chairman I think for the piesent vou might pioceed viith the d scus- 
sion with Dr Tnp on this paper 

Vol IV 2 A 
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Mr Illiaxtan Suppose some do not want facilities Unless Tiheie is a 
schedule oi a piOYision that the Eeserve Bank can call on any bank 
operating in the countiy to make these deposits, how is it to be done"' 
Supposing the Eeseive Baulc wanted contiol over a ceitain bankmg insti- 
tution foi the purpose of piotectmg the depositors, foi which purpose the 
provision was put rnto the Bril that banks operating m the country should 
deposit in the Eeseiwe Bank a certain percentage of then time and demand 
liabihties, a piovxsioii could perhaps be inserted in the Bill that the Eeserve 
Bank could call upon any bank operating in the countiy to make deposits 
if they wanted to continue banking business and that otherwise it will 
have to close its doors 

Chairman On another occasion you expressed the view that if the 
Eeserve Bank veie given the disci etionarj’- povei, any bank which 
was not put on its list of banks whose bills w'ould be accepted for redis- 
counting, would go out of business almost immediately 

D? Trip Of couise it w^ould be very detrimental to such a bank 

Chairman I undei stand that in your country if a particular bank does 
not get from the Central Bank rediscounting iacihties, that bank has very 
little prospect of doing business 

Dr Tup Yes Ot couise it depends on the kind of business that the 
bank does If a bank cannot get the facilities, one can be sure in our 
countiy that it is not a sound bank 

Lala Haihshen Lai If they want to make any bank unsound, they 
have simply to refuse 

Dr Trip It has not occurred in our country 

Sir Pui shotam dab Thahuidas Do I understand from your reply, to the 
last question put bj the Chau man, that in Holland the inclusion of a bank 
on the Eeseiwe Banlc list is looked upon as a certificate'’ 

Dr Tup I must tell vou this There is no official list There rs no 
publication The relation betw^een the Eeserve Bank and the commercial 
banks is not published, and nobody knows to what extent they get facili- 
ties 

Su PuTshoiamdas Thalmrdas But they may know that a particular 
bank can get facilities from the Eeserve X^ank 

Dr Tup Every bank can cany on its own business with its own 
money and own resources Then nobodv knows whether it goes to the 
Eeserve Banlc or not It need not have in all cases rediscounting facilities 
because the banks can go to the Eeseiwe Bank and borrow monei on 
securities they have 

Chairman Would it be known if a bank approached the Eeserve Bank 
and the Eeserve Bank refused it? 

Dr Trip Ho, I don’t think so 

Chanman Well, that materially modifies something you told us a few 
dars ago when we weie discussing with you the question of hcensing and 
vou said this would operate as a practical equivalent of licences You 
‘=aid the fact that the Central Bank m your country does not give redis- 
counting facilit es to a particular bank would operate as a deteiient to 
th'^t bank conducting business on a large scale But if it is not Incelj 
to oe Imorvn, how can it operate*^ 
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Dr Trip I can only say I do not doubt it that conductors of the 
IResein-e Bank will make a good choice 

Lala TIarhshcn Lai' How would you enable them to test the sound- 
ness of a banlc^ 

Di Tup They will make investigations and lead balance sheets 
They aviII do it on purely business principles 

Lala Haikisheii Lai Would you kindly enumerate these piincipJes^ 

Dr Tup It IS reiy difficult to do it m a general wav They wiU have 
to judge each ease on its merits, foi what applies to one case may not 
apply to another 

Lala Haikishcn Lai Pure discretion of the conductors^ May I ask 
one question’ We heard a great deal against a class of banks in Bengal 
But vhen the Bengal Committee report comes, we find there are 728 of 
them, and failures among them were exceedingly few 

Ml Manu Subedar Exceeding^ tare 

Lala Haikishen Lai Some people start mth a great prejudice agamst 
a, class of banking, not against mdmdual banks As we have seen, the 
Bengal Committee say that failures among a class of banks called by all 
sorts of names, such as mush room banks, etc , were very rare, and they 
have put m other good words for them How mil you ensuie that the 
conductois of the Eesei'\o Bank will not start vith that sort of prejudice, 
but mil come to a conclusion similar or somewhat similai to that of the 
Committee and if the Committee is wrong, what is to be done’ 

Di Tup I cannot say how the Eeserve Bank would woik in practice 
It must be left to it It mil have to investigate all cases, and it will be 
careful as it will suffer the consequences of any mistake I am not in 
favour of a sjstem of scheduled banks 

Chav man Perhaps it might help Lalaji if you gave us an accoimt of 
how the Eeserve Bank works in Holland, whether there is no scheduling 
there aud whethei it uses its discretion in deciding whether it should 
accept for rediscounting bills of a particular banlc 

Di Tup Our Eeserve Banlc makes up its own mind as to the sound- 
ness of othei banks and corporations It investigates, it may send one 
01 more representatives for investigation , it may require an auditor’s 
report, and after gettmg as much information about the position as it can 
it fixes the maximum business that it can accept from them 

M? Kliaitan In the Eeserve Bank Bill there are two relations between 
the Eeserve Bank and the scheduled banks One is rediscounting, and 
another is that scheduled banks should deposit mth the Eeseive Bank 

per cent of demand liabilities and 2^ per cent of time liabilities Is 
there any similar provision in the Central Banic of Holland’ 

Di Tup Ho It is left absolutely free 

Mr Khaiian Apart from the question wdreihei such a provision is 
good 01 bad, how could the Eeseive Bank, unless there W'as a schedule, 
enfoice such a provision? 

Dr Trip All the banks that W'ant facilities wall have to apply ^o the 
Central Bank for them 
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Sir Purshotamdas Thakurdas The piospect of the Eeserve Bank having 
all the influence that is necessarj to withstand any occurrence as happened 
in South Afiica 

Dr Tup It would be able to make its influence felt 1 state that it 
is of gieat impoitance to a bank to have lediscount facilities 'with the 
Eeseive Bank on which it can fall back 

Sir Purshotamdas Thakurdas But it did not happen so in South Afiica 

Di Tup No, because they had no mfluence at all They did not 
opeiate in the foieign exchange maiket They weie piactically outside 
the business life of the countiy 

Sii Puishotamdas Thakurdas Would you not shaie such appiehensions- 
for the Indian Keseiwe Bank^ 

Di Tup No, especiall} on account of the strong seasonal demand 
foi credit which prevails in this country I think in that season piactically 
all the banks will have to rely on the Eeseive Bank and that viU make 
this Bank very influential. 

Ml Cassels I think in regard to the Soutli African Bank one ot the 
views was this, that it continued to do commercial business in competi- 
tion mth the other banks and in that wav estranged the other banks 
from dealing with it There was no sympathy with them 

Di Trip I don’t think that this is light I got another impiession 
from the report of Prof Kemmeiei and Di Visseimg They proposed to 
enlarge the business of the South Afncan Eeserve Bank Thev told us 
that the business of the Eeserve Bank was too restricted and that these 
restnctions should be lemoved 

Sii Purshotamdas Thakurdas I take it that this memorandum is subs- 
ciibed to by all of you What happened in South Africa may happen 
here. 

Chan man But in South Africa the position itself improved after the 
recommendations were accepted by Government 

Dr Trip I think they are on the w’ay to improvement They have 
not leached it yet. 

Ml Lomond I think they gave up the idea of developing a bill market 
altogether 

Dr Trip 1 thmk so In any case the same lecommendation was 
made by Prof Kemmeiei and Di Vissering as I make here 

Ml Khaitan At one stage you said that the South Afncan Bank 
could not control the othei banlis because they did not deal in exchange 
Therefore do you think that m order that the Eeseive Bank may have 
proper control over all the banlcs here it would be necessary to include 
a provision that the Eeseiwe Bank should have the authority to deal_in 
exchange ’ 

Dr Trip W'ell, I think according to the Bill the}* viould have the 
authority to deal in exchange 

Mr Khaitan' That is quite another matter It is only for the pur- 
pose of exchange But if the bank, apart from the individual, does nok 
go to the bank or ask it either for gold or gold exchange that is pav- 
able in some other country, until then the Eeserve Bank could not of its 
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Dr Trip I lefeiied to the big banks especially with legaid tc the 
foieign banks, woiking in the countiy 01 comse a small bank m a pio- 
vincial town can peibaps go on without help from the Eeserve Bank, but 
“the big bank which wants to do a laige business in the countiy wants tc 
diave relations •until the Beseive Bank 

Chairman But in the ease of large banks, ■will the fact that the 
Central Bank in your country has refused to accept their bills for re- 
discounting purposes be known among the other banks in the country ^ 

Dr Tnp I think there is no possibility of a large hank working in a 
country without an arrangement with the Beserve Bank for cases of emer- 
gency 

Mr Lamond In the case of foreign banks? 

Di Tup They must be established m the country 

Ml Lamond It seems that once a bank was on a schedule, it does 
not impose any limit 

Dr Trip The Beserve Bank can take bills, but it is not compelled to 
'take them 

Chairman Are we quite clear as to the position Dr Trip has put to 
us^ There are methods of controlling the other banks without taking 
deposits from them That was his point The deposit condition m the 
Bill is not a iiosition uhich was veiy much welcomed by the large 30 int 
•^tock banks and even to a certain extent by the other banks Mr 
Khaitan’s point of view ivas that whether after dropping this, it may be 
possible to give the Beseiwe Bank the authority to control the working of 
. the other banks as far as the policy of the Beserve Bank is concerned 
Now fiom your original reply Mr Khaitan’s point was somewhat met 
Prom subsequent lephes it appears that it is not so met Unless you 
have this compulsory condition about the Beserve Bank demanding from 
the scheduled banks a certain percentage of then deposits the Beseiwe 
Bank would have no control over these banks at all, but the question 

arises what control can the Beserve Bank have against the powerful 

British Banks which are working m India without these deposits? 

Dr Trip I must say from my experience that I cannot see it other- 

■unse than that even these strong banks would greatly appreciate to have 
'rediscount facilities with the Beseiwe Bank 

Sir Pw shotamdas Thahuidas That is their option, Dr Trip 

Di Tnp Of course it is then option I cannot conceive the real 
possibiht-y of working in a countiy of this scale without having some 
anangement with the Beserve Ba:^ I may be wrong but that is my 
experience You must, moreover, not forget that as I see it the Beserve 
Bank would have the direction of the clearing business, as we ha\e m 
-Java 

Sii Pui shotamdas Thakurdas Let me remind you of what happened 
in South Africa After the Beserve Bank was started they "vere never 
able to control the business 

Di Trip I know that, of course In South Africa 'ohat was because 
that Beserve Bank had not any influence m the country The first thmg 
'to think of if you start a Beserve Bank here is that it should be a poweiTul, 
influential body 





Dr Trip Yes But I M-ant to leave it to tlie Beserve Bank to follow 
uiie nght policy 

Chairman As it is, tlieie is a piovision m the Beserve Bank BiU of 
1928 which will meet Mi Khaitan’s point 

Lola Harkishen Lai So far as I am concerned, I have reserved mj 
-discussion because I am not familiai with the conditions of the Bill 
Therefore I must take another subject and leave this until after I have 
studied the Bill 
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own volition enter the money market and operate in exchange. Under 
the Bill of 1928 the Beserve Bank could not do that, but do you thmk 
that in ordei that the Beserve Bank may have full contioi over the money 
market it should have the power to deal in exchange ^ 

Dr. Trip Well, I thmk it should have that power I have not the 
impression that they would not be allowed to do it But in any case 1 
thmk in piactice they should refrain horn the leal deahng m foieign ex- 
change business to make profits 

Mr lihaitan Supposing one bank, or more than one bank, attempted 
to be lebellious and ^d not lecogmse the control of the Beserve Bank; 
then on suitable occasions would you allow the Beserve Bank to enter the 
exchange market of its own volition m order to have a piopei contiol 
over the money maiket? 

Dr, Trip Well, I thmk the Beserve Bank could get contiol over the 
money market vuthout entenng, apart from the Beserve Bank busmess, 
the foieign exchange market I don’t thmk it would be coirect to enter 
the foreign exchange market m order to bring anv of the other banks under 
the control of the Besen’^e Bank But they ought to have, m my opmion, 
the opportunity of building up a foreign exchange position for themselves, 
but only to stabilise the position of the rupee 

Mr Khaitan You will recognise that it is quite a different matter to 
build up foreign assets, that is gold assets 

Dr Trip Not only gold assets 

Mr Khaitan Gold assets are assets held in bullion That has a very 
hmited pmpose That does not enable the Beserve Bank to obtain a 
control over such banks as might exist and contmue to do banking business 
m the country with then own resources As a matter of fact we know that 
there are already several banks existing in the country which can easily 
do -without going to the Beserve Bank for rediscountmg facilities But 
m order that the Beseive Bank mav serve its functions properly it must 
have proper control over the whole money market of the country; not 
simply as legaids internal tiade but also as regards foreign trade, other- 
wise the Beserve Bank would be shorn of some portion of its functions 
and control over the money market of the country I see one of your 
recommendations to be that the Beserve Banli should make advances 
agamst goods and warehouse receipts 'Now similarly could you not 
stretch your pomt and say that the Beserve Bank should also be allowed 
to enter the exchange market in order to obtain adequate control over the 
situation? 

Dr Trip I must say that I have not the impression that they would 
not be entitled to do this As I read the Bill they are entitled to You 
will see that I have emphasised in our memorandum that m addition ta 
the obligation to buy and sell gold and gold exchange the bank -will be 
allowed to purchase and sell the currencies of certam gold standard count- 
ries, not only from and to scheduled banks but also from and to persons, 
who are approved by the Board of Directors 

Mr Khaitan You would therefore allo-n the Beserve Bank to sell? 

Dr Trip Oh yes 

Mr Khaitan They would regulate better if they had full freedom ta 
V regulate the market at any time’ 
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T)r Trip I must say that this is the usual peiiod as governed by 
the lavs of the Central Banks in othei countiies But of course there 
are possibilities m that lespect in regard to the extension of the period 
in Older to take into account the conditions of the country Bor instance 
I remember that mth regard to South Africa Professor Kemmerer and 
Dr Visseiing proposed that the currency of these bills should be up to 
4 months In any case, this matter should be left to the Deserve Banlc 
authorities to decide whether they will avail themselves of the opportunity 
or not 

Lala Harlishen Lai And voui advice is that the Pieseive Bank autho- 
rities ought to study the conditions of the countrv and act according to 
its requirements 

Dr Tup The first aim of the Deserve Bank ought to be to remain 
in a strong position in order to tide over the seasons of stnngencv 
Therefore, thej should not lock up their resources for long periods 

Lala Haihshcn Lai I understand the people who run the show will be 
competent enough Therefore, you will leave it to the Bank authonties 
to study the conditions of their ovn resources and consider the needs 
of the country outside according to its requirements^ 

Dr Trip Yes 

Lala Harlishen Lai In legaid to bills m India I would classifv them 
under three heads, (i) trade bills pure and simple which enable the mo\e* 
ment of commodities from one place to another (ii) agncultural bills, 
and (ill) industrial bills to the extent of vorlnng supplies Would vou 
not mclude all these classes of bills to come under the purview of the 
Deseiwe Banlc 9 

Dr Trip I vould not include the last class I would leave it to 
the commercial banks to deal with 

Lala Harlctshen Lai And such bills of the commercial banks would 
not be rediscounted by the Deserve Bank except perhaps those of three- 
months’ currency? 

Dr Trip Yes 

Lala Haihshcn Lai In one case it is discounting and m the other it iff 
lediscoimtmg 

Dr Tnp Would jou please tell me what difference you would make 
between discounting and rediscounting? 

Lala HarJiishen Lai The party who is really the owner is the first 
party, the commercial bank is the second party When the second party 
takes the bill of the fiirst party for discount with the Deseiwe Bank then 
it IS called rediscounting, vhilst when the first pardiY deals with the Deserve 
Bank, it is called discounting 

Dr Trip I quite foUow 

Lala Harltislien Lai But you will not fix any time limit so far a' 
the biUs of the commercial banks are concerned The commercial banks 
can fix any time 

Dr Tnp Yes 

Lala Harlx,tshen Lai But so far as the Deseiwe Bank is concerned if 
they are to be rediscounted thev should not be for more than three months. 
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Lola HaiUshen Lai Now that we have got a copj” of the Beseive Bank 
Bill introduced m the Assembly, I would ask you, Dr Trip, to indicate 
to us before we start with questions, what chapters you desire to be dis- 
cussed and wdrat not, to enable us to facilitate matteis and save a great 
deal of our tune 

Chan man As I mentioned the other day, so far as the Experts are 
concerned, we are not really discussing w’lth them other matters except 
those connected with then own suggestions I do not know whether 
it is withm our jiuiview to discuss the Bill section by section There arc 
sections wEich deal wEoIly with cuiieney which is outside our purview 
The consideration of the question whether there should be a Deserve Bank 
or not IS also outside our purview'- But what W'e might profitably discuss 
and which might reasonably fall within our purview' is w'hat the functions 
cf the Eeserwe Banlc should be — ^whether the Beserwe Bank should be 
a separate bank, or it should be the Imperial Bank or a Government 

hank or a shareholders’ bank, or whether it should be immune from 

political touch and so on 

Lala Harhshen Lai With regard to the functions of the Keserve 
Bank, I suppose you are lefeiiiug to sections 22 to 28 of the BilD 

Di Tup The note issue is dealt with under these sections But 

section 17 of the old Eeserve Bank Bill deals with the business of the 

hank 

Chanman J)i Tup has lefeiied to the two tasks of the Deserve Bank, 
the currency portion of its functions and the credit aspect We are really 
concer-ned only w'lth the credit aspect which is dealt with in section 17 

Lala Harhishen Lai In section 17 (1) of the old Deserve Bank Bill 
it IS said that one item of business of the Deserve Bank is the collection 
of monej- foi the Secictaiy of State in Council Possibly the word 
Golhctton leallv means only the acceptance and leceiition and not col- 
ic cti on 

Di Trip I think so 

Lala Harhishen Lai Section 17 (2) (a) in the old Bill reads as 
follows — “the purchase, sale and rediscount of bills of exchange and 
promissory notes, draw'n and payable in India and arising out of bona fide 
•commercial or trade transactions, bearing two or more good signatures, 
one of which shall be that of a scheduled bank, and maturing withm 90 
days from the date of such purchase or rediscount, exclusive of days of 
grace” Would you have no objection to deleting the words beginning 
wuth “one of which ” to the end of that section ^ 

Di Trip I have no objection to that except that some limit ought 
to be mamtamed 

Lala Harhishen Lai These being trade bills, I suppose you W'lll stick 
to 90 days’ bills here also? 



’“So that to that extent it might be m competition with the banks’ — 
I should ceitainly make no piovision which would pievent 
the Genial Bank, if it thought necessaiy, from competmg 
with the othei banks It might be very necessaiy foi it to 
do so ” 

“Is it not one of the caidinal vntues, as put to us, of Cential 
banks that they do not compete with commeicial banlts? — 
It IS, but that does not mean that they do not piotect the 
business community fiom the banks, if necessary” 

That IS his opimon and he is iieifeetly light I think the Eeseive Bank 
should not be peiinitted to do so foi piofits On the othei hand when it 
IS necessaiy to enfoice then policy in the inteiesis of the countij, the 
Eeseive Bank ought to be in a position to go to the open market 

Chan man And 30111 view is that it is done so onh in the inteiests of 
the mone}’^ maiket and not as competition’ 

Di Tup Yes 

Lala Hailashcji Lai In clause (h) it is said “that the total face value 
of bills 01 notes so puichased 01 lediseounted shall not at any time 
exceed one-fouith of the total face -value of all bills and notes purchased 
■01 lediscounted b\ the Bank up to that time” This means that the 
total poitfolio is to be -veiy small and the Eeseive Bank will have to 
refuse piopei accommodation 

D^ Trip This would be an aigument m favoui of m3 proposal that 

the Ecseivo Bank should be allowed to give credit on waiehoiwe receipts 

Lola Haihishcn Lai To remedy this’ 

Di Tup Yes, to a certain extent 

LCila Haihishcn Lai You would not fix au3 other condrtion as it is 
with regard to agricultural paper? 

Dr Trip If so it must onh' be in the character of an exception, tc 
meet the special ciicumstances and requirements of the countr3 

Lala Haihishcn Lai Ydien this condition of one-fourth is placed on 
the bill portfolio of the Eeseive Bank, then that will mean that agri- 
culture wall not get assistance to that extent which it stands in need of 

Di Tnp 'My ig that the provision might stand but the same 

might be supplemented b-y another clause 

Lala Haihishcn Lai AYould you fix any time there also? 

Di Tnp Yo, I would leave it to the Eeseive Bank 

Ghaiunan The ob]ect undeihmg that proviso was to secure fluiditv, 
because otheiwnse the position might arise wdieic the Eeseive Bank’s 
portfolio w'ould be full of bills of this class and it might find it impossible 
do secure fluidity which is essential for the purpose of its operations 

Di Tnp I quite agree and it is m conformity with w'hat I said 

Ml Lamond It is to ensure a good distribution of the Eeseive Bank’s 
busmess 

Lala Harhishen Lai That is perfectly true My view would be that 
"this one-fourth portfolio should be replaced b3' something else, e g., some 
relation to leserwes or some relation to capital 



395 


'Dr Trip Geneially it should not be for naoie than 3 months 

Lala Harlmhen Lai Then lyith legard to agii cultural bills, I note your 
view IS that they shoidd not be of more than 6 months, but some people- 
are of opinion that they should be of 7 months’ duration Aie you prepared 
to agreed 

Dr Trip I should say that it depends on the position and individual 
ciicumstances I do not know whether it should be 6 or 7 months 

Lala HaiLislien Lai But youi view is that it should not be of a very 
long duration 9 

Dr Tup That is so 

Chairman But if it is found that 7 months should be moie suitable, 
you would not object to its being substituted for 6 months^ 

Di Trip I have no objection 

Mr Sailcei In Ameiica the period is 9 months 

Chau man Even if the peiiod is 9 months you would not object to that/ 

Dr Tup I would leave it to the Beseive Bank to decide 

Chau man The leal pomt is that you would not object to the Eeserve 
Bank extendmg the period of 6 months if that was considered moie suitable 
to meet the piesent conditions of this country 

Di Tup The only point is that it should be hmited to a certain, 
extent 

Ml Bamdas Pantulu The mattei was discussed by the Select Com- 
mittee on the Beseive Bank Bill and they appioved of the 9 months’ hmit 

Lala Harlishen Lai It is said that the Beseive Bank can purchase 
and sell bills imdei section 17 (b) Would you explain, how’" the sales of 
bills wall be done by the Beseive Bank^ ' 

Dr Tup By open maiket transactions to restrict its issue of currency. 
That IS the practice of several central banks, but that is not so m my" 
cormtiy 

Lala Harktshen Lai Why I am putting this particular pomt is because 
we w’^ant help from the Beserve Bank in an unrestricted fashion If the 
Beseive Bank would come mto the open market and sell bills then it will 
be domg so in direct competition with other banks Is that not so? 

Dr Tiip My opimon is that the Beseive Bank should not compete 
with other banking agencies m order to make profits, but if it is necessary 
ior the piopei performance of its duties, the Beserve Bank should not; 
avoid competition In this respect I may quote the opimon of no less 
a person than Sir Montagu Norman, Governor of the Bank of England 
Giving evidence before the Hilton Young Commission in England he has 
spoken as follows — 

Befeiaing to the business of a banlr, he was asked — 

“As regards its busmess, apart from investments you would not 
lestnet it entnely to rediscounts Ans — Oh, no ” 

“You would allow it to lend money? — Yes ” 
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There is a risk of the eoromp'icial bills not being in the poitfoho ot the 
bank, would you not advise that the amount of agricultural paper that 
the Eeseive Bank is taking in its portfolio may be a percentage of the 
proportion of some other factor lather than of the portfolio of bills 9 

Di . Trip I cannot say that it would work as well Theie should be a 
delation between the giowth of the total bills in the poitfoho of the 
Central Bank and the pait that comes fiom agiicultural operations I 
think that gives the possibility of a gradually growing number of agri- 
■cultuial bills in the poitfoho of the bank If you have a relation to the 
-capital, it would practically be a fixed relation 

Mr Khaitan Would you agree with me m thinking that it may be 
made one-fourth of the capital and reserves? That will brmg elasticity 
and at the same time ensure the Eeseive Bank having liberty to keep 
m its poitfoho at least one-foui th of the capital and reserves 

Dr Tup I would have no objection to adopt the alternative limit, 
either one-fourth of the total portfolio of bills or one-fouith of capital and 
reserve whichever amount is greater 

Lala Harhishen Lai I myself would have no objection except that a 
-certain mmimum quantity ought to be assuied The words ought to be 
interpreted now rather than after the Act is passed 

Dr, Tup Your point is absolutely met by my proposal and you cannot 
meet it by way of biUs 

Lala Hai'kishen Lai I did not say that I objected to it I simply said 
that it might be objected to and personally I do not object I want mne 
■months’ bills and eleven months’ bills I said that it offends against 
the canon of liquidity and against the canon of vagueness There is no 
definiteness as to how far the warehouse business is to be caiTied out, 
whether to the extent of one-fourth, or one-fifth or one-twentieth In 
depression, wheat was not movmg for nine months until Government came 
in It IS at that time that agiicultuiists want monev There are no 
other bills The result would be that there would be no agricultural biUs 
in the poi*tfolio To begin with, we have to find out whether there is any 
possibility of warehousing coming in within this generation Even if it 
comes in, it is not know-n how far the assistance might go, it might only 
be nominal 

Dr Trip You cannot put the Eeserve Bank under an obligation to do 
something If vou do so, you spoil their position from the beginning 

Chairman There is the other aspect that at times like the one you are 
referring to, namely depression, etc , it is a matter of great importance 
that the assets of the Eeserve Bank should not get frozen 

Lala Harhislion Lai I quite understand that, but Dr Trip admitted 
vesterday that all the Central banks aie not of one standard or pattern 
The Eeserve Bank has to adapt itself to the habits of the people and 
the needs of the people rather than that the people should adapt them- 
selves to the idea of the Eeseive Bank 

Dr Trip Subject to the condition that the Eeseive Bank should in the 
first place be m a hquid position 

Lala Darhuhen Lai To me milk is the best liquid, but to vou water 
is the best liquid 
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Chairman Theie is anothei point winch arises out of the statement 
Tou have made which fiom my point of view lequiies elucidation I think 
vou asked whethei, instead of lestiicting the maximum face value of 
bills of that particular class to one-fourth of the total portfolio of bills wa 
cannot have a difterent proviso, namely one-fourth capital or reserves 
If you have any concrete suggestion to bring out, I shall be glad to have 
it discussed 

Lala HaiT-'^hen Lai I have not had time to work out the figures My 
own view m '’dd roughly be that at least 20 crores of raipees ought to be 
available for agriculture, but how to bring that 20 crores, I have not 
worked out We are out really for two things, viz , more money and 
cheaper money 

Du Trip If 3 ou spoil the Beserve Bank bv these piinciples, I thmk 
it would do the gieatest hami to the countrj', therefore even if tne\' grant 
loans against goods, they ought to be absolutely sure that the goods are 
marketable goods 

Lala Harhtshcn Lai I uant to do things stiictlj’’ in the banking fashion, 
but at the same time uhat has to be done has to be done and ought to be 
done uith all possible piecautions and prudence But if the money is 
wanted and it is not piocuied, the thing is not done at all 

Di Tup It IS much better not to spoil the position of the Beserve 
Bank Tou can nevei reason from the point of view that 20 crores ought 
to be at the disposal of agriculture 

Chairman If ue ti}^ to put m a limitation based on capital and 
reserves, it looks as if it might be uorse, because the capital is only 5 
croies and as it is, this proviso applies to bills coming under clause (6), 
but nothing stands in the uav of, sav, the Beserve Bank le-discounting 
agncultural bills of that class uhich have aheady been cuiient for three 
months, the bills being deposited in the portfolio of a commercial bank 

Mr Lamond The section deals with commercial and trade trans- 
actions Would 3 ’^ou call on agricultural bill a trade transaction’ 

Chairman The voids used are “drawn or issued for the purpose of 
financing seasonal agricultural operations or the marketing of crops ” 
That would not take it awar from the category of a trade bill 

Dr. Trip I do not think so 

Chairman It is still a trade bill This special provision is made simply 
to allow the extra currency of three months 

Lala Hailiishen Lai The view I would take is whether the food enters 
the stomach I want to be assuied that there is some real substance m 
these words 

Mr Manu Subedar The piovision is made to prevent the Beserve 
Bank from over-investing its funds in agricultural bills and Emitmg them 
to this class of bills and giving them scope foi other classes of bills 

Mr. Lamond It is foi the commercial bank to decide how the bills 
are to be given to the Beserve Bank 

Mr Khmian Would vou put your question this way The idea surely 
IS that agricultural hills should be allowed to be held by the Beserve Bank 
subject to other emergencies vhrch we need not consider at this stage 
That being the idea, is there any useful purnose m malnng the proportion 
of agricultural hills one-fouith of the total portfolio of other bills or as 
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there is the other factoi to ^v'hich you referred and to which Mr Khaitan 
alluded and w^hich I know finds a place in the Cential bank of some 
countries, viz , wheie it gives a ceitam amount of absolute (not relative) 
protection to agricultural bills The question is whethei it might not be 
desirable to put in a second proviso to the following effect “provided also 
that the total face value of these biUs does not exceed Es 20 crores”^ 
We might think of these things when w'e discuss the question among our- 
selves I take it that you would have no ob]ection^ 

Dr Trip No 

Mr Laviond It also includes piomissoiy notes 

Chairman Tes, but these notes aie based on agricultmal produce 

Lala Hailcishen Lai We aie looking at thmgs from the busmess pomt 
of view^ and I maintain that this proviso does not leally help agricultural 
bills I wanted to bung this to the notice of the Committee and the 
Experts and I have done it Di Tiip leahses the foice of my point, but 
he says he has met it by another proviso m his owm note, viz , ware- 
housing Whethei this will meet our requirements or not we shall dis- 
cuss later I do not understand the words “one of which shall be that of 
a scheduled bank, or a provincial co-operative bank” These lequne 
further modification The provincial banks’ 3 uiisdiction is over co-operative 
societies and these societies do not cover more than 7 per cent , of the 
whole agiicultuial population, w'hile the scheduled banks are mostly urban 
banks What is to happen with legaid to the produce of the other 93 
per cent of the agriculturists’ 

Chairman I shall answer that from Mr Eamdas Pantulu’s point of 
view If you allow that work to be taken up by the Eeseive Bank, the 
provincial co-opeiative banks will never extend their operations, because 
the Eeserve Bank immediateh begins by interfering wuth their operations 
I avas not on the Select Committee, but as I undei stand the position, the 
idea IS that the Eeserve Bank is on the top of everybody, but down below 
IS the provincial co-opeiative bank to develop itself and gradually take 
over the 93 per cent of the custom with winch it does not now deal 
Was not that the idea’ 

Ml Eamdas Pantulu That is the idea 

Lala Harhishen Lai The provmcial bank cannot go anywEere until the 
co-operative societies come in first There are three difficulties m co- 
operative societies spreading at present They have not the monev re- 
quired People have to be trained better and therefore the speed ought 
to be slowed down Attention has not been drawn to thrift, and no effort 
has been made so far, except in a few cases, to increase the income of the 
agriculturists Now the attention of the co-opeiative movement is being 
drawn to these thiee facts viz , there should be thiift, there should be 
saving, there should be training and moie income That means that the 
area covered would be naturally smaller per year than has been in the 
past That being the case, I do not see that 93 per cent of the population 
would come^ within its purview withm a short time If the words we 
altered to “other approved person, monevlender, or indigenous banker”, 
those people might come m 
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Chairman : In some Cential banks, tbe other condition exists, i e , 
•the limit to this class of bills should be a portion of the capital and 
■reserves or surplus Even that, Lalajee, would not give us the same accom 
xnodation which jou have in mind, vtz , 20 croies 

Lala HaiLislien Lai 5 croies was simply put m as a proposal, which 
was staiiied by the Currency Commission, not that I have brought to mind 
-that 5 croies is the right figure. 

Di. Trip 1 absolutely disagree If you want to have more accommo- 
dation for agricultural purposes, jou must find it not by enlargmg the 
capital of the Eeseiwe Bank, but by enlarging the capital of the Imperial 
Bank or Joint Stock Banks 

Lala HaiLishen Lai One of the ways to get over our troubles and 
difficulties IS by supplementing provision relatmg to agricultural bills 

Mr Buckley The original figure in the Bill of 1927 was only one- 
•fifth of the total, it was raised to one-quarter in the 1928 Bill 

Chairman That is the reason why I wanted to know from kli Eamdas 
Bantulu how he was satisfied with one-fourth 

Mr Bamdas Pantulu Because one-fourth is more than one-fifth 

Ml Buckley It seems to me that as the 1928 biU is drafted Section. 
2 (a) does distinctly refer to commercial or trade bills, whereas section 
2 (b) refers to agricultural bills 

Chau man That is why I mentioned whether these two clauses would 
stand in the way of an agricultural bill of three months’ currency passing 
automatically into the classes mentioned in section (2) (a) 

Ml Lamond There is another pomt (a) refers to scheduled banks 
and (b) to scheduled or provincial co-operative banks An agncultural 
paper of three months endorsed by a co-operative bank would not come 
-under (a) 

Chairmaiv I can see light in the midst of these various difficulties 
At the present moment there are no agricultural bills and perhaps 
Ml Eamdas Pantulu and his supporters thought that to start with one- 
fourth would be adequate This is not, if I may say so, a east-iron 
document You have got to begin with something and if it was 'then 
established that the needs of the country demanded a higher proportion, 
a change might be made So far as I know there is at present a certain 
number of commercial or trade bills, but no agiicultuial bills, except the 
'Warehouse receipts which are separately dealt with 

Ml Bamdas Pantulu The Eeseive Bank would find enough of agn- 
-cultuial bills in the market 

Chau man At present there is no bill market The difficulty to which 
you refer is not likely to arise immediately or perhaps during the next 
geneiation When asiicultuial bills have growm, certainly the Eeserve 
Bank on its oivn motion, or Government, if the Eeserve Bank is nob 
aleit enough, w’-ould think of modifying the piovision At the same time, 
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Lola Harhisken Lai Quite so, that is why I asked whether he would 
not reduce this hxnit of one lakh So far as I hnow, m Calcutta or Bombay, 
I do not thmk individual bills are for more than haK a lakh, even that is 
extreme sometimes. 

Mr Kliaitan In my opinion, so far as individual bills are concerned, 
there ought to be no mimmum limit 

Lala Haihshen Lai Then you will say Tots of bills of not less than 
one lakh of rupees’ or ‘Es 50,000’ 

Mr Khaitan That sectaon ought to be taken away from the bill alto- 
gethei 

Chairman But my difficulty is that if theie was no hmit, there would 
be a howl aboua disciimmatmg treatment if, for example, the Eeserve 
Bank did not accept Es 500 from one person and accepted Es 5,000 from 
somebody else It is much better that the provision should be specific 

Lala Harltishcn Lai My view is that it should be lots of so much 

Dr Trip Paicels of so much 

Mr Khaitan That would be a matter for discussion among ourselves. 
I am only mentioning that the function of the Eeserve Bank divides itself 
into at least thiee factors (1) the control of currency and the international 
position of the monetary imit, (2) the control over banks so that it might 
have contiol ovei the money market, and (3) expanding and contracting 
cunency, subject to the international position, foi the puipose of helpmg 
trade, agricultuie, and peihaps mdustiies As regards the second pomt, 
control ovei banks and money market I asked Di Tnp the day before yes- 
terday v/hethei in oidei to obtain contiol over banlcs and money market, the 
Eeserve Bank should not be at hberty to buy and sell exchange Whether 
the Eeseive Bank directly deals vith tiadeis oi not, I think you will agree 
with me that it should have libeity in ordei that it may hold out a threat 
to other banks that if they did not behave properly, it had the power to 
deal with tiadeis diiect and thus obtain control From that point of view, 
there does not seem to be, any necessity or desirability of limiting the 
minimum amount of exchange bills that tbe Eeserve Bank may buy or 
sell Otheiwise, if you limit it to lots of Es 5,000 or Es 50,000, tbe banks 
may cboose oi not choose to go to tbe Eeserve Bank foi purchase oi sale 
and thus non-coopeiate with the Eeserve Bank and then it 'uould have no 
control ovei the money market of the country, both as regards its internal 
as well as its international position These matters we can discuss later 

Dr Trip In my eountiy and m the Dutch East Indies, there is no 
limit I cannot decide what the limit should be for this country m view 
of wbat tbe Chairman has said 

Mr Khaitan So fai as the Chairman’s point is concerned, it is met 
bv the fact that tbe Eeserve Banlc will never be eager or anxious or 
desiious of entexing the market except when it is necessary for it to obtain 
a hold ovei the money market The Eeserve Bank would not care to deal 
m small bills 

Chairman I indicated tbe necessity for some limit, as otherwise the 
Eeseive Bank may lay itself open to the charge of favountism. 

Lala Harhishcn Lai It means that this phrase reqiures leconsideia- 
tion — the words at the end of (c) 
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Ghmiman One of our ideas is that the scheduled batik would include 
indigenous bankers We are going to fix that up at a later stage On that 
point I beheve theie is a certain amount of agreement 

Lola Harktshen Lai Then my object is gamed Dr Tnp wants to 
take out the words ‘scheduled bank’ If they stand, then they will include 
approved bankers 

Di Tnp It has to be approved by the Deserve Bank 

Chairman That again will to some extent be met by youi suggestion 
about the rwarehouses, because there you do not brmg in the signature of 
the provincial co-operative banks ^ 

Di Tnp No 

Chan man We may have to change these views about waiehouse re- 
ceipts again when we discuss with the two co operative experts All that I 
wanted to pomt out was that it is generally admitted that we must bring 
the approved indigenous bankers, i.e , those who satisfy certain conditions 
m relation with the Deserve Bank Perhaps there may be disagreement 
in the minds of one or two, I am simply mentiomng a fact which has 
been subscnbed to by many of us I should put it no stronger than 
that 

Dt Tnp Perhaps I might draw attention to that part of my memo- 
landum in which indigenous bankers are referred to 

Lala Harlcishen Lai * Would you keep sub-clause (3) of clause 17 of the 
Deseiwe Bank feill of 1928 as it is? 

Dr Tnp I would keep it m order to enable the Deserve Bank to pro 
tect the international position of the currency 

Lala Harlcishen Lai I understood that the object was that if, in the < 
course of mteinational trade, these bills drawn on foreign countries w'ere 
received in India, they ought to be re-discounted m this country 

Dt Tnp Yes 

Lala Harhishen Lai, But considenng India as it is would you leave the 
limit at one lakh of rupees? 

Dr Tnp I do not see any objection to keeping it The work of the 
Deserve Bank in this respect must be of a certain size and I should sav 
that one lakh is not so much 

Lala Harhishen Lai: Do you refer to the total number of bills or 
mdividual bills of one lakh of rupees 

Dr Trip International bills are in geneial for larger amounts than one 
lakh 

Ml Khaitan In the jute trade, foi example individual bills aie foi 250 
bales At piesent puces the jute bales are worth about Ds 30, so indivi- 
dual bills would be for Ds 7,500 Even if a person buys 2,000 bales, he 
wants individual bills diawn in lots of 250 

Dr Trip There is no minimum limit with regard to the number of 
bills and I peisonally have not invented the limits 

Chairman I suppose the object of this is perhaps to prevent the 
Deserve Bank from taking small lots of bills 

Voi IV 2 c 
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Lala Hailishen Lai What I understand is that these bills would be- 
simply loan bills, finance bills, not transmission bills 

Gliaiunan Thej may be both 

Ml Kliattan It will be a transmission bill if Calcutta draws on Bombay 
Branch 

Du Tup From oui point of view, I can only say' that we aie not irn 
favour of allowing the Beserve Bank to draw finance bills on its own 
branches 

Ml Khaitan. Banks in India do not at present issue post bills All 
that thej do is to leceive fixed deposits Some people are afraid of f xed 
deposits because they might requiie the money during the period for wh'ch 
the fixed deposit ma> run, and they cannot convert it mto cash unless they 
go to the bank and boiiov monev at a higher rate than the bank has agreed 
to pay for the fixed deposit or forego the interest for the period the hved 
deposit has to run It is therefore thought that if the Bank started the 
practice of selhng post bills in the market, they will have the advantage of 
getting more deposits in that waj^^ than through fixed deposits Once the 
Beseive Bank sells such bills, the shyness of other banks to do so will 
disappear As regards the second pomt — contraction of currency — if there 
were no bills m the portfolio of the bank, it vill issue post bills and get 
money from the market, which will leally mean contraction of cunency 

Dr Trip It vould be wrong in piinciple to have in the maiket a larg& 
number of finance bills pioduced by the banks 

Lala Harhishen Lai According to banking practice this article should 
be omitted 

Di Trip It ought to be restricted to remittance bills 

Chairman I think it covers both remittance bills and finance bills 

Lala Harliishen Lai Between blanches where there is no money to 
remit there can be hardly any remittance 

Chan man The reserves of the Government of India will be held by 
the Eeseive Bank and its branches then agencies do not come in They 
will transact the ordinary banking busmess of Government at various 
stations, and the reserves will really be lodged either in the Keserve i^ank 
or in its branches at three or foui places These bank post bills will there- 
fore help in the transfer of leserves from one place to another The exist- 
ing arrangements seem to me to indicate that the remittance could more 
easily be conducted through the currency part of the bank’s operations 

Dr Tup It IS not usually a banking transaction 

Lala Harhishen Lai Does clause 7 relate to the banlnng department or 
to the issue department ? . 

Dr Tup Banking Department I will not recommend continuous 
action on this provision 

Lala Harhishen Lai It is only a permissive provision 

Chan man Having made the purchase, it can then transfer to the issue 
department It allows the bank a certain amount of discretion If it 
were confined to the issue department, then, as soon as it makes the 
purchase, people may get suspicious about it 
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GJmrman The only point is this, whether our experts have anything 
io say with legaid to that proviso 

Dr Tnp We have nothing to say apart from what we have savd v/ith 
legaid to point 2 

Gliaiiman That is, apart from liquidity you have no particular icason 
vhy that should be modified 

Dr Trip l!^’o ^ 

Laid Harlishen Lai In case theie aie no scheduled banks? 

D? Trip I would be prepared to go so fai as “promissoiy notes sup- 
ported bj documents ” 

Mr Khattaii ,Then Di Tup has no objection to letain the vords— 
^piomissoiy not^ of any scheduled bank oi a piovincial co-ooerative bank’ — 
m clause 4 (r) 

Laid HaiKi’shen Lai Clause 5 that is, ways and means advancis 

Chav man Tes 

Laid HaiLishcn Lai I don’t understand bank post biUs in danse 6 

Ml Khaitaii They are hundis drawn by banks on then branches pay- 
-abie one or tvo months aftci they are dravTi 

Chav man Thej are, so far as I know, a form of demand drafts 

Ml Lamond They are bills payable six days after the date of their 
issue by branches of banks other than those issuing them 

Laid Harhtshep Lai This bill contemplates branches as well as 
agencies, but heie (clause 6) only ‘branches’ is used Does this mean that 
the issue of bank post bills will be lestiicted to the 5 branches? 

^ Chav man I do not think there is any question of issue of bank post 

bills on agencies 

Laid Hailvshcn Lai The funds of the bank would be in the 5 branches 
mostly 

Chairman That is so >• 

Laid Haikishcn Lai They ire leally diavn to get money transmitted, 
and theiefoie money should not be taken from the agencies by this method 

Chairman That is so 

Mr Kliaitan They are not simply for remittance purposes So far as 
I understand, the Calcutta Bianeh of the Reserve Bank may draw a bank 
post bill payable in three months, it need not be on another branch, it 
will be foi the purpose of contraction of cunency, at certain times the bank 
mav sell its post bills in the market 

Mr Lamond They might be treasury bills 

Mr Khaitan Just as Government issue treasury bills 

Mr Mann Suhedar Clause 5 of section 19 piohibits the issue of such 
bills 

Chairman Section 19 begins by saying — ‘Save as provided m sections 
17, 18 and 45’ So perhaps Mr Khaitan is correct At least my own 
impression is more oi less the same The agents of the Reserve Bank will 
be the Imperial Bank and so far as I know it was never intended that 
these bank post bills should be drawn on agencies 


2 B 9 
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Di Tup Smely in ^lie jeais to come 1 should like that the Eeseive 
Bank should not do it 

Chamnan Please see clauses (b) and (c) 

Dr Tup I knoiv, but still it ’nould not be advisable foi the lleseive 
Bank in its fiist j^eais to entei this field to a laige extent I should \ery 
much piefei that they gave advances for trade purposes and agneultural 
Cl edit 

Chiuiman You would jouiself piefei that the imestment should be 
confined to the aggiegate amount of the shaie capital of the Bank and 
its leseive fund 

'Di Tup Ceitainly 

Chairman Would it not afieet the powei of the Beseive Bank to mter- 
feie in cases of abnomaal mo\cments m the money market if they aie not 
able to buj Government secuiities? 

Di Tup I hate the impiession that if the Keseite Banlc holds a 'arge 
amount in Government secuiities, it could not get iid of them agam 
If it could alwajs sell them, it would be a difieient ease I have no objec- 
tion to the Bank buying tieasuiy bills which have a cuirency of 3 months- 
01 6 months, but to lock up its money in long-teim Government securities 
Mould not be advisable 

Chav man Clause (d) limits the investment in long teim secuiities 
Clause (c) lefeis to shoit-teim Government secuiities In clause [b) we 
come down piactically to treasury bills These provisions taken together 
meet voui ciiticism and give the bank a certain amount of fieedom to 
legulate the monej maiket 

Dr Tup I have no objection to keeping these provisions in lav, but I 
would advise that the Reserve Bank should be very careful and cautious 
in availing itself of this provision 

Lala Haihshen Lai As I understand, Di Trip thmks the provisions 
should be theie, but the Reserve Bank should be cautious not to lock up 
anv portion of its deposits in Government secunties In other words 
instiLictions should override law 

Dr Tup There will be no instructions, it will be left to the discretion 
of the Bank 

Chanman Tiie law is not obligatory The Bank cannot go beyond 
the maximum limit, and that it should go up to that is provided for nowhere 
in this Bill 

Lala Harhshen Lai So far as I am concerned, I think that lav should 
go onlv to the extent to v’^hich practice corresponds 

Chanman We vull discuss it among ourselves These provisions vdl 
not be M oiked by Government, but by governors who will be businessmen 

Lala HaiLishen Lai In clause 11 v'ould you not bring in the Indian 
States a j ^m aslnng this question rs this, it is stated here that" 

shales mav be held in Indian States 

Chanman That is permissive If you want to put in this piovisirn 
without getting the permission of the Indian States there may be trouble. 
There may not be trouble if you have a federal government, but at the 
present moment there will be trouble As it is, the clause you refer to 
refers to temtones of Indian Pnnces and Rulers in India ,It refers to 
the people inhabiting these states 
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' Lala Harkishen LaV It sliould not be made a usual practice in the 
bankmg department As agents of the currency department they may do 
anything According to ceitam discussions that we have had, the re- 
^souices of the banking department would not be sufficient to go round and 
theiefoie unless something else comes in, it would be putting a spoke m the 
wheel 

Ghauman It would reduce the lesources at its disposal for other 
purposes 

Dr Ti If I did not touch on this point because it is only a possibihty 
that IS open to the bank, but now that Lala Hailnshen Lai has toucned on 
at I should like to say that in my opinion the Eeserve Bank should not 
civail itself of this possibility to a large extent because I think the reserve 
funds should be kept hquid for trade and commercial purposes ana not 
locked up in Government seemities 

Chav man But what about their reserves which include both gold and 
gold secuiities, and if you take back this provision how aie they going to 
operate in that field? 

Dr Tup There IS a misundei standing between us, I referred to internal 
government securities, but this proviso is as regards foreign secuiities, and 
from that point of view I should have no objection Of course I 'think 
-5 years is much too long 

Ghauman Apart from that it may be a very necessary provision 

Dr Trip Yes 

Ml Mann Suhedai It will be necessary for the bank to purchase 
securities in ordei to enable it to boiiow undei section 14 and give secun- 
ties for such boiiowing if necessaiy They will require some powei to 
■pui chase secuiities 

Dr Trip It would of couise be necessary foi a minimum covei foi 
•the issue of notes in the country itself 

Lala Hailnshen Lai Then it is the cuiiency depaitment As legaids 
clause (a) of section ti, does the woid “deposits” mean current deposits 
on which no interest is paid^ 

Dr Trip Yes 

Lala Haihishen Lai If two-fifths of the liabilities aie held m securities 
it may make the funds frozen Some people would object to that 

Dr Tup It wiU be so if it is done to a large extent There is no 
■free market for Government secuiities in this coimtry If the Beserve 
• Bank could dispose of its Government seounties at any moment, we should 
have no objection I think it would be detrimental to trade to lock up 
money in Government secunties in this country 

Ghamnan There are otbei piOMSions to control this, e g , (b), (c) and 

(d) 

Dr Trip There is a limit of couise But I know that the Imperial 
Bank holds a large amount in Govei-nment securities, and from the stand- 
■point of hquidity I should like to say that it wiU not be advisable for the 
'Besei’ve Bank to do like-wise 

Mr‘ Mahu Subodar It is only a ma'ximum provision, it is not the 
minimum ' 
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Di Tup Peiliaps I was not \eiy clear m this respect If tlie Eeserve 
Bank could get enough bills or enough other secunties fiona banks or 
fiom people they want to deal with in the first instance, then it need not 
gne large credits to the owner's of the goods themselves It should avail 
jitself m the fii'st place of the mtei'mediarj' banks with i\hich it wants to 
work 

Mr Lamond You want to replace section 18 bv this suggestion 
Dr T'^ip Eeplace or extend the section 

Lala Hailishen Lai You are all the time thinking of the Eeserve 
Bank I am all the time thinking of the boiTowers So far as the 
oonoweis are concerned they have to be satisfied with words So far as 
the Eesen'e Bank is concerned that has to be satisfied with investment. 
It IS a different point of v lew from which I am asking this question 

Di Trip I want that the Eeserve Bank should have enough scope 
to make itself felt in the country 

Lala Haikishen Lai You say that the Eeserwe Bank should have 
enough opportunities of investing its reserv'es 
Di Trip Y'es 

Lala Haikishen Lai I want, so far as the agriculturist is concerned, 
that he should have, if not a fion’s share, at least a fair share of the reserves 
of the Eeserve Bank Agriculture is our main stay or our only stay, and 
the Eeserve Bank ought to look after the interests of agriculture and 
agriculturists, and then of course industries and trade 

Dr Tup I agree if it is compatible with sound policy, which must 
prevail m all cases In the first place have a sound Eeserve Bank, and 
then of course it has to seiwe as fax as possible the requirements of the 
country We cannot sacrifice soundness to the mt'erests of borrowers 
Lala Harkishen Lai' A smaller bank than a bank with a capital of 
o crores will be sounder than the latter, being smaller 
Dr Tiip Es 5 crores is quite proper 

Lala Haikishen Lai What I am sajing is that soundness'' will be 
secured by a much smaller banlr, because its funds will be in the best 
securities What I understand from the soundness of a bank does not 
mean ‘choice of securities’, but ‘the method of investment ’ 

Dr Trip I lay the fullest stress on the duties of the Eeserve Bank 
wuth regard to the local and international position of the rupee 

Lala Haikishen Lai According to your ideal, there should be inter* 
mediary banks so far as the requirements of industry and agiicultuie 
are concerned 
Dr Tnp Yes 

Lala Harkishen Lai According to Dr Tnp our problems are to be 
solved by more agricultural and industrial banks 

Dr Tiip I include among intermediary banks the commercial banks 

The question of industrial banks has been discussed with Dr ,TeideIs 

Lala Harkishen Lai You say ‘this is the result, not of lack of organi- 
‘'Stion but mamlv of the fact that, for the time being, the fundamental 
conditions for such a bill market are lacking’ Then you say generally 
that you need not go into detail with regard to this subject I should 
like to have the details if you don’t mind I should like to Imow those 
conditions because' when people are organising things, there are pitfalls 
into which they should not fall. ' ‘ 
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, Lala HaiUshon Lai They aie Bntish Indians living m Indian States. 

Chairman They may be Bntish Indians or non-Indians 

Lala Harhshen Lai I will not raise much trouble here The only 
thing IS it ought to be made clear on page 3 at clause (6) (e) 

Chairman Tiiat ceitainly makes no provision for investment in shares 
by the luleis of the territones themselves 

Lala Harhshen Lai It is not excluded either 

Chairman There aie otJier laws which stand in the way cf that 

Lala Harhshen Lai The latei legislation takes precedence over an 
earlier measure on the same subject 

^Chairman Tlus clause only states that people in these paiticular terri- 
tories will come 111 on the Delhi Register It does not make any overriding 
provision with regard to investment in shares 

Lala Harhshen Lai If youi reading is correct that they are excluded, 

I have nothing to say But if it is not, both the sentences should corres- 
pond with each other 

Chairman The position is made cleat in clause 4 no person who is not 
domiciled in India oi a Bntish subject ordinanly resident in India, shall 
be registered as a shareholder or entitled to payment of anj dividend on 
any share 

Lal-a Harhshen Lai ‘Domiciled m India’ that is what struck me 
If it had been ‘British India’ I should not have raised the question It 
mav be an omission in drafting It will have to be considered 

Mr Menu Suhedar If they aie to act as agents for the States, and 
if out idea is to have a stiong central bank which will lope in all the 
resources of the country, from a purely banking point of view, would ,t 
not be right to have all collections of cash of Government and cash m the 
countiy coming to one place 

Dr Tnp Absolutely 

Lala Harhshen Lai On page 5 you lay dowm — 

To avoid misunderstanding it may be added that the Reserve Bank 
need not necessarily at ail itself of this opportumty to a large 
extent the meie fact that the opportunity exists will enable 
the Banlv to exercise strong influence on the level of the rate 
of mterest 

When I was tallnng about the quantity of bills you said that you would 
take away the warehouse leceipts 

Dr Tnp It would nob be necessary foi the Reserve Bank to make 
advances on warehouse receipts to a large extent to tradeis direct apart 
from banks But they can do it to a large extent through the inter- 
mediary of banljs The bank could go to the Reserve Bank and say, 
‘I have no bills, I have warehouse receipts, can you take them from us?’ 
The Reserve Bank would thus be enabled to _give money on warehouse 
leceipts 

> 

Lala Harhshen Lai You say that warehouse leceipts should not be 
taken in large quantities from whichever soiwee they come 
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Lai a Hailishon Lai In Jav-i ha\e you one big private company’ One' 
big private company would be an impossibility to cover the whole of this 
country 

Dr Trip As I said w^e ha\e in Java moie than one company and 
many private godowns If it is an impossibility, to have one big company 
you can have piovincial companies with a netw^oik of provincial branches 
In any case the fundamental requirements would be, that the Eeserve 
Bank and the banks in geneial could accept the waiehouse leceipts of 
these companies, wuthout doubt about the solidity and the soundness of 
then position and woik 

Lala Haihishcn Lai One big piivate company oi several 

Dr Tup I agree to that 

Lala Hailishcn Lai Then }ou sa}*, that we are to create an instru- 
ment which is acceptable to all parts of the banking organisation Can 
you give us the form from another country which this instrument takes’ 

Dr Trip 1 should saj that this instrument is an ordinal waiehouse 
receipt I mean an instiaiment issued by such a corporation that is so' 
sound that if the coi’poiation issues a receipt it is acceptable to all parts 
of the banking community 

Lala Harhislicn Lai That means from the point of view of the issuer 

Di Trip Yes, wuth regard to his financial strength and standing 

Lala Haihishcn Lai You have also in that paragraph brought in the 
w^ords "non-peiishable, readily saleable goods" What does that mean? 

D) Tup That is goods that keep then value during the time that the 
credit IS given 

Lala llaihishen Lai I think most agricultural produce is perishable 

Di Tup It IS only a question of time Take sugar for example — 
sugar IS perishable after a year or so 

Lala Haihishen Lai Then v^ou saj that the forces of Government 
and business life m India should be concentrated on the constmction and 
development of such a svstem How' would }0u bring the Govemment 
in’ 


Di Tup In the first place with regard to the Eailwaj' warehoiises 
The Eailwajs in this country are mostly m the hands of the Government, 
are they not’ 

Lala Haihislien Lai Any other suggestion so far as the Government 
is concerned? 

Dr Tup I cannot say at this stage 

Lala Ilailislien Lai How could the Government come in? What we 
want to know is Under w^hat conditions and imder what terms ought we 
to go to the Government to help us in this matter ’ 

Dr Tup Well if it is framed m such a way that it rs really tc the 
benefit of the country as a w^hole, I could consider the possibihty of the 
Government taking part m the shares of such a company 

f 



D? Tiif I think the conditions aie a thoiough knowledge of the iiosi- 
4ion of the signatoiies to the bills and of the chaiacter of the bills especially 
with legal d to tbe question whethei the bills that come to the maiket 
aie really tiade bills and not finance bills 

Lola Harlmhe7i Lai Or the fundamental conditions jare assurance 
'Of some parties and assuiance of being leal tiade bills Any othei 9 

Dr Tnp No 

liala Hailvishe)i Lai Then you say this method is to improve the 
piesent conditions which aie not well oiganised You know how it is done 
at present Have you any othei suggestion to make to impiove that 
immediately ? 

Df Trip It IS always veijr difhcult to improve a situation immediately 
I thinlc all improvement must be gradual, and we can only give the 
general lines which in oui opinion must be followed 

Lala Harliishen Lai No immediate steps occur to you at present with 
negard to the piesent methods^ 

Dr Tnp What steps could be taken as regards the bill maiket I vill 
come to latei on Apart from these steps ve advocate the improve- 
ment and extension of the waiehouse system The ultimate aim would 
Tie, in our opinion, to covei the country with a widespread net work of 
warehouses oi godowns, adapted as much as possible to the requirements 
-of the various parts of the country 

Lala Hinlashen Lai It is a tall oidei I mean it is a big thing 

Dr Tup Of course it is a big thing which must gradually grow 
We have got for instance, if I may lefei to the Dutch East Indies, seveial 
warehouse companies, whilst some commercial banks and many traders 
have their own godowns 

Lala Hailishen Lai What is the aiea of Java"? Have you any idea 
of the quantity of goods in a warehouse, the maximum or minimum ^ 

Dr Trip The area of Java is about 2,400 square geographical miles 
Your question about the capacity of warehouses, I cannot answer 

Lala Harhishen Lai How manv Javas would have to be put together 
“to cover India ^ 

Di Tnp A gieat many 

Lala Hailmhen Lai How many waiehouses have you in Java, a thou- 
sand? 

Dr Trip I don't know, perhaps more 

Lala Harhishen Lai I am aslnng because the waiehouses of Java might 
be verv diSeient from those in India 

t/ ^ 

Dr Trip I cannot see that it has anything to do with my pioposal 
There may be difficulties and I expect that there are difficulties There 
are difficulties and objections to every pioposal It is my opinion, and 
That ‘ of mv colleagues, that the diiection, we mentioned, should be 
followed It IS foi vou to decide whethei you agree with us or not 

Lala Harlnshcv Lai IMi aim is to get some mfonnation which would 
help us immediately 

Dr Tnp I am onlv a weak man as -^on aie and we cannot change 
■things immediatelv - 
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Lola Harktshen Lai You say “The published late of the Eeserve Bank 
-should be the discount late foi genuine fiist-elass trade 'bills and loans 
'even against Government secuiities should have to pay a somewhat higher 
rate” You lav down two conditions — foi genuine and first-class 

, D; Trip In the first place the goods should be sold so that it is a bill 
trom the sellei on the buyei In the second place the parties to the bills 
should have a sound financial standing and be good for then obligations 
whilst it would be desirable — but that is not necessary in all cases — ^to 
have bank acceptances 

LaJa HarUshen Lai Well, for bank acceptances and bank endorse- 
ments vould you make any advances? 

Dr Tiip No, because in both cases the bank is liable 

Lala Harlmhen Lai In para 6 you say “all these means may be use- 
ful, but it must be realised that considerable improvement can only be 
achieved if and m so far as on the one hand the existing prejudice against 
The rediscounting of bills could be removed and on the other hand the 
necessary educational work meets wnth success" 

Chairman We have here a good deal of evidence that people do not 
want to go to the Bank because it reacts on the credit Isn’t that so, Mr 
Xamond*? " 

Ml Lamond The reference was to banks 
, ■ ‘ ' 

Chairman So it is not confined to the banks It affects also the 
'Custom 

Mr Lamond They were referring to rediscounting by banks 

Chav man That is, people don’t want to go to banks to have their bills 
rediscounted because they feel it will affect then credit It was men- 
tioned also in the case of indigenous bankers I am talking of indigenous 
‘bankers, not the moneylenders pure and simple 

Lala Harlishen Lai Talking of mdigenous bankers, to strengthen the 
position and to raise the standard of these bankers When j-ou were 
writing that, maj I ask had you m mind rediscounting and discounting 
of the Eeseive Bank’ 

Dr Tup Oh \es, I mentioned it at a later stage 

Mr Haihxshen Lai But you had it in mind Then you say they need 
not be linked to any banks The idea has been expressed several times 
that they ought to be linked with banks Another idea has been expressed 
here that it will improve their posrtion if they comply wuth certain re- 
quests Here you say a third thing — co-opeiation Do you replace these 
two matters vith the advice you hove given here’ 

Dr Trip I must say the linking of the mdigenous banks to other 
banks seems to me a very difficult problem I do not think they will be 
inclined to do that of then own free will and therefore I say that a better 
way would be to leave them alone to improve then position bv co-opeiation 
among themselves 

I ' ' ’ ' 

Lola Harhishen Lai Another thmg was that they should adopt some 
methods which are common with banks '> , 
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Lola Haikiahen Lai Then you say ‘considerable difference of opinion, 
on the causes of this phenomenon exists’ The reasons mentioned are 
the development of the cash-credit system, the reluctance of banks to 
discount these bills Well I mention one or two other reasons and you 
may kmdly consider whether they are also m the way of development 
One IS speculation Foi the last few years the tradei has never been 
eettain whether the customei does not enter the speculation field at anv 
time 

D? Trip That is of course lack of knowledge of his position 

Lala HaiLishcn Lai You will agiee about it 

D? Tup I will accept it on youi authority 

Lala Hailcishen Lai The other is what is called elasticity m pnees. 
The puces, especially of the sugai, have been djstuibing the sugar market 
a great deal to the detiiment of India* 

D} Tup In the fiist place of the selleis AVith regard to the bill 
maiket 

Lala Hailcishen Lai I am ihmkmg of the bill maiket You have 
mentioned two reasons, one is cash ciedit 

Di Tup If you have leal tiade bills the, goods aie sold foi certain 
piices and that puce is the amount mentioned in the bill, and if the 
parties aie good 

Lala Haihishen La\ But bj"^ the time they leave Java, sugar for 
instance, the piiee has gone up in such f way that sometimes delivery is 
not taken 

Di Tup That is a question of foieign bills 

Lala Harkishen Lai I am questioning that, you diaw a trade bill for 
3 months on certain commodities In 3 months the fluctuation in priceS;- 
IS so laige that the bill changes fiom ‘real’ to ‘unieal’ 

D? Trip Theie will always be losses Ui the banking business I would 
try to look at the piobable development before I would take the bdls By 
knowing the financial standing of the puichasei of the goods and of the 
sellei of the goods and the piobable development of the market I could 
safeguaid mvself as far as possible against losses 

Lala Hailuishen Lai Theiefoie in addition to the actual trade value 
you would look always at the paities^ 

Di Tnp That is the mam point 

Lala Harlcishen Lai You say it ought to be emphasized at the outset 
that genume tiade-biUs as would be eligible foi purchase or rediscount 
by the Eesei^e Bank, can only be cieated if pioduceis and traders are- 
prepaied to sell on ciedit, etc What is yom expeiience about youi 
enquiiy whether sufficient ciedit is oi is not granted in the country^ 

Dr Tup I gathered that from your owm information which you gave 
to Di Jeidels It was, if y’^ou remember, wuth regard to the puiehase ox 

sugar, that you sa’d that the business was practicallv done on a cash 

) 

basis 

Lala Harkishen Lai So you would like longer credit for the bills 9 

Dr Trip Of course if one wants to have a bill market it is the first 
condition in my opimon If it is mipossible to fulfil that condition, you 
cannot haye a bill market 
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Lala Harhishen Lai At piesent they aie non-existent, they are in 
foreign currencies To tianslate them into Indian currency, you nant 
certain measmes to be taken somebody and I take it that that some- 
body should be the Eeserve Bank 9 

Dr Trip That may be the case m future The most impoitant ques- 
tion IS of course the mteiest lates ehatged 

Lala Harlmheiz- Lai If lupee loans have to be encouiaged, iliese 
'agencies should make the first move by cbaiging leasonablo lates of in- 
terests on these bills and also assuimg the people that if they are good, 
•sound and genuine trade bills, they would have no hesitation m discounting 
"them 

Dr Trip Yes, but the mteiest lates aie dependent on the conditions 
is'nd eucumstances prevailing in the country 
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f Di Tup, I should like that they should adjust themsehes to those" 
methods of the baulis by their co-operation 

Lola Hailishen Lai Co-operation amongst themselves and also adapt- 
ing themselves to modem life? 

Dr Tnp Modem banking piaetice You will find m oui memorandum 
“'We are not m favour of compulsoiy measures with legard to the indigen- 
ous bankeis They should establish or lefoim their own associations, 
which would have to make regulations with regard to rates of interests, 
pubhcation of balance-sheets and piofit and loss accounts, proper book- 
keeping and auditing, and in general have to take all those steps which 
seem appiopiiate to laise the standing and improve the banking methods 
of then membeis” 

Lala Haiktshen Lai Then you say furthei “A close contact should i 
be established between these associations and the Deserve Bank in order 
to enable the lattei ” That means the Deserve Bank? 

Di Tnp Yes, in oidei to discuss with the Deserve Bank about the- 
regulations apd methods of woikmg 

Lala Harlcishen Lai You mean that there should be an association of 
associations ^ 

Dr Trip Associations of indigenous bankers 

Lala HaiTiislien Lai , Contact should be established between these 
associations ? 

Dr Trip I do not lefei to financial contacts I mean that the Be- 
seive Bank should influence their methods 

Lala Haikishen Lai In joui memoiandum you say “Under normal 
circumstances the cuirencv of that country will be piefeired vhere the 
lowest late of mteiest pievails and the money and bill maiket is bo well 
developed that no doubt can exist about discount facilities being available 
at any time duiiug the cuiiency of the bill These conditions are 'acking 
in India As long as this is the case, trade and mdustry would be ham- 
pered and the cost of imported goods raised by enforcing sellers of foreign 
goods to diaw lupee bills ” Does this paragraph refer to rupee bills or 
to discount facilities^ 

Dr Tnp It lefers to the possib hty of creating rupee import bills 

Lala Harlmheii Lai Theie are two subjects dealt with here one sug- 
gestion IS that if the lupee bill is drawn, there would be improvement m 
the Indian tiade, and anothei is that discount facilities should be improved. 

D? Tnp The one is a condition of the other, discount facilities ought 
to exist befoie bills can be created 

Lala Hailishen Lai Discount facilities for other cunencies should be 
first developed 

Dr Trip No 

Lala Hailishen Lai If they lesolve or make up their minds to en- 
couiage rupee bills, then it can be done, not otherwise 

Di Tnp It depends upon the cncumstances and upon the standing- 
of the parties 
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be done without the sanction of Government and without the knowledge 
and appioval of Government^ Do jou think the a^oKlance of Go\ eminent 
mterfeience is accomplished’ 

Dr Tiip Yes I have no objection to the appointment of the Governor 
by the Government. 

Ml Manu Subedar Hov about the 4 Diiectois and one Government 
ofiicial’ 

Dr. Trip In mj country the Managmg Diiectnis aie all appomted by 
the Government Doi the GoAemoi the Goveinmcnt is even free not to 
follow the recommendations of the Board of Diiectois W'lth regard to the 
other members of the Managing directorate the Government is bound to 
the recommendations of the Boaid of Diiectois 

Mr Manu Suhedai I am now discussing the situation as proposed under 
the Bill and I point out to }oa that if the object of instituting a bank 
under private ownership is to keep Government influence out, it has not 
been achieved by the Bill 

Dr Tup That depends on the mentality of the Government If the 
Government fulfils its task as it ought to be done, I think I have no 
objection, because I take it that the first duty of Government is to find 
those men who are up to the task of the management of the Eeserve Bank 
and not to find men who want to plea<?e the Government and do all the 
things that the Government wants them to do 

Mr Manu Subidai Do lou think Goieiiimeiit nomination here is 
excessive, or adequate or too little’ 

Dr. Trip I thmk it is lather large from the standpoints adopted m 
my country since with us the members of the Board of Directors are 
elected by shareholders 

Mr Manu Subedar That is what I felt, if the object leally w’^as to keep 
Government influence out Then Dr Trip, you would also agree perhaps 
with me that it is not only the political influence of Government which 
has to be kept out but the influence of anv paiticular section of the 
oountiy as against the nation as a whole which must be kept out from the 
operations of the Central Bank’ 

Di Trip Yes, and also the influence of the Government with regard 
to the policy of the Bank should be kept out in all respects There should 
be no interference by the Government in the policy of the Eeserve Bank 

Mr Manu Subedar Quite so Besides the danger to an institution of 
this kind, of direct Government interference, don’t von think the danger 
to such an institution is also that some small section of large financial 
interests might get hold of it’ That also has to be guarded against 

Dr Trip Oh ves Of couise if the management of the Eeserve Bank 
has a thoiough loiow ledge of that task and fulfils that task in a good 
way, then I cannot see the possibility of one section of the public having 
too great an influence on the policy of the Eeseive Bank I think that 
depends on the men who are in charge of the management of the Eeserve 
Bank 
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12fh February 1931 , 


Mr. Manu Subedar The subject of youi raemoiandum is extremely 
large and I can only ask you on a few pomts But I am not anxious 
to revive the contioversy as to whether the Beserve Bank should be a 
State institution or a pnvate institution I am not personally yet convinced 
that it should be a pnvate institution Would you please state on what 
grounds you would advocate a pnvate institution instead of a State insti- 
tution ^ 

Dr Trip I am of opinion that the Beseive Bank must be an absolutely 
independent institution, fiee fiom Government interference with the pohcy 
of the Bank and I think that that is bettei safeguarded w'hen it is a pnvate 
institution than vlien it is a Government institution 

Ml Manu Subedai We have m this countiy, Di Tnp, ceitain quasi- 
public bodies, which aie constituted as a result of a special Act, whose 
finances aie kept sepaiate, not meiged with the finances of Government; 
who act by means of a Board which is formed in aecoi dance with the 
lines laid down m the Act The outstanding lUustiation of this would be 
the Bombay Poit Tiust Peihaps you aie awaie of it If not, I will 
mention to you that theie is no dnect interfeience Indeed theie is no 
indirect inteifeience by Go-seinment m the affans of this body They own 
veiy laige assets, they admimstei them, they woik within the powers con- 
fened and the obligations imposed on them by the Act, and it works fairly 
satisfactoiily If theie was, theiefoie, another, method of accomphshing 
the object which "^ou mention without instituting a private company, you 
would have no objection 

Du Tnp I thmk the task of the Corporation you mention and that of 
a Beserve banlv are quite different and I see more possibilities of the 
Government mterfering with the task of the Beseiwe Bank than with the 
task of the Corporation you mention I think we have already had some 
experience wrth regard to the Imperial Bank where the Government, if 
we are not mistaken, interfere very often and from the Government point 
of view m a very efficient way 

Chairman Does that arise in spite of the fact that the Imperial Bank 
is not a Government institution^ 

Di Triu That is on the basis of the Act I have no objection to the 
Government taking part of the share capital of the Beserve Bank if neces- 
sary But I should prefer that the whole share capital should be taken 
by private shareholders, if it is possible 

Mr Khaitan That was your real point It was a question whether the 
Government should subscribe a portion of the capital 

Mr Manu Subedar I am coming to that You have read the consti- 
tution, clause 9, and when you say it should be free from Government 
mtcrfereuce having regard to the fact that the Governor, two Deputies, 
4 Directors’ and one Government official aie nominated bv Government 
don’t you think Government have a sufficient weight m the^ affairs of this 
concern apart from the various provisions wheie manv things could not 
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Z)? Tup Tlie aiiauageiaent of the IRe&eive Bank has a laige influence 
^len m the meetings of the shaieholders, and I can tell you that with us 
ihe Diiectois aie elected piactieally in confoimity with the wishes of the 
management 

Ml. Manu Subedai That is exactly what jou have expiessed m your 
note The shaieholdeis have certain lights and poweis which they do 
not fulij lealize, and vhieh the) do not always exeicise 

Di Tup That cannot be denied 

Ml Manu Subedai That being so, would )ou not think that the appoint- 
ment oi Biiectois selected b) shaieholdeis in the mannei might, undei 
certain ciicumstances, be liaimtul? 

Di Tup I cannot see the danger, because 1 am under the impression 
that li )ou have the right man as the Goveinoi of the Keseive Bank he 
has great influence even on shaieholders, and I think if he is the right 
man he will advise the shaieholdeis in such a way that the right men -will 
be members oi the Board of Diiectois In an) case that is the expenence 
in my country 

Ml Manu Subedai See section 9 again, wheie there are two Directors 
elected b) the Associated Chambers of Commerce, two Dnectois elected 
by the Bedeiation of the Indian Chambers of Commerce Would you 
or would )ou not expect men returned by this machinery to be better 
hnancieis and sounder men than the men returned by the shareholders^ 

Di Tup I cannot sa) whether m financial matters they are better 
than those returned by the shareholders As I understand it, it was the 
intention that these interests should have a voice m the meetings of the 
Board of Dnectois 

Ml Manu Subedai lou read the intention that w'a) I read the 
intention in this wa), that it was the intention to bring to the forefront 
on the Board the best men m the community and" this was one of the 
means of securing the best men I would be obliged if you ivould com 
pare this method of securing the best men wuth the other method 

Di Tup I can onl) say that m my 'opinion both w’^ays may be to get 
the best men, the best men from a central banking point of view But I 
impress the needs of the country and the need of several classes of the 
population I cannot see any objection against those classes being re- 
presented on the Board of Directors Out central banks try to get the 
hest men from the countr) II you took all the men from Amsterdam, 
from the capital of tlie country, perhaps the men from a puiely financial 
point of view would be better But they want to have men from the 
counti) as a whole and not only from Amsteidam 

Ml Manu Subedai You w'ould not know'^ from your short stay in this 
country file relative positions of the various Chambers of Commerce oi 
of the amount of trade and interest represented by them Therefore perhaps 
you v^ould not be prejiaied to answ’^ei as to why in clauses (c) and (d) it 
should not be 3 m one of these clauses and 1 in the othei ^ 

Di Tup No I cannot say 

Ml Manu Subedai I should be much obliged if you would tell me a 
little about the conditions in Java of which you have most direct personal 
knowledge and winch vou have mentioned very relevantly Have vou only 
one financial centre in Java*’ 
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Mr Manu Suhedar When an institution is owned by Government, that 
danger does not exist, but where it is not so, that danger does exist and 
must be provided against. 

Dr Trip I cannot see that it should not exist when the Government 
owns the Beserve Bank I think the danger would be greater then than 
when you have an mdependent management 

Mr. Manu Suhedar The danger would be theie, the danger of an 
mstitution like this getting into the control, direct or indirect, of a certain 
section What precautions would you suggest to avoid that danger? 

Dr Trip You cannot take any other precautions than to appoint the 
best men that are available and men of high standing and high character 
and great knowledge of the task of a Beserve Bank I cannot see other 
safeguards 

Mr Manu Suhedar Even men of veiy high standing have to obey the 
mandates of the interests which support them 

Dr Trip Oh no They have to fulfil their own tasks, and if the good 
fulfilment of the task is contrary to the interests of a section of the popula- 
tion, they ought not to consider tha*' but they ought to fulfil the task as it 
should be fulfilled 

Mr Manu Suhedar In oidei to have a strong Eeseive Bank it would 
need the co-operation of every section of the population 

Dr Tnp I do not understand what you mean by co-operation 

Mr Manu Suhedar It would need the co-operation of the banks, lir 
■would need the confidence of the public 

Dr Tnp Oh yes, of course 

Mr Manu Suhedar Confidence would depend very largely on the in- 
stitution and if the institution is such as is open to a large amount of 
criticism from the public, don’t you think, the purpose, the very important 
purpose, for which the bank is being constituted, might be defeated? 

Dr Trip . Well. I think the confidence of the public depends on the 
management — ^how it is done — and on the financial position of the insti- 
tution 

Mr Manu Suhedar Also on the personnel of the Board 

Dr Tnp^ On the personnel of the Board as well, may be But if they 
are men of first-class standing, I think the public confidence would be 
obtained 

Mr Manu Suhedar If they are men elected by shareholdeis it would 
be necessary to obtain men of first class standing on the management 

, Dr Trip Well you speak of the Board of Directors, not of the manage- 
ment The experience in my country is that that is the ease 

Mr. Manu Suhedar The experience in my country is that the share 
holders make the most stupid mistakes They do not know their ov,n 
powers and rights A small coterie of financiers get re-elected over and 
over again Sexagenarians who are unable to walk, or see or hear, get 
on the Board " ‘ 

Chairhinn You mu^st take that) as Mr Manu SuHedar’s personal news, 
not the views of the Committee 

Von rv 2d 
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Dr. Tnp The Beserve Bank has a Government Commissioner who is* 
entitled to assist at all meetings of the Directois and shareholdera, but 
IB not entitled to mteifere in any manner with regard to the policy of 

the bank. „ , , , j t o 

Mr Manu Suhedar Have you anj office of your bank outside Java? 

Dr Irip Yes, m Amsterdam 

Mr Mann Subcdar Do they do the general banking business also? 

Dr. Tnp No 

Mr Manu Suhedar Aie they prohibited from taking deposits? 

Dr. Trip Yes 

Mr Manu Suhedar Are you not allowed to borrow m Amsterdam ak 
alP 

Di Tnp Yes, in sc fai as we can deposit gold as secunty 

Ml Manu Subodai Bor how long can you borrow on such terms? 

Dr Tnp It depends on circumstances Generally not longer than 8 
months 

Mr Manu Suhedar In view of that what do you think of the provision 
in section 17 (14) of the old Deserve Bank Bill allowing of borrowing only 
for a per.od of one month and not more, for purposes of the business of 
the bank? 

Dr Trip I agiee that one month limit is too short a penod I thmk 
the boiiowmg leteis to bonowmg outside India 

Dr Hyder It does not mean only outside India 

Dr Trip I agiee, it might be in India or outside 

Mr Manu Suhedar In section 17 (1) it is said that the bank can accept 
money without interest from “any other person" Is it not a very general 
powei that is given thereby? 

Dr Ti ip Yes, but I see no objection, provided they get money without 
interest 

Mr Manu Suhedar But here m clause 14 of the same section there is 
no mention of interest 


Chairman Does not borrowing itself connote interest? 

Mr. Lamond I think it does include inteiest 

Ml Manu Suhedar According to this provision you see that the bank 

IS prohibited from borrowing in London or anywhere outside India for 

more than a peiiod of one month That restriction according to you is 
quite unnecessaiy as the bank during certain periods should be allowed 
to take deposits foi longei periods? 

Dr Tnp As I have gieat confidence in the management of the Beserve 
Banlv I cannot see any reason why it should be so shoit as one month 

Mr Manu Subedai If I retire from India with a laige sum of money 

to London oi Amsteidam, I cannot put my money in deposit with the 

Beseive Bank, nhieh may be the onlv bank at that place Is that not 
so’ 

Dr Trip Foi instance, the Java bank allow deposits without giving 
interest for people coming from Dutch East Indies, but after some time 
the deposits will not be allowed to continue That is done as a matter of 
policy 

Mr Manu Suhedar There should be' no legal lestiiction Is that your 
point ? 

Dr Tnp I am not much in favour of legal restriction It is onlv a 
principle which is observed 


I* 



419 


Dt Trip Theie aie two mam towns m Ja\a, Batavia and Soeiabaja 
But the financial centie of the island is in Batavia 

iVi Menu Siibedar You have nothing coriespondmg to Bombay and 
'Calcutta, the business life veiges on one centre^ 

Di Tup Well, I should say not the eommeicial life Most of the 
financial tiansactions are done, in any ease decided upon, in Batavia All 
the bead offices of the banks aie tbeie 

Ml Manu Subedai Have you any seasonal fluctuations in Java? 

Di Tup Oh -yes we have seasons with legaid to the sugai ciop 
specially 

Mr Ma?i7i Subedai But you have not got monsoons? 

Dr Tup Wc have the dry monsoon and the wet monsoon 

Ml Manu Subedai You have no local Joint Stock Banks? 

Di Tup No 

Ml Manu Subedai Have }ou anything coiiesponding to piovmcial co- 
opeiatne banks ^ 

Di Tup No the Euial Dishict Banks aie institutions laigelj undei 
contiol and management of officials ' 

Ml Manu Subedai Therefoie if I may say so mthout any disiespecb 
to'tne oigamsation in Java, the things to settle there aie simple^ 

Di Tup I quite agiee with you, they aie more simple than heie 

Ml Ufanu Svbedai Now please tell me the position which youi Bank 
occupies with legaid to the othei banks jn Java^ It is a cential leseive 
banlc, it is not a Eeseive Bank by obligation? 

Di Tup No The othei banks aie fiee They keep thii blances 
with the Java Bank wdiich is the Eeseive Bank, thev have facilities ficm 
the Eeseive Bank and they aie wwking in close connection 

Ml Manu Subedar These foreign banks which aie working m lava 
aie in a position to boiiow'^ in then own country? 

Di Tiip^ Yes 

Mr Manu Subedai And they also take deposits in Java 9 

Di Tup Yes 

Ml Mama Subedai And yet you aie able to enforce j’^oui ban&ng rate 
, policy on them? 

Di Ti ip Yes 

Mi Manu Subedai You can enfoice the late when you want to bring 
down the late, but is it possible to enfoice on them wffien y'-ou w’-ant to 
stiften up the rates? 

Di Trip The banks are naturally glad to 'follow the policy that the 
Eeseive Bank adopts in that direction 

Mi. Manu Subedar Is it voluntary? 

Di Tup Absolutely 

Mr Manu Subedar Would you tell us about youi bankmg oigamsation 
in Java? 


2 c 2 
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Ml Mann Subedai Banks geneialij' do not keep then monej lyicig' 
idle but nionej lies idle onlj' duiing the peiiod when it is in the hands of 
the people 

Di Tup But that condition could oe betteied onh ■^^hen the uet-woik 
of banks mcieases 

Ml Mann Subedai What is aoiu opinion AMth icgaul to the erst of 
lemittance in this countiv^ 

Di Tup I have the impiession ihat the costs of lemittances aie 
higliei than in most othei countiies I have ho-^evei not consideied 
that point tulh I do know, hovetei, that the cost of lemittance is higher 
than it is in' Ja\a, but the conditions and cncumstances of the tvo 
countiies aie diffeient 

^fl Alaiiu Subedai But if the cost of remittance is biought dovn, do 
■\ou not think that the lesoiuces availaolc in the countiv could be licltei 
iitilised ’ 

Di Tup I agiee It the lemittance rates aie loveied then it vill 
ceitanih be heliiful 

Ml Mann Subedai Supposing mone} is paid at a biancb of the Im- 
peiial Bank at one place and allowed to be transmitted to anj othei 
account in any othei branch free of chaige then do yuo not think that 
the inonev in the distiiets vill go to the Impeiial Bank? 

])i Tup But the point is vhethei the people geneially -nould do so 

Ml Maim Svbedar Has it not stiuck you that the meichants and 
othei dealers in big cities vho have accounts with banks and vho geneialh 
oveidnv alva-ss pa^ in ^^hate^el thej could into the banks to a’loid paj- 
ment of inteiest as much as possible on the ovei draft*’ 

Di Tup I do not see vh^ there is no such inducement in the districts 
at picscnt 

Mr Maim Subedai Because there are not enough banks in the 
mofussil and because the operations of bonks are not sufficienth exten- 
sive 

Di Tup That ma} oe so 

Ml Maim Subedai The clientele of the banks at present is small and^ 
vhen the clientele increases the resources of banks would also increase 

Di Tup Yes 

Ml Mann Subedai Y^ou have not thought of any means by which 
the mo^ement of specie from one place to another could be eonsideiabh 
reduced 

Di Tup I cannot see anj means of improvement so long as the popu- 
lation of the country is not better educated generally and so long as ther 
do not adopt the policy of accepting cheques as a means of pavment 

Mr Manu Subedai That is quite so but do you realise that even 
Government do not accept cheques in payment of land revenue at pre- 
sent? 

Chau man But my recollection is that Government do accept cheque'^ 
m pa\ merit of land revenue but only credits the amount after realisation 
of the cheque At least, that is my recollection from what I have seem 
from the Provincial Committee Beports 
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Ml Uanu Subedar Apart fiom the Reserve Bank, are you aware of 
-a specific proMSion in the Imperial Bank of India Act with regaid to 
/'borrowing in London Do you approve of that provision? 

Dr Tnp Yes 

Mr Manu Subedar You know theie are certain seasons in India when 
the rates of inteiest aie very high compared with other countries of the 
world During these seasons, is it not desirable that the Imperial Bank 
should be enabled to take money m London and brmg it down to this 
country in addition to the Es 12 eioies of emergency cuiiency allowed to 
replenish their cash resources ]ust for two to four months Do you not 
think that it would Be beneficial to the interest of this coxmtry m lowering 
the rates of interest? 

Dj. Trip I cannot say If it is beneficial to the country it should be 
done 

Mr Manu Subedai You have lefened to two Money markets m your 
memorandum — ^the bank rate and the bazaai rate Is it your impression 
that the rates prevailing in European commercial oucles or in the bazaar are 
higher in the interior than in the central towns ^ 

Dr Tup Yes 

Mr Manu Subedai EeaUy speaking, therefore, the prevailing rates 
aie not only high due to seasonal fluctuations which you desire to lemove 
by the establishment of a Reserve Bank but aJso you have this discie- 
' nancy in rates between money available at centres and in the districts? 

Dj. Trip Yes 

Mr Manu Subedai What would you do m order to improve the con- 
dition of rates in the distiicts — you Imow the districts contribute largely 
to the lesouices of banks including the Imperial Bank 

Dj Tiip Conditions aie not the same everywhere I think you can 
only improve that situation by hnlang up as much as possible the various 
parts of the countiy in regard to the money market 

Ml Manu Subedai I want to get jour opimon on other methods 
which would improve the situation You are aware of the distances m this 
country and I do not know whether you are awaie that the specie m cash 
and notes are moved down sometimes to distances of 300 or 400 miles m 
Older to lodge them at jnopei places and that takes something hke 24 
hours or more accoidmg to the natuie of the tianspoic avaihible If some 
portion at least ot this money which is cairied fiom one place to another 
was secured by the banks it would mean the improvement of the cash 
position of the banks as a whole Is that not so^ 

Dr Trip I cannot say that you can penetrate through the country as 
a whole before you have agencies of the banks there 

✓ 

Ml Manu Subedai I entirely agree but would you not admit that it 
would be much better if money would pass into the hands of a bank rather 
than he idle m the hands of private individuals or even public bodies as 
it would then become part of the cash resource of the country 

'Dr Ti ip That is so, but the bank cannot afford to keep its money idle 
'in its coffers 
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Dr Trip I must say, as Di Jeidels has said, that in India the Stock 
Exchange is not of the same range as it is in highly developed places like 
London Kew York and Amsteidam But here m India, you can always 
get Government secunties, 

Mr Manu Subedar Apart fiom the Government security somethmg 
with a little sound secuiity is not available in this countiy, unless you take 
in nsky industnal block or debentures 

Dr Trip That is so 

Mr Manu Subedat If a land moitgage bank weie started and bonds 
weie issued on the secuiity of local land, would you not think that some 
money instead of gomg to the industnal and financial centres could more 
piofitably be employed in the distiicts by investment in these bonds" 

D; Trip I find that the Provincial Eeports have no gieat expectations 
fiom that idea ]\ruch -will depend on the confidence the public would 
lepose 

Ml Manu Subedai Assuming that theie is a Government guarantee 
and enough of confidence, then what is 3’our view'? 

Di Trip It IS of course possible to attract some money In mj 
country these banks are called Moidgage Banks and subject to their con- 
ditions they sometimes sell the securities over the counter 

Mr Manu Subedai If such bonds existed and if the banks recognised 
them, to some extent the movement of specie could be avoided and pro 
fitably employed Is it not so^ By so doing you are aware that the 
bonds could be deposited wuth banks and overdraft arTanged on such 
bonds 

Di Trip Yes, but I cannot see how^ the movement of money could be 
improved upon 

Mr Manu Subedai The monej, at present m the drstncts comes 
down from great financial centres or it is mvested in banks for periods of 
2 to 6 months on the anticipation that it is wanted durmg the remaining 
6 months m the year The suggestion is that mstead of so doing there 
should be a peimanent mvestment of it and the investor should get over- 
drafts on the security of those bonds 

Dr Trip It would not make any difference The quantity of money 
that is circulating in the coimtiy would bo the same Generally speakmg, 
T cannot be much m favour of people who want money for short term 
purposes investing then funds in a permanent capacity I do not think 
it would be soimd financial pohcv 

Mr Manu Subedai In India there are not many forms of long term 
investments on which the Imperial Bank can grant loans If the range 
increases, the position -will improve 

Dr Trip You mean that there are now considerable amounts of 
money that could be invested 

Mr Manu Subedar’ Yes, provided the parties investing in them could 
rely on going to then banks and getting occasional overdrafts 

Dr Trip That may be possible 



Mr Manu Subedar Supposing all public autboiities weie induced 
accept cheques would that not inipio\e matters^ 

Dr Tup Yes, certamlj, but the p.oint is whethei the Government 
would be piepaied to take such risks on a large scale 

Mr Manu Subedar 'But what objection could there be if certified 
cheques were issued^ 

D] Tup, If that could be done it would improve matters no doubt 

Ml Manu Subedar If amounts to be paid w’^eie known before hand 
(as in the case of taxes) and cheques were d^awm and certified bj the- 
Impenal Bank oi othei recognised banks and if Government accepted such 
cheques as equal to cash payments, do you not think that the actual 
mo\ement of specie could be pi evented to a large extent*’ 

Dr Tup It might to a certain extent A large number of transactions 
can, however, not be made that w'ay I do not think the cultivator will 
resort to the cheque habit If, however, that is possible I think it would 
be advisable 

Mr BucMeij The practice of banks is not to certify cheques but to 
issue cheques of their owm after debiting the customer wuth the amount 

Dr Trip That is sensible, of course 

Ml Manu Subcdai The greatest impediment, in my opinion, is the 
cost of remittance Could }Ou tell us the position in regard to the pre- 
valent rates of remittance in Canada or America"’ 

Dr Tup I can only say wuth regard to the position m Java Tor 
rermttance by demand drafts the banks charge one ginldei for remittance 
cf sums above one thousand gmldei’i without anv limit One guilder is 
the standard charge 

Mr Cassels In Canada money paid to credit of Government is trans- 
mitted free of charge bj an arrangement betw^een banks and the Govern- 
ment 

Ml Manu Stibedar Supposing I had an account wuth your head office 
and branch at a different place and if I wanted *o transfer money from one 
account to another account, will the bank chaige any moneys 

Mr Cassels It is done free if the places are near to one another, say 
within 300 or 400 miles, but some small chaige is made if they are far 
apart All depends on the distance and the tune it wull take to get there 
1 would, liow'^ever, say that the rate in Canada is Aeiy much the same as 
that wffiich prevails m England 

Ml Manu Subedar With regard to these higher rates m the districts,, 
would you agree with me that the reason why money finds its place m the 
financial centres is that it could be easily invested in securities or other 
investments which could be easily sold wffien the paitA wants to do so 

Di Trip That is so 

Mr Manu Subedar If a man wanted to pui chase a secuiit^ Melding 
6, 6^ or 7 per cent , he could always get ir. in London, but in India there 
fs not a sufficient variety of such good securities 
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Br Trip Ceitamly, as a rule, but if a speculatne movement is going 
on, a rise in the bank late is not alwavs effective 

Ml Manu Suhedai You said -^ou veie not in favoui of the Central 
J3ank itself bunging funds mto the countiv, but -vou would allow other 
institutions to bung in funds 

Di Tup I do not think it ig the business of the Eescive Bank to bring 
in funds bj boiiowing abioad Thei should not do so e\en for shoit 
peiiods Except in quite abnoimal ciicumstances, when it 'will be the 
onlj measuie that can be taken T think thei ought to abstain fiom it 

ilfi Laiuond Hov vill the Piescnc Bank bung in the mone-\ bonoved 
abroad^ 

Di Tup B\ bunging in gold 

Ml Lamond How will thev get it oaek^ 

Di Tup By shipping gold again Of couise they could wait if they 
c\i)ect the situation of the countii to impiove, and the} could repay the 
liMu 111 bills lesuiting fiom a tavouiable balance of payments 

Ml Man It Sithcdai You sa\ that the Ja\a Bank is not aihficialh 
built up on the example ot loieign couiitnes vheic ciicumstances are quite 
difteiont Yould vou allow us the benefit of tbe same dictum*? 

Dr Trip Yes, as fai as it is compatible vith the sound pimciples of a 
Eeserve Bank 

Mr Jifanu Suhcdai It has been suggested that the seasonal fluctua- 
tions of rates in India have been veiv gieatli accentuated bi the financial 
}ear of Croveinment which is fiom 3st Apiil to ^Ist ]\Inicli Go^elnment 
themselves said tbe\ vould considei changing it but thev have not done 
so Have ^ou an^ views to give on this sub 3 ect‘’ The peiiod of land 
levenue paMiicnts vlncb aie vciv large payments m distncts coincides with 
the pciiod when theio is a considerable demand foi money foi purposes 
of trade movement 

Dr Trip E-\en if ^ou take an} othei date snv 33 st Decunbei as the 
closing date the position would even then lemam piacticalh the same 
Would it not*’ That would fall in the busy season too 

Mr Eaindas Panlula Collections begin m December and go up to 
klaich It will he difficult foi Government to collect the lasts aftei the 
haivest is over 

Di T->ip T think the husv season beams in Koiembei and so the 
last two months w’ould fall in the busy season too 

Chairman The piecise point mentioned b^ l\Ii klanu Subedai has 
nothing to do with the financial vear It aeallv lelates to the date of 
payment of land levenue kists Judging fiom the local lepoits some of 
the local Goveiiimeiits aie talnna action to meet the difiiculty I think, 
Lalap in \oui lepoit you said that the Puniab Government is spreading 
the nayment oiei a senes of months 

Lai a Haihshen Lai Quite so 

Mr Bamdas Paniuln The Puniab committee pioceeds on the basis 
of the pioduee being maiketed the same day We have leeommended 
longer time foi sale 
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Mr Manu Subedar In regard to contiol of the money market by the 
^leserve Bank, you mentioned with leference to foreign banking mstitu- 
tions that the experience of South Afiica was not satisfactory, though it 
was on the way to impiovement Begulation of credit is one of the most 
important functions of the Eeseiwe Bank and if the Eeserve Bank wanted 
to do this, how IS it going to bung undei contiol foreign institutions which 
are not dependant on it for accommodation’ 

Dr Tiip If the Eeserve Bank wants to restrict the currency in the 
country, it does it usualh in oidei to stiengthen the international position 
of the monetary unit, and if these foreign banks w'ould bring foreign money 
into the country that w^ould stiengthen the position of the national cur- 
rency 

Mr Manu Suhedai You are talking of exchange which it may not be 
very difficult for the Eeserve Bank to control But I am talking of 
internal credit which is quite different from exchange Now, foreign banks 
have a large share in internal banking, and they would, subject to reason- 
able secunty, give accommodation of every description If they engaged 
m a speculative movement, how do vou expect the Eeserve Bank to 
control them’ 

Dr Trip It can only do so by i arsing its rate' which influences also 
“the position of the foreign exchange banks I can not see that foreign 
•exchange banks, m order to stimulate here a speculative movement, would 
bring considerable amounts of money into this country', which by the way 
always involves a risk on exchange 

Mr Manu Subedar In order to earn higher rates 

Dr Trip If the conditions are favourable for a speculative movement, 
even apart from exchange banks, the rate of interest will rise and money 
will flow' into the country You will remember the enormous stock- 
exchange speculation in America Money from all countnes flowed into 
America 

Mr Manu Subedar Would you admit that the flow of funds from 
abroad rendered the task of control more difficult for the Pederal Eeserve 
Bank’ 

Dr Trip Yes, but that cannot be helped, because all countries are 
members of the mtemational world organisation 

Mr Manu Subedar, Suppose the Central Bank took some measures 
These would hit the Indians directly, but they would not hit the foreign 
exchange banks so much because thej have another by 

Dr Trip If the Indian banks have no international relations, of course, 
they would be in a weaker position 

Mr Manu Suhedai In order to place them m the same position as 
the foreign banks, would you not suggest that rediscounting facilities which 
the Eeserve Bank would normalh give should bo confined to Indian insti- ^ 
til (ions 

Dr Trip No That would be in my opinion detrimental to the foreign 
trade of this countrv 

Ohainnan Would not the raising of inteiost automatically restrict 
•credit ’ 
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Mr Khaitan There is no question of charging interest, they earn 
'inteiest 

Chanman Why then should theie be any charge at all 

Dr Triy They may be charging for cable and other costs 

Mr Khaitan If it is T T they may ask for the cost of the cable 
I think Mr Cassels referred to interest 

Mr Vassels I had in mind the transfers made by telegraph so that 
the man gets the money the same day There is no question of earning 
interest, and the telegram has to be paid for There is a possibihty of 
'having to send cash up m the case ot remittances to small places 

Chanman I think myseli the charge ought to be reduced, as low as 
.possible 

Dr Trip Another item of expenditure is the work that falls on the 
staff and the costs of replemshing their cash m the branches 

Mr Cassels There may be stamps 

Chairman In your country would the}' not, as a matter of policy ti} 
to keep down these charges for icinittance as low as possible in the 
interests of bankmg hahit 

Dr Tnp Yes 

Dr Hydei Supposing we had a Reserve Bank here, the dividend on 
the shares of which is limited to 5 per cent What is going to influence 
the prices of shaies^ Will they not be quoted at a price coiTespondmg 
to the dividend 

Di Trip The dividend is not fixed There is a possibility of a higher 
dividend 

Chairman See page 26 Schedule III of the Bill 

Dr Hyder Takmg this case also my point is this If the dividend 
IS fixed the commercial motive is ruled out 

Dr Tup I agree with you In practice it will be not higher than 
7 or 8 per cent That rules out commercial motives 

Chairman Mr ]\Ianu Subedai’s point was Dhat the} might try to 
secure 6 per cent when the earnings may not amount even to that 
'He referred to the profit eaimng activities of the management and was 
really confining himself to a minimum of 5 per cent I think he put the 
question, ‘Would it not be better for Government to issue bonds and 
hand over the proceeds of the bonds to the Reserve Bank as its initial 
capital ’ I did not quite understand what he was after, and did not at 
that stage want to mtenupt Is it a practical proposition for some years 
to come that Government could float the bonds at a lower rate of interest 
than 5 per cent 

Di Trip I do not think it would be possible for Government to do 
so 

Chairman If that is so, 5 per cent would be a sort of guaranteed 
interest, and therefore the operations of the bank must obviously be 
directed to securing a profit which 'will be adequate to pay 'the interest 
::guaranteed to the bond holders 
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Ml Manu Subcdai Youi suggesboii is that ifc should be the task 
of the Eeseive Bank to keep the covei dming the lack season in oidei 
to be stiong enough to inciease its ciedits duiing the bus\ season, and 
you say this iiould pie^ent fluctuation The question is who is going 
to beai the cost of the Keseiie Bank Gaining this laige leseiwe duiing 
the slack season 

Di Tup They could eain moie if the\ invest the whole amount of 
then cash lesouices, but it is not the business ot the Eeseive Bank to 
eain as much nionei as nossible The) should sene the best mtciests 
of the countiv ^ 

M) Mann Suhedai It would be then piimaiy function to pievent 
violent fluctuations in lates and to make any necessaiy saciifice wdiich 
may be loquiied foi that puipose But if it is a piivate bank, it will 
be qominated b) eommeieial consideiations^ 

Di Tup Allotment of piofits is legulated in the Bill Shaie-holdeis 
will not get cl piofit of moie than 5 pei cent at the beginning and latei on 
peihaps a maximum of 8 pei cent but the mam pait of the piofits 
goes to the Goveinment exchequei 

i\/) Manu Subedai At least to the extent of the peicentage allowed 
by law eommeieial motnes would piedommate 

D) Tup Shaieholdeis \iould of couise like to get as big piofits as 
possible But they should know that the piimaiy function of a Eeseive 
Bank is not to make laige piofits, but to sene the mteiests ot the counti’) 

Ml Mami Snhcdai Theiefoie it would be most unfoitunate if com- 
meicial motnes piedommate in the woikmg of the Eeseive Bank Eieiw- 
thing should be done to pieient tins 

Di Tup Yes 

Ml Manu Subcdai It is bettei foi tiie tax-pa) ei to beai the cost 

D] Tup A Eeseive Bank as fiamed will be unable to make consi- 
derable piofits on behalf of its shaie-holdeis and it should not be guided 
by the principle of making as laige piofits as possible 

Mf Manu Subcdai If the dividends weie fixed by law and the capital 
raised as a national loan, would the class of public holding the secuiities 
be diffeient fiom the oidinaiv class of secuiity holdeis 

Di Tup I do not think so 

Mi Manu Subcdai If the capital is laised as a loan, tlieie will be 
no dangei of getting woise Dnectois fiom bondholdeis than foim shaie- 
holdeis ^ 

Dr Trip No 

Mr Klmitan About lemittanee of monev, it is aaianged m this wai 
T take Es 1,000 to the Cential Bank at Calcutta and the Bank gnes a 
demand diaft on its office in Bomba^ The Bank earns mteiest on the 
money foi the peiiod wdiieh should be taken in tiansit of the demand 
'draft to Bombav — 2 nights and a dai — and does not lose on the tian^- 
action Why should the Bank make a chaige'? 

Dr Trip In Java they do not chaige interest 

Mr Khaitan Theiefoie the longer the distance to which monei has 
got to be remitted there is less justification for charging for the lemittance 

Dr Trip The Java Bank does not chaige any interest 
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h[i Dcvadlnti Tlie pciiod jou suggest is not 0 plus 3 '’ 

D] Tup No 

Ml DevadJiai The distvibution of loans to co-opeiatne societies, 
should take into account the inteival between two hai vests In certain 
places there is only one harvest Are you in favour of giving a longer 
period^ 

Dr Tup T do not think it can enter the woiking sphere of the 
Eeserve Bank It must be left to co-operative banks or to comnrcicial 
banks 

CJiamlhu Muhhfai Singh li I understood lightly, m othei countries 
the cost of icnnttance depends upon distance and not upon the amount 

Dr Tup In m3 eounti\ disLwces aic not lerv gieat In Java the 
amount geneiall} speaking does not eornc in £01 renrittance by demand 
drafts There is ouh one fixed charge for sums of more than one thousand 
guilders 

Chaiidhu Mulhiui SiiKih Is there an\ counti^ where the ‘iniount 
also determines the charge? 

Di Tiip 1 think so 

Mr Casscls In most couuliies Iheie is a percentage for laigt rmounts 

Ml Eamilas J\mivJu If Gorernmont comes to an agreement with the 
provincial co-operative oaiik and the latter makes itself lesponsible for a 
certain sum of luonev to (to\ ernment, do vou think that co-operative 
societies c ni be used as media foi tiansfcience of funds’ I mean for 
Government purposes, m connection wuth land levcnue for instance 

Di Trip I tlnnk that would be a possibiht} 

Ml Lamond You sa\ 

“The absence of a mcclianism which bv expanding credit can meet 
the seasonal demand foi monev is mainlv responsible for the 
rariatious nr the Bank latf ’ 

ODo you think it is actually so’ 

Di Trip I do not talk about the level of the interest rate in the 
count] V throughout the 3 ear That of course depends on supply and 
demand I refer to 'seasonal fluctuatrons which could be reduced if there 
IS an rnstrtutron winch wrll keep itself strong T sboirld like (o restrict 
fluctuations as Tar as possible to the influence of iiade conditions 

.1/7 Lamond You lefei to Government is controlling ciuicney and to 
the Imperial Bank as controlling ciedit Government being tiro biggest 
mvestois, do you tbiuk vou can remove the power of r,lie Government 
from the market by the creation of the Eesene Bank’ 

Dj Trip No The Eeseiwe Bank cannot prohilni Government from 
borrowing money m the market Thev can only tiv to convunce Govern 
ment as to what they should do, vvliethci Ihov shonid tiv to borrow abroad 
or rn the country itself and give Government infonnation as regards the 
money and investment markets 

Mr Lamond You would be in favour of the Eeseiv'e Baiilv controlling 
Government borrowing m this country 
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Dt Trip I do not think that it v/ill be very difficult for the bank 
They get from Government, let us say on the present basis Es 90 or 
Es 100 crores m gold and gold securities No more than 30 crores of 
gold need be held during the first five years so that the earning assets 
outside the country ■will be about 60 to 70 crores, and it should certamly 
be possible for them to pay a dividend of 5 per cent 

Chairman Theiefoie the position envisaged by Mr Manu Subedar 
does not arise In any case there will be no improvement m that position 
by Government issumg bonds for the capital of the Eeserve Bank, instead 
of the Bank issumg shares fo-r the purpose 

Di Trip I quite agree It is a wrong way to issue a Government 

loan in order to hand over the proceeds to the Bank 

Chav man I am at the moment discussing the points placed before 
us by Mr Manu Subedar It should not be understood that I am per- 
sonally in ^ favour of either course 

Lola Haihishen Lai Bonds might accumulate in course of time in- 
the hands of a few 

Chairman That is another difficulty there are various other diffi- 
culties 

Mr Devadhai I should like to put a limit on the dividend earning 
capacity of the Eeserve Bank 

Dr Tnp The payment of dividend is restricted They will get at 
first 5 per cent and later on perhaps 7 or 8 per cent 

Mr Devadhai As you aie not puttmg any restriction on the capacity 
to earn profits which will ultimately go to form the reserves, do you 
say that aU the surplus should be carried to the reserve or that some 
poi*tion of it should be distributed pro lata 

Dr Tnp The hmits are in the Bill itself Please see section 46 I 
think this regulation is veiy sound 

Mr Devadhar In what way will the Eeserve Bank benefit the Co- 
operative institutions which stand for the financing of the agriculturist 
and small traders ^ 

Dr Tnp In the begmning of its career the Eeserve Bank can help 
the co-operative movement by granting Joans on the security of Govern- 
ment-bonds Then they can take bills from the Co-operative institutions 
as is laid down in the Bill But at fiist the Co-opeiative movement is 
not likely to get much money from the Eeserve Bank, as the Eeserve 
Bank ought to take trade bills The provision that the Eeserve Bank 
should be entitled to give credit against goods may help the co-operative 
mov^sment The possibilities for co-opeiation between the Eeserve Bank 
and the co-operative movement will grow, especially if the co-operative 
movement gets more m touch with marketing 

Mr Devadhai While ausweiing ceitam questions of Lalaji, you sard 
that the period for which loans should be given should not exceed six 
months But when the Chairman put you the question legarding'^redis- 
counting of bills you were in favour of allowing a period of six months m 
addition to the original period of 3 months 

Dr Tnp I should be m favour of leaving it generally to the policy of' 
the Eeserve Bank itself Of course if the bills are for a longer currency 
it is possible to rediscount them after pai t of that currency is over ^ 
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Dr Tnp That is my opinion It \^on't be effective to such an extent 
as \vill be desirable in order to tide over the busy season 

Mr Damond In that case is it necessar% to put on India the expense 
of running a Reserve Bank of this size*? 

Dr Trip Oh yes, I think so, because m the first place it is of the 
greatest importance for the international position of the currency In the 
second place the Reserve Bank must be formed in sech a wa> that they 
are m a position to tide over the busy season You must avoid creating 
in this country a situation as was created in South Africa and if you can 
achieve this aim I think it is of the greatest inteiest to the country to 
have a Reserve Bank 

Mr Lamond Is not that too expensive for the country^ Someone 
has got to pay for it Who do jou say should pay for this Bank^ I 
am talking of lire cost of the Reserwe Bank You must realize the Gov- 
ernment are making a certain profit The) have to lose that Then 
thev have to pay a dividend on the 5 cioies Could you not get a much 
cheaper way? 

Dr Trip I don’t think so I don’t see in vvhat other way you can 
reach the same aim on a sound basis You must look to the future 
of the country If India is to be a highly developed and strong country 
in the world, it must have a Reserve Bank I feel it is a great pity 
that it was not started 50 years ago 

Mr Lamond To go back to the future of the Impeiial Bank This 
is not my own idea but it is an idea which has been discussed by business 
people in this country as to the possible future of the Impeiial Bank 
The Imperial Bank was formed in 1921 by amalgamating three Piesidenoy 
Banks, Bengal, Madias and Bombay At the time of the amalgamation 
they had a capital of Rs 3 ciores with a reserve of an equal amount 
At the amalgamation they increased the capital by 150,000 shares making 
another 1 crore 87i lalihs Since the amalgamation they have increased 
the Reserve Fund to Rs 5 cioies The idea of the amalgamation was to 
bring about what this Reserve Bank is to bring about The idea was to get 
the amalgamation going, and then gradually get the Imperial Bank to be 
the Centnl banking institution This was the idea up to 1926 when the 
Rojal Commission sat and lecommended the Reserve Banlc Now the busi- 
ness people discussed this mattei and said “Well the Imperial Bank was- 
foimed to bring about what the Reserve Bank will now do Theie are 
complaints from business cucles in India that through the Imperial Bank 
being an All-India Bank and having a Central Board they have lost 
touch with it The only thing for the country is to go back to the 
Presidency Banks The idea of the amalgamation has fallen to pieces, 

theiefoie go back to wdiat people were satisfied W'lth before, have 3 banks 
onerating in different districts and closely co-operating with each other 
The banks wall be in much closer touch with the local centres than they 
are at present ’’ I do not agree with the suggestion that we aie not in 
close touch but it is a suggestion which was made by a business man 

Dr Tnp I cannot say whether that complaint is lustified or not I 
must say I have never heard this complaint in this country 

Mr Lamond I do not sav the statement is not wrongi but the fact 
remains that people do believe that by going back to the three banks they 
will be in closer touch with the people. 
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Ih Trip Theie would be veij close contact between the management 
of the Eeseive Bank and the Government Bmance Bepaitment, but the 
Bank should be free to follow its own policy 

Ml Lamond I think I am light in saying that sentiment in this 
countiy piefeis boiiowing in this country 

Dr Trip That should be, of eouise But you have to make yom 
choice wheie } 0 u do not uant to harm, tiade commerce, oi industry, by 
A high late 

Air Lamond Take the case of mdustiy and commeice Last season 
when the bank late was up to 7 pei cent the call rate uas 2} pei cent 
in Bombay, and the late uas absolutelj ineffective 

Di Trip But the call late is, m m 3 opinion, quite apait 

Air Lamond But a diffeience of 41 pei cent is veiy laige 

Di Trip The call late can in mv opinion not be compaied uitli tlie 
bank late We had such difieiences in Java too 

Mr Lamond I am ]ust pointing cut that it is not tiade which puls 
the bank late up \eiy often 

Di flip I agiee that at piesent it is not tiade In this icspiect I 
ma 3 point out, that T think it detiinieutal if emergenc} euiueney can 
come in onl}" on condition that the bank rate should be at least 6 or 7 
pel cent Such a piovisioii would of couise not pievail uith legaid 
“to the task of rhe Eeseive Bank But non the Imperial Bank is forced 
to raise its bank late 111 oidei to meet the cmeigeucy cunency condition 

Mr Lamond In this paiagiaph lou sa} that money is in stiong 
demand Do a on mean funds 01 cunency''' 

Dr Trip I mean accommodation fioin rhe banks 

Mr Lamond Accommodation fiom the banks uithout demand foi 
cunency von’t affect the bank late vei} much 

Dr Trip How do 30U get the cuiiencj into the country ^ 

Ah Lamond Piom the Impciial Bank 

Dr Trip That can onl} be done by bon owing from the Impenal Bank 

Mr Lamond It is not a question of cunency It is only the transfer 
of book entries It does not affect the cash It is only when money is 
requiied to move the crops 

Dr Trip That is anothei question of couise But I think your 
credits go up to a large extent in the busi season That is of couise 
accommodation that is wanted 

Mr Lamond You deal with the difficulties about the money' market 
lieie and vou give a 0111 idea about economising and you point out 
cleaily Avhat the difficulties are Then you go on to y'oui suggestion 
aboul the Eeseive Bank and pass lemaiks about the Act AA'liich Avas 
put up in 1928 and you come to this conclusion "During the slack 
season the position aaiII be that there will hardly be any business for the 
Eeseive Bank to do 

Dr Trip If you restrict the operations of the Eeseive Bank to the 
discounting of bills from the scheduled banks • 

Air Lamond That is, unless you give the Deserve Bank commercial 
powers it would not be effectiAO^ 
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diffcif’nt latcs >n the 3 puncipal money nioikcls oi pohaps in tlie difleieiit 
provinces -oill be inoie usehi] fiom the point of mow of tiade and 
mdustiie'. 

Dt Tiip I think the inoie connection tlieie is between the piiiKipa* 
mone^ maikcts of the connti^ the bottci it is and tliai would lead to 
the conclusion that is fai as possible the latc of inteicst should be the 
same 

(Jiatiman TBufc lou still quahf\ Aouiself Iia usin:? the woids “as far 
as possible “ 

Di Ti'fi Yes, as tai as possible, because f think it is not possible to 
leach the same late oi luteiest ovei the whole countu 

Ohanman Ts it aoui intention that ihc L’eseue Bank should' have 
diftcient lates at difteient places'’ 

D) Tup No not Ihe Itesene P.ank Jt can onh iouch the eenhe of 
the banking community 

Ghamnan But the intention uas to haie biauohcs at both Boniba\ 
aud Calcutta If I un to puisne ]\Ii riiishloith s hue of thoaghi winch 
relates to Ainciic i, d the icquuements of tndc and indiisiiA demand it 
theie oupht to be diftfienf lates hank lates at Cilcu(i'> aud Bombay 
Now would A oil at all suppoil that idfa^ 

Dt Trw I would be aa mist that idoi, because 1 eannot see w'hy i. 
pait of the coiintiA should get then accommodation at a lowci latc than 
auothei poit of tlie countu Iliat A\ould ho the lesuK it aou Iwa'p diffei- 
ent latcs 

Chairman But ucoiduig to Mi Kuslitoitb that is the position lu the 
United States of Ameiica 

l)i Trip 'Jliat nuAA be the position ni tlie moio outwaid disiiicis, but 
I think gcneialh with legard to ihe lumeipil centres tlieie is no great 
difference betAveen the bank lates 

Ml Bushfortli — I have noticed diflcicnt lates m Boston and Ncav 
Y oik The iat( of iiilciest rcpiescnts the ])iice ol nioncA In a highlv 
oigamscd coiintiy AAitli one peifect maiket tbcic rnaA be onh one puce 
The ide i of legional latcs implu s man^ eomitiics Aiith difXeicnt puces 
That AAould be a ictiogiade stop*’ 

Di Trip Oh yes 

Chairman That is a good point That is the piiee of money having 
leactied a umfoim standard vou think that it ought to be allowed to 
remain on a uniform staudaid all ovoi the country instead of being diffei- 
antiated at diffoient centres’’ 

Dt Trip Yes ' 

Dr Hyder I wonder if vou know the past economic history of this 
country Before Ave had railvmys etc , w^e used to sell in one disfcnct, 
say Avheat, at 5 seers to the rupee 100 miles further the rate might 
be 10 seeis to the lupee NoAiadays tliiough this linking up the puce 

Avheat A\nethei at Shahdaia, Lyallpui oi Calcutta tends to be the same 
If wc went back that vroiild be really going back to the old system 
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Ml lihaitan Ma}* I kno-n*, Mi Lamonrl, whefehei it is a Euiopean 
r:ommCi.c]al circle that has expressed this vieir, or Indian‘S 

Mr I amond I cannot say I ]ust brought it up because it has 
interest The idea ii as that there should be 3 provincial banks all formed, 
by this 11 crores capital which the Impeiiil Bank noiv has’ 

T)i Tup I should think it w'ould weaken the banking position of this 
country 

Ml Lamond Have you thought of the alternative’ 

Di Tup No But I think that would be a big step back fiom the 
deielopment that 50 U see 111 eveij- countiy I think the development of 
•she big countiies is in the dueetion oi amalgamation and slaiting strong 
institutions 

Ml hamond The institution would still be stiong 

D) Tup The 3 institutions may be stiong, but I don’t tlnnlc they 
could woik on the same lines as one big institution They would have 
more local character, I feai 

Mr Lamond Thev would have local ehaiactei, but that is what the 
people w'ant 

Dr Tup It IS onl) a sentiment You ■null find sentiment eveiywheie 
I don’t think the thiee banks could take into account the mteiest of the 
country as a whole m the same w'ay as the Imperial Bank does no’w 

Ml Lamond The on’y diffeience is that the 3 banks -Vvould be in- 
dependent but working in co-opeiation Instead of having a Central 
Board over them they would be the final authorik, 

Di Tup As I see the situation in this counbi}’’ I fear that theie w'ould 
be too much local intciest coming into what is now the Impeiial Bank 

Ml Lamond ^Yould theie be any objection to that’ 

c 

Dr Trip I see some objection, yes 

Mr Rnshfoiih What about the Fedeial Reserve banks with independ- 
ent rates They woik independently, don’t they’ 

Di Trip The Fedeial Ecseive Boaid 13 the mam authority And if the 
bank late goes in a ceitam dnection piactiealh all the Beseive Banks 
go in the same dnection 

Mr Rnslifoitli In the same dnection, but not at the same level 
Dr Tup Not at the same level 

Ml Ihuhfoitli Aic not legional developments the same as contem- 
plated by Mr Lamond’ 

Di Tup We talk now about commeicial banks 

Mr Ruslifoiih You aie now speaking entiielv fiom the eommcicial 
point of viGW^’ 

Dr Tnp Yes And I tilnnk as ibis countiy will develop there will 
be much scope m futiiie for othci stiong institutions But, I think the 
brat thing to do is uot to weaken the position of the Tmpeiial Bank and 
not to lestact its woik in ordei to enable it to go as fai as possible 

Chmrman Aiising out of Mt Bushfoith’s question — in India do vou 
advocate a i-'niform bank rate all over the country, or do vou think tha't 

(Yott. sr, IP 
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Mr Lcmond If ilie llpseive Banlc employ an agent, jliey ^A'^ould have 
to pcj that agent That is mci easing the cost to the bonowei 

Dr Tup If they should have a bianch in the place But, foi instance, 
ui 7 SAP A\ e giA e inonoA? against goods in godowiis that are tiansferred 
tenipoiaiilA to the Beseive Bank In that place a man of standing is 
appointed ioi that purpose as the lepiesentatwe of the Boseive Bank 
He keeps the kej of the godowns and is responsible that the goods are 
not lemoAcd uithout pa'^ment So vou have not to meet the expenses 
of a blanch to be established in that place, and the costs a\u11 be veiy small 
If a man gets his money at a lowei late of inteiest he amU be in a better 
position, .ill things consideied, than when he has to pay a highei late 

Mr hamond You would be lestiicting the operations of the Beseive 
Bank to the minimum late of interest oi to the maximum 

D' Tuv I AAOuld leaA’’e it absolutely to the Bank, AAhich of couise 
vould IiaA^e to dx and to publish their lates 

Ml jjUDtond B\eii d the commeicial banks A\eie able to finance, they 
nicHA find It possible to lower the rate 

Bi Tup Yes, they would 

Chairman I do not quite undei stand that because it I had understood 
III Lamond couectly, I see the same jiiactical difficulty wdiich he referred 
The Be^eiAe Bank aauII be operating in 3 centres Lot us speak 
oi persons in the northern part of the Madias Presidency A man wffio 
has agricultuial picduce has put it into a warehouse and got a Avarehouse 
certificate It I baAc undei stood your plan correctly he aviII then take 
the leccipt to the Beseive Bank, the nearest place perhaps being Calcutta, 
md theie get locommod.ition Noav, aaiII not that make things difficult 
for him'’ Would not the pi ope’ procedure for him be to take the AA^aie- 
hou'-o receipt tc some local bank, may be <a co-opeialne bank, and get 
ins aocommodation fiom it That bank, in its tuiaa, may get the bill, 
supported b^ the receipt, lodiscounted by the BeseiA^e Bank, and so 
make up the accommodation given to the- piimaiy party I do not 
understand hoAV the Beseiwe Bank is going to operate directly If the 
Besot AO Bank had a netAioik of branches all OA'^ei the country it might 
he a feasible ]noposition But so long as it has nob got a netAA’’ork — 
iindoubtedh there aaiII be in agoncA of the Imperial Bank — but even 
so, from a practical point of view'^ the first p.aitAi^ aauII have to take his 
AA alehouse loccipi to the lin])eiial Bank tunetiomng as a commercial 
bank and get accommodation from it The Imperial Bank aviII then 
IS a second step have to get tire accommodation bill rediscounted by the 
Beseive Bank 

Di Tup Tliai is ilie .iv in aaIiicIi I should like to tiansaot the 
Dusiness , 

Chairman If that is so, it is alliight 

Dr Tup That is aaIi-^ I put the following — 

lo AAoid misunderstanding it may be added that the Eeserve Bank 
need not nece'isaiily aimil itself of this opportunity to a large 
extent, the mere fact that the opportunitA exists aauH enable 
ihe Bank to eiereise a strong influence on the level of the 
rate of interest j 
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Br Tup I quite agree with you 3Iy idea is fiee tiade II ^ou 
go and spilt up this countiy into difteient i^aits theie would be piactioalh 
no laee tiado 

Di Hycl&i It jou get the puce of anv commodity and compaie it 
with the pnee of 60 jeais ago, "vou find theie is a tendency foi one puce 
foi the same commodit}' 

Bi Tiip_ That IS, 1 think, a veiy desiiable and leiy natuial develop- 
ment 

Bi Hydei Tneie is onlj one point winch I want to mike cleai It 
may be to the advantage ot a piovince to be faiouiecl with a lowei latc, 
but talang all the pi minces togethei it is mucli bettei tint the late should 
be laised a little liighei in that one piovince m oidei to low^ei it in othei 
piovinces so that the benefit is unitomily spiead oiei the entne face of 
the countiy 

Bi Tiip I am coiiMuced that the inteiest ol the countij as a whole 
must preiail 

, I\li I ainunr] The ducount lates m the difteient bazaais m Iiiclii 
lai} considciobly The leason foi that m m} opinion is this, that }ou 
ha’ve a giouji ot the indigenous b mkeis woikmg in Bomiiay aiiothe’ 
gioup m Calcutta When business is busk in Bombay you find that 
gioup puts up its bazaai late Mone’\ does not come fiom Calcutta It 
does not woik m the Bomba\ bazaai Monei ma\ be cbeapei ui the 
Calcutta ba/aai and deaiei n Bomba\ 'lhat is m\ explanation foi it 

Ml Kliaiian That is one of the complaints, that what is called the 
bazaai monm niaiket is not piopeilj linked up 

ill) Lamoiid Youi Eeseive Bank discount wo\ild help that 

Bi Tup I think thai is i stiomr aigument in favoui ot a Beseiic 
Bank 

ill) Laniuttd Ikuthei down, \ou gue the powei to he Jle'^eiie Bank 
to cidiaiicc against the seeuut> ot niovahle goods Youi idea is lhat wo can 
do this m ani pait of India ’ 

Bi Tup Well I cannot saj that it w^ould be possible to do it in anv 
pait of India, but I would do it as fai as possible, esT ecialh m those 
places wdieie theie aic impoitant ma’kets 

Ml hamond Would not jou see difficulties theie The Beseiic Banlc 
would onh have a limited numbei ol blanches 

Bi Trip Theiefoie Ihe fiist aim must be to establish w alehouse com- 
panies so that the Eeseiwe Bank though it w^ould not ha%e the goods 
undei its own lock and key, could >et saiist;) itself by keeping the waie- 
liouso leceipts Tlien theie would he no ditficulties 

Mr Lamond The Eeseive Bank w'ould paj the moiiej' fiom one ot 
its blanches Well the inone-^ ma\ oe wanted wheic the waiehoiwe is 

Br Trip But they can use the offices of the Impeiial Bank ■ 

Ml Lamotid But that is making it moie evpensno foi the bouowcr’ 

Di Tnn Bun how do lou get the mone^ m this country wdieio ^ou 
w'-ant it? I think that the Eeseiie Bank would haie at its disposal all the 
mean'; bv which moue\ is tiansfeueci now, so I caimot sec that that would 
he an objection against mv scheme 
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If you liave an impoitant maiketing place wheie a gieat deal of businesis 
ib done, then I sec no objection to the itescive Bank eslablishmg a branch 
there As I see the development of the Besei’ve Bank, I think it ynli 
gradually have to inciease the numbei of its own bianehes 

Chairman Would not that mean intciference ivith commeicial business 
of other banks established theie^’ 

Dr Tiip It need not If you have funds in the big centies say 
Calcutta Cl Bombay, it is possible foi the Eeseive Bank to take waie- 
house receipts or goods diieet from merchants and give ciedit against those 
leeeiptfe oi goods I think then influence on the maiket rate wull be verj^ 
consideiable 

Chaiiman I quite rgiee I have no objection to then being allowed 
to purchase bills against ivai chouse receipts in the srmc wav as the} 
have been authoiised to purchase other commercial bills But as matters 
now stand or will stand aftei the establishment of the Eeserve Bank, the 
bulk of the business will be through the channel of rediscounting 

Di Trip If it IS possible, of couise it is the best w^ay But I onlv, 
fear that there rs not enough scope for the work of the Eeserve Bank 
if jou restrict them to lediscountmg of bills, and therefore I have to 
piovide for them a war to make then influence felt But ther'^ must 
proceed gradually 

Chaiiman At places like Calcutta oi Bombar wheierei the Ee&eivt 
Bank has got its branch undoubtedly rt wall transact this business 
directly But the bulk of the agricultural business wull not bo done at 
these principal cities It wull be done in rmal and urban areas, and 
therefore the Eeserve Bank can participate in the business only through 
rediscounting Take for example the Punjab It deals largely m wheat 
The Eeseive Bank has no branches m that province If the system of 
warehouse receipts and discounting of bills based on them, can be intro- 
duced how can the Eeser-vc Bank deal directly with these bills if people 
have to bung them to Delhi'’ Theiefoip business will have to be done 
through the intermediai'y of another bank 

Dr Tiip It will ceitainh be the case in the fiist few years But if 
the Eeseiwe bank come to the conviction that there le large business in 
the Punjab and that then working through the local banks is not satis- 
factory because, for instance, these banks charged very high interest rates, 
then I do not see why the Eeserve Bank should not establish a branch 
in the Punjab 

Chairman In any case it makes 3 'oiu ideas cleai You envisage that 
when such a position arises T.he Eeseive Bank shoifld be authorised — it was 
not given that power in the Bill of 1928 — to open branches at any place 

Di Trip I cannot see that it is restricted in the Bill of 1928 with 
regard to the opening of branches It has an obligation to open branebos 
in certain places but it is entitled to open branches in other places 

Chaiiman It is optional to open blanches 

Ml Jamal Mohnmed I thought the suggestion ot foieign experts 
which allows the Eeseiwe Bank to make advances on warehouse receipts* 
was contemplated as a safeguard in case other banks do not keep the 
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M) Lamond I should like a'shoifc discussion on the suggestions re- 
gaiding the development of bills You say I 

“It ought to be emphasized at the outset that genuine tiade-bills 
as Mould be eligible foi pmehase oi rediscount by the Ee- 
seive Bank, can onl> be cieatcd if pioducers and tradeis au 
prepaxed to sell on ciedit The distinction between tiade- 
bills and finance bills is oi the gieatest importance and tbx 
infoimation vhich we gatheied seems to point at great difi'- 
culties expeiieneed by puichasexs of bills m endea-vouring tc 
distinguish betuecn tliese two classes ot papei’' 

Would you kindly Id} doun what }ou eonsidoi should be the class oz 
bills acceptable to the Eeserve Banlc^ 

Di T//p Geneially speaking, bills diawn b-v the sellei of goodb on 
the puichasei would be acceptable, and it would be picferable if these 
v'sre endoised bv a bank ni oidei to gne moze sccutitv to the Eeseiva 
Bant 

lih Lamoiid You say that “the development of the cash ciedit system 
is said to have unfavomably influenced the use of bills” The Impeiiai 
Bank cash ciedit system does not mteifcre with the development of bills 
Our system of financing upcountiy and industrial concerns is againSu 
stocks which aie stationaiy and which axe purchased and held foi sale 
There axe two waxs of making adxances igamst these stocks Tn tho 
Punjab, aftox the haivest wheat is collected m tho diftcicnt mandieg bv 
traders and kept theic to meet the normal lequirements over the year. 
A tiader, if he has Es 50,000 or a lolch, anticipates that he w'ould piob- 
ably do a tiade which would nece'^sitatc the holding up of his stocks 
and comes to the bank befoze the haiwcsl say, about the end of Maich. 
ox the beginning of April, and asks fox facilities to enable him to 
draw up to a lakh and a half m Bombay The bank agrees and he signs 
the cash credit document for a lalch and a half, then he begins to collect the 
grain from the groweis and puts them into godorms This is now his 
own piopeitx and aftci the goods aie examined bv the bank and the 
standard accepted, he is liable to diaw up to 75 pei cent of the markec 
value of the goods Bo vou think this cash eiedit ean be replaced bx 
a bill? 

Dr Tnp No 

Mr Lamond It seems to me that the cash ciedit and bills must go 
side bv side 

Dr Trip I should like to make it clcai tliat I do not ciiticisc the cash 
ciedit system I think it is an absolutely nccessai} system foi this countiv 
and for its expansion It is pist the s<ime system that is followed m th*^ 
Dutch East Indies wheie cash ciedits aio given to the holder of the 
goods Wnien the goods aie sold, theie comes a movement and it i--’ 
then that the bills may come into the market I do not kuoxv wliv bilB 
do not come in this country at that stao-e 

Mr Lamond They do come 
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At tlie same time, as they buy nud stock 9 to 12 montlis’ consumption of 
3 ute, thej would be quite able to keep x\itli the Eeseive Bank a waie- 
house leceipt of six montbs’ stock Undei youi scheme they will be 
able to get advances fiom the Keseive Bank 

Di Tup I must saj that in the fust place I iias thinking of goods 
that weie piacticallv sold and neie on then way to the final maiket I 
vhoulcl not J noiii flv' Eeseive Bank onteiing this line tiom the begin- 
ning J unl^ think it ought to have the possibility to do so in case 
it thought it desiiable ioi maiul, lining its position ind cuning out 
its policy 

Mi Khadau Suppose a ]ute mill leqimes 3 laklas of bales of lute 
101 9 month «; consunnition lute is a ^ely easilj' salable commodity The 
mill keeps foi its oidmaii voikmg 1,50,000 bales and jiledges vith the 
Eesoiip Bank the ii'iii.tiiimg 1 50 000 bales So that the voikmg of the 
mill goes on noimalh and the Eesei\e Bmk has contiol o^el 3, 50,000 
bales As T ha\o alieadi told -^ou, the pite mill has sold foiuaid, foi 
evci\ month foi ilie next 0 oi 12 months iis manuafctuied piodiicts which 
It iiioduco'v fioni the 1 50 000 bales which it has kept with itself it 
nianufacuues the goods uid is suie of getting the sale pioceeds Does 
not ihftt make the jioeitioii ol the Eesci\e Bank e\cu moio seeme than 
ihe cistern \ou conttmphie > Undoi what >ou contemplate, A sells 
good-? to B A diaws i 90 da\s bill on B, which B accepts and on the 
“\pii 3 oi the 90 da\s B make s pa\mout to the Bank and it he fails A 
makes the paMiicnt 'Iheic is no socimt\ behind that bill, although it is 
a timid jidr fi idc bill Now lou call that pcifecth liquid, but ra the 
othci case (lioie is the cei taint \ ol the luic mill getting money bv the 
Iclncii of its pioducts Dmt i \ou think that this tiansaidion is as liquid 
as the othei and nuieli moi''> seiuie'’ 

l)i Tnp On piiuciple 1 '-hould be in fa-toui of the Eeseive Bank 
tnmg to bung the (ustomci m ilie hist instance to commoicial banks, < 
but T should not like lo exciiuk rhi llosoive Bank fiom diieci dealing with 
The mills m the wax xoii have suggested 

Ml Kliadfin Jr cm do ‘-o in sui b i caap as this because it consideis 
tbit its moiif \ x\ijl lernain quite liquid ind will be fulK socuied 

Di Tup 1 haxo no objtetioii <in pniuiple 

5/) Satlcr Apait fiom setuiitx and liquidity aie jou not also to con- 
rkTi X bethel it xxill compete xxith othei commeicial banks 

Di Tup 5 es Aa 1 caid xesteidax, m mx opinion theie must be the 
nosaibilitx of comjietition 

Ml Sailer It t lieu is oiih that poasibilitx , the tiansaclion should not 
be encouiagcd bx^ the Eeseive Bank 

Di Tnp Tf it IS not nccessaix foi the policx of the Eeseive Bank T 
would not cncouiage it to do it It it is howexei, neceasarx foi the 
Eeseix'e Bank to make it^ mfliieneo lelt, T xxonld not beafate to al!ox\' the 
bank to do so 

^[| SailiC’ Tf tins tiansaction entails competition xxitb commeicial 
banks then except foi the miipose of open maiket competition, xou xxuU 
not lecommend tins soit of accommodation 

Dr Tup No, not, foi instance if the Eeseive Bank xxonld do it m 
oidei to cam laiger piofits 



Lala Hajlishcn Lai Wo must not mix up ^^alehonsmg fni slock pui- 
posos ouf/ uaieliousiug jn Ihe The\ aic l\\o flifteieni things 

iltogerliei If the cash cierht is icmo’sed and then icneAAod, the thice 
months come in only once Aftei the tliiee months ha\c begun, it would 
he (nolle months uii to that tune If the new ciop comes sa-^ , m, May 
and the account is lealh ie-sl,n(cd on Kt Maich j\Iait,h md Ajiiil can 
be taken onh onre and not tnicc mei I’lioicfoie Ihc nm is 12 inontlis 
The lun IS also 12 months nhon c uc counting tno ciops Ro (ai as 
the agiicuiiunsls iic concerned 11 k ic aic lv\o ciops, nlicit and cotton, 
and thei do not lequuc 12 oi 1 > monlhs 'Idic icqimrmenls of mdustiic'^ 
hate to bo anahsed md spicad oici and ihc meiclnnts’ godonns hate 
lo he distinguished liom the godonns foi the agiicultmal moicmcnt of 
ciops Ro fai as ihc mill^ aic conccincd, then cash cicdit is oiili fot 
foul months The same b mk is no douhi .uhancing mone\ and a man 
nho nants to make auangements nith the Tmpcinl P>ank foi the next near 
aould ‘-ai that he nould hung m Ins biJlc fiom the 1st klnt to the end 
of Ju]\ The stocks mil be on CK'h cicdit md the suifi ml1 b«gin to 
mo\c fiom August and tbe bills nonld he Ini thice months Tn tno 
cases theic nould be liadc lulls md m the thud il nil! be onlv tbe mill’s 
ft edit 

7)/ Trip P)ui the mills sbould be piepaied to sell on eiedit Oenci alh 
speikmg tbei aie not piepaud to do so 

Ml fjoinond Peeause tlici uc not it pieseni piepaud to bung in 
bills Signed on oedit If ne ie(e]itod md rntoued that Men then the 
V ash Cl edit mil be onh foi fnm months Ro fai as banhs aie eonceuieci 
thei mil get the ciodit of the mill on tbe one side and the eiedit of tbe 
meiebnnl on (he ollui 

Di Tnp Thfi ha\e no goods m then own ponci 

Lala Haih^lien Lai The\ mam huve them m tbe ponei of the biueis 
and sellci s 

I'll Tnp 01 (ouisf (be\ mus( (msl i)ir bineis biioie it t oiild be done 

Ml L aiuoiul 111 soiiif oj the distueis m the Roiith ne have b 000 oi 
6,000 ^eiy small godonns and theie, tbe s\stem of demand loans pievails 
Ihcsc chmmtl Joans au Joi gcneialli -ix monllis iiom llie time thc\ 
stall to the time the \ iim on People ba\c to ]la^ it back am time 
This SAstrin coiiespcuds mote oi less to nlnt ion leiei as follows “I’lie 
vi.iifhonse icct'ijils issued bv the comjiam \ould I'C negotiable mstiu- 
mems oi title nhuh ean safeh be accepted b\ banks md bankcis as col- 
lateial roi cudiis baic no nairbouse uctipts but taJee diaige 

or godonns 

-D> Tnp iKeallc spe.ptmc aou liiie not the goods in lom posses- 
sion ^ 

Ml I aiiiond You bate the goods m tom jiossession tliet must be 
taken fiom (be godottns That moic oi less coiiespnnds to tom sugges- 
tion 

Di Tnp Yes I tbmk that m tins rounlit Ibis stslem mil hate to 
continue foi a lery long tune 

>ur Laaioni Do ton tbmk that can be leplacecl bv bills^ 

Dr Tnp No 
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Di Tup Bui nob in sufficient qiiantiiies 

M) Laniond The bills we take foi ihe movemeni of eiops which m 
such cases aie probably moving dowm to the consuming market They aie 
sold for paj-ment on receipt of the goods at the station Tho cuneney is 
shoit, but the bills aie theie The ciuiencv is from rhe release of the 
goods at) tho godown to the aiiival at the station of the consuming market 

J)r Tup The cuiicncy is so shoit that it is piactically not a piopei 
instrument foi discounting business 

Lain Hail(bhc>t Lai You told me chat unless we staitcd selling ou 
ciedit, the bill would alwajs be a bad bill The cash ciedit, according to 
Mr Lamond, is no cash ciedit unless it is xepaid by cash when the goods 
are lemoved The goods aie xemoved iiom the godowns into tho mill 
oi from tho mills back into othei godowns, and until the cash is paid, 
the-y aie not icleased C’lcn ioi woiking That is why the system is called 
cash cicd.t, but it comes at a quite diftcicnt stage There are tw'o stages 
previous to that, the stage of bimging them into the factory and taking 
them from the factoii Both at piesent are done on cash system The 
man deJneis goods the banks piy foi it and it is taken into the custody 
of the null AYhen it is icmovcd fiom the custody of the mill even foi 
the woikuig pioeess, the buiL leceives cash But befoie and aftei, the 
bills come m vciy easih Suppose the sellei of the goods diew a bill on 
the mill and the null easlicd that bill, thci w'oukl haie fiecdom of the 
goods up to a ceitain extent i ithei than be undei tho lock and kev of the 
bank but if the scllei accepted the bill of the biuei and put it into the 
bank the wliole thing coulcl be turned into thiec stages One stage may 
be called cash ciedit oi bill cudit, because the goods may be removed not 
only on cash paiment but it may be lemoved on the bill Then the 
period foi which cash ciedit would be lequiied is veiy short If the 
sellei of the goods himself gives ciedit fox three months and the mill 
gnes ciedit foi thiee months, the bank’s ciedit would only be for 
three months dueci to the mill against -warehouse But against the bills 
it w ould be three months on one side and three months on the othei 

Di Tup Yes 

Mr Lamond Could I give you some idea of the length of time re- 
quiied foi financing, say, v’heat m the Punjab'^ When a man comes 
along m Mncli m oidei to make auangements foi the next yeai, 
allo-vv him to caiiy ovei into his new cash credit 20 pei cent , of the 
Cl edit coveied by the preceding crop and he wipes that oft in thiee oi foui 
monthfa V Inch shows that the cicdit lequued foi that ciop is realh foi 
15 monlhs 

Di Tup Thev aie piactically two seasons 

Mr lAtmond The ci edits oveilap a fe-w months We have to make 
auangements to eaiM on a small peicentago of last yeai’s ciadifc foi 
those few irionths 

¥i 'Manu Subedai You also allowed them to do ihe same thing in 
the beginnma of the previous year, theiefoie it -would not he 15 months 

Ml Lamond Fioni the time the new ciop comes until the last o£ 
that year’s crop goes out, it covets a peiiod of fifteen months 
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do not know if you 'should eonsidei that sufficient secuiily lO! an msfcivt- 
i on such as the Eeserve bank, eapeoiallj an vaew of the fact that little 12 
Imown about the names which appear on the bills other than, that of the 
indigenous baakei himself Tlie thud difhculty is how the Besei.e 
bank would know that the bills are aptually tiade hills and not finance 
bills These aie ddhouliieg nhich seoiii lo int lo .uise, in connection with 
the indigenous banker being bioughfc into direct lelations -with the Reserve 
bank, seeing that the Rcsene bank must have tw'o names according to 
the Act, one of wdiich should be iliat of a scheduled bank You can 
almost legard this as amounting to the Rescive bonk discounting with one 
nime only, ■nheiea^' d the indigenous banbci is linked np with a com- 
mercial bank and he lediscounls bills with that bank the Reserve Rani: 
will have also the name of the eommcieial bank 

D? Tup The indigenous bankei heme 0 bankci and a tiadei undei 
present cucimistanees, and peiliaps having a lot ot othci activities, I think 
it 19 not possible to link him up diicctly w'lth the Reseivc bank It can 
only he done aftei he has icstiicfed Ins busmesq to puie bonking We 
consider that In the mflueiKc of the Association of mdigenotis bankere, his 
standing and his methods of doing business will improve and that the 
Reserve bank, bv its lelations nith the association of indigenous bankers 
will be enabled to ]udge the position of those bankers It will 
take time befoie the-^ can noik direefch with the Reserve bank But 
apart from this, if a trade bill is drawn, it must he drawn b\' the seller of 
the goods on the purchasei and it will then be endorsed hv the indigenous 
hanker Their will thus he three names It depends of course, on the 
Icnowledge of the Reseivc Bank and on the confidence that it can place in- 
digenous bankei and m the pmchasoi and sellei of the goods, whether they 
will be prepaicd to take the bills 'i 

Di Hydcj I naut to clauf\ the position Take the case of an m- 
d’genous bankei m a small town, like Halhras Suppose he has bought 
goods, wlieat oi cotton, fiom a local agiicultmist I should like to know 
how he can be linked up He is the ow'iiei of the goods in a small town 
01 ruial area, he sells the goods to a man in Calcutta The bill is drawn 
cn the other man He is not known in Calcutta He has a cousin oi 
brother, who is also an indigenous bankei, and he asks the man to whom 
he has sold the bill to go to his cousin 01 hiothci and ask him to accept 
the bill You got two names and then go to the Reserve bank and gel 
at discounted theie Is that vMong^ 

Dr Tup But he is a tiadei 

Lala Ihnliishen Lai If it is a tiade bill, thoie aie foui signatures be- 
fore tbe bill goes to the Reserve bank m? the buyer, tbe seller, the 
indigenous bankei and his cousin 

Dr Tup The fiisl indigenous bankei is the ownei of the goods, he 
IS the tradei and of coiuse that is a diftcient situation 

Dr Ihjdci May I put the position m this ivay^ Take the case of a 
men who has dealings with somebodv m Calcutta He goes to an indi- 
genous bankei heie and piesents his bill on which he demands some 
money He asks his sellei (my bankei has pioduccd his name on the 
bill) w’ho has got Ins cousin 01 biothei at Calcutta The Reseive bank 0. 
^’Uy othei commeicial bank at Calcutta on which the bill is diawn must 
know that he is a substantial man to give his name Could it be dons 
in this wav'? 
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Lai a 'Hatlislien Lai If the goclown contains good paddy, tlie bani: 
looks at it as -saleable piopeic^ , if it is bad stuff, it -Rill be badly paid 
The M alehouse leceipt -nill only come in, if it is up to a ceitam standaid 

Ml Lamond It -will be up to our standaid In mj opinion this system 
cannot be leplaced by bills, becailse if a man yants to sell at anj time 
and i\'e take foi the “godowns a tlnee months’ piomissoii note fiom the 
man and discount that, the man nould want so many godoyns leleased, 
the bill IS hiiig at Calcutta and he yants io pay his money and take the 
<tuff ay a} 

Dr Tup In this countn them yill ahvai's be a laige amount of cash 
Cl edit 

If? Lamond TIu' easli eiedil si stem must go side bv side yith bills 

Di Tup That does not altei m 3 >^ opinion that the hill habit can be 
Tiiomoted 

Mr Lamond T am not suggesting that I onh sai that both aie le- 
>(juned 

Dr Tup Yes 

^^l Lamond Clause 17 (2) (a) of the Picseiie Bank Bill lefeis to 
"the puichase sale md lediseount of bills of e\chaugc and piomissoiT' 
notes, diayn and pa-\cd)]o m India’ It comes to the same thing as youi 
suggestion heie about tlie BeseMo bank ad\aiieing against the yaiehouse 
leceipts It ma\ lie paxalile iiuuhoie in India lYould \ou say that a 
scheduled bank should be one of the intei medial les foi collection oi yould 
^ou make the Beseivc bank collect ’ 

Di Tup I h<ne the impiessKui that it can be done In the intemiediai*y 
of the Impel lal Bank 

Ml Lomond Theie aie main places yheie the Tmpenal Bank is not 
functioning 

Di Trip That must be iiianged It seems quite easA , but peihaps 
it IS not so m piacticc In tin r isc the Besine Bank yill be entitled to 
give Cl edits on the bills as colhteial 

Lala Ilarliishcn Lal ’I’lieie cm be anothei ya\ The scheduled 
banks aie appioved banks yhen the bills aic lediscounted, auangements 
could be made to lepuichase these md leplaco them bv ney bills 

Mr Lamond The scheduled banks might obiect 

Di Tup This seems not hkeh if ihev have discount facilities. 

Mr Lamond It does not refei to accepted bills 

Dr Tup That of couise lies yitlim the pinviey ot the Beseive bank. 

Ml Biicldcy iMost of us, I think aie agiecd that the indigenous 
cankei is a nccessitv foi the banking system of fndia and theiefoie, ye 
yould like, if possible, to link him up with the commercial bankmg 
system Suggestions have been made that he should have dnect lelations 
yith the Beseivc bank I see difficulties in this In the fiist place, 
the indigenous baukei may bo in places yheie the Beseive bank has no 
bidiK'h md yheif even then <igents, the Tmpeinl Bank have no blanches 
The second ditffcultv is tdie soundness of names Accoiding to the Beserve 
Bank Bill of 1928, theie should be ty'o names, in the case of the indigt»- 
nous bankei re-discounting yith the Beseive bank, theie y^ould be tb© 
Tiame of the makci of the bill and the indigenous bankei 's endoisement I 
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Ml Ruslifoith Toi piactical purposes there are ouh three centres,. 
l’'rlcutta I\rarlias and Bombay, aud jour rates are based oir the price nr 
the most e\})cnsne centre’ What ■^^e viant to aim at is not to eluninate 
ccrnpctition in ruouej rates 

Dr Tup There mil be a general competition apart from the local 
competiuon 

Ml Rushforth But the idea of the Besei\c bauh rate is to make the 
Bcstnt bulk lacihtus a\aihbli fm the diftcient cciilies Tt seems to 
me that there is a tendency for it to be based on the high side Because 
theic luppens to bi specnl.itioii m one puticulai distiicl^ — ^ou rna\ get r 
lot or '-iHculition m Bombar— Bengal in tonstqiienci Mould sultci fo] it 

Di Tup I c.iimoi sec anv difticult\ ith a Central or Eeseive 

bank as the herd of the banking oiganisation of the nhole countij, the m- 
thifiicf )f that bulk mil make ilselt tell giadn ilK thioughont the couiitir 
-That N tiu expriicnce in othei eounliios Jf rou dcAcdop the money market 
thioughout the (onntn tlu lesiilt must bo tlial the i.itc m one part of the 
tountiv O’ the late ,it tin ceiitu oi the banking comnuinit\ mil influence 
the late nr othoi centics I icmcmbei an mstance In a pait of Minch 

was rathei fai aMa^ fioru tlic ceulie of the coimiij, the Jaaa bank started a 
branch and immedntelr aftei that, tlie mteiest rate m that part of the 
coralil^ — Mfut down Tlnongb the influence of the woikmg of the Central 
bank (ompcfition was stimulaled ,unon<r the tiadeis and tlie giowcis of 
the piufluci got bctt( 1 ])iieos 

Ml Riishfoith The onB thing I feel is that if India is such a large 
couutn and condilious diftei sd much at times between Bombay and 
Calcutta theie is the possibility of penalising one elistiict for the benefit of 
another 


Ml Curiir The fib|cct of h.nmg a fiee rrroncj markei throughout 
India IS to irrobilisc all the inorre-^ resouices of the countrt, so that if 
trade was busk nr Calcutta atrd not so brisk m Bombay monct would 
naturallt flow to Calcutta wlieio the rate would become lower and thvat 
would be to the good of (he country 


jlB RuMifoitJi I wanted it to flow fieeh 

Dr Tup It will tend to a unifoim rate If a on liaAc tw’o rates, one 
m Bombaj and one nr Calcutta, rt can on]-\ nrean that the money rs not 
flowing freely between Borabaj* and Calcutta 

Mr RiiMiforth Then let j'our uniform rate bo caused by a free flow 
of funds and not b^ imposing a nnifoim rate from the top 

Mr Cm lie But the Eeseiye bank amII irot impose the rate It will 
base its rate on the demand for mone-^ all oa'Ci the country 

T quite see muu point It amII lake rnoie time m this 
eountiA than in other countries, because India is such a large country But 
I am convinced that if the Eeserve bank had been started 50 jears ago 
jon w'onld have had the influence felt all oaoi tlie countiA 


Mr Lamonil Our hank rate rs not a discount late It is a late foi 
< emarid loans anrl -von will flnd a vpi\ fine difieicncc nr the discount 
ra e between Bombay and Calcutta In tins cornitn the rate is not 
TogulaiGd bA the bank to aiiA great extent Tt is a two months’ rate and 
liip bank rate is a sPA'on daA’'s’ rate 
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Dr Tup It could be done in that ^\aj, but it is a (Question of what 
i.he Heseive bank kiions about the indigenous bankei If they oiganize 
ihemselves into an association and publish, oi in any case hand ovei to the 
Pteseive bank, then balance sheet and profit and loss account, there 'nould 
gradually grow up a ba^is foi the Reserve bank having more Icnowled^e 
about the circumstances of the indigenous baulcer Of course the nearer 
thej are to the ofiices of the Reset ve bank, the better that Bank will be in 
? position to get information 

Ml Mann Subedar The knowledge of the Reserve Bank about the 
customers of a joint stock bank oi ot an Exchange bank would also be 
small 

Di Tup Tes, but if thej aie customeis of that bank, theie would 
be the inteimediaij/ of the loint stock bank 

J\fi Manu Subedai Therefore, the Reserve bank would more or less 
look up to the signatuie of the bank rather than expect to have direct 
knowledge of the parties 

Di Tup I should not like to exclude the possibilrt-y of the Reserve 
bank acting directly with the indigenous bankei, especially since we are 
in favour ot impiovung the po<5itiou of these bankers It would be con- 
trary to that desire if we excluded them from the beginning from doing 
business with the Reserve bank 

Ml Maim Subedai If you excluded them on the ground that the 
Reserve Bank w’ould have no knowledge oi the signatures, they would have 
equally no knowledge of the signatures of the joint stock banks 

/ Di Tiip Quite iiglit 

Ml BuJdcit Bui llieic would be a ddieience between a joint stock 
bank and an indigenous banker m standing'’ 

Dt Tup I quite agiee that it must giadually glow but we must give 
an inducement to the indigenous banker to improve his position and that, in 
ray opinion, can oulj be done by opening the possibilitj, of his being approv- 
ed as an indigenous banker by the Reserve bank I do not say that it 
must be done on a large scale from (ho begumiug, there must be an induce- 
ment We need him and we cannot miss him 

Ml Buoldcij Therefore vou see no objection to the Reserve bank hav- 
ing disci-ction to rediscount bills ol in indigenous bankei with mei*ely 
what are called bazaar signatures and these would be considered two or 
more good signatuies m accordance with the Act 

D? Tup I would leav'^e them the discietion to lake tiade bills on the 
OciFis of their Imowledge of the paities to the bill and of the tiansaction that 
IB behmd the hill 

Ml Rushfoith The feohug yesterday was that one uniform raue for 
Ind'a was desirable and Bi Hydei raised the point that it was desirable 
that money should tend to a uniform price, the same as commodities did 
Would not theie be a tendency, and is not theic a tendency at present, for 
that one uniform late to be based on the bighei price in any pa*.hculai 
spot^ Therefoie the tendenev with one late is (o level rates up instead 
of levelling rates down 

Di Trip No, the lowest rates will pievail in the biggest centres of the 
cor nhy 
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oe betlci it i\e could lesoit to aaoplanes a<; a means of tianspoit of tbe 
specie 

il/, Ciniic I do not think that it xs a feasible pi oposal It would be 

expensive 

Ml Manu Subcdai Xo On a mattci of public policy would you not 
oe in favoui of minimising as much as possible the inequality in these 
lates bj othei possible means ^ 

Di Tup I quite agiee that if umfoimitt could be biought about it 
■'loiild be to the benefit of tbe countn 

Ml Rushfoith In then evidence befoie the Hilton 3'oung Commission 
the Bengal Chambei of Commeiee, aftei consultation with eminent 
bankers, recommended that in the new constitution ot the Jmpeual Bank — 
vihich they assumed would become tbe Beseive Bank — lennltances betw'een 
important centies should be made fiee of chaige 

Dr Tup 1 can undeistaud the point but }ou can not compel banks 
to do so 

Ml Rushjoith Youi memoiandum and the suggestions that }OU make 
aie based piimaiih on the cieation of a Beseive Bank Jt will take some- 
time for a Beseive Bank to come into being, and I should like to know 
whethei it “ihould not be possible to intioduce some impiovement in 
the present state of aflaiis To begin with "vou have spoken of the duality 
of control of cuiiencv and ciedii T should like fo know how the contiol 
at the piesent moment affects banking conditions dctiimentall'^ It 
seems to me that the difficulties aie caused piimanK bj" Goveiument’s 
manipulation of then own balances m the Impel lal Bank Thev can put 
in or withdiiw laige amounts as and when thev please ami thus the 
fash position of the Imperial Bank is affected 

Di Tup But can ■^ou tell on what consideiations Government act in 
that mannei Have not the Goveinment to moke laigc pavnenfs in the 
countiT 

Ml Eush]Oiih iSufh dual comiol wdl icnnan even aftci tlio Bospi%e 
Bank is started 

Dr Tup Bui Governments action will then be limited to what is 
nccessaiv ioi then ways and means operations 

Ml riU'ylifoitli Govexiinieni balances in India compaiod v>iih other 
piivcte deposits, aie considetahlv larger than m other countries of the 
vorlcl You know Government balances with the Impel ml Bonk icpiesent 
c vei'^' luige piopoition of the funds available with that Bonk 

Di Tup I think the Goveinment balances with the Imperial Bink 
dming the busv season range between Bs 7 and Bs 8 croies 

Ml JRvshfoith So far as these cvtraoidinaiy operations on Govein- 
mont balances are detrimental to the banlang mteiests of the countrv, 
V, onld it not bo possible to lav down, as a geneial principle, iliat GoYoin- 
tnent should not opeiale on then (Impeiial Bank) balances in on evtra- 
oidinarv manner'^ 

Dt Tnp I think as the Government hav e the obligation to control the 
exchange value of the larpee, they wnll have to operate on their balances 
“'nth ^he Impenal Bank 
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Ml Rublijoith Tint beais out m\ point If }Ou make \oiu KeseiNe 
bank late the same as the Impeiial bank late, }oui baismess lates will 
diftei from them in the same wa\ as lom cliseount lates do now 

Dr Tup Iso, theie wall be a difteienee m the Eeseisc bank lale iiom 
the picsent bank late 

Ml Lrnnond The point is that the Eeseise hank’s discounting must 
be done in an ettcctn c a\ as 

Di Tup It ssill take some time befoie it can be an elicctise late 
Lala Haihibhiii Lai The seinaoulai and the Indian piess did not use 
to gise cuiienc} to these changes in lates ot the Impeiial Bank, now thev 
aie doing it At one time w'e asked foi highci lates of intciest than usual 
We argued that as the Impeiial Bank late ssas 8 pci cent , we should be 
ofteied 0 oi 10 pei coni Some people accepted it and some did not 
Aftei SIX months they began to wide sajmg that the Impeiial Bank late 
has gone down to G 2 iei cent and asking w'hj we weie chaigmg 8 jiei cent 
!Now^, howevei, ssnthm the last thiee j'eais, people sviite in then loan apph- 
cations spccns’ng one ot tsso jiei cent osoi Ihe Impenal Bank late with a 
ra mmum oi so and so I\ hatevei the Impeiial Bank late ma\ be, peo 2 >ie 
haAe taken tf) spccifAiny the late In the PeojiJe s Bank we gel onc- 
chiid of 0111 apphcalions on this basis 

Ml Manu Subcclai On the question of cost of lemittaiices, it the Ee- 
sa\c Bank at Bombaj oi Calcutta had to make a tiansfei on behali or 
its membeis, t e,, the indigenous bankei oi the scheduled bank, fiom one 
place to aiiothei, would \<ni isk the Besene bank to ehaige lee ioi the 
tiansioi of an account honi I'akurta to Bombai ^ 

Di Trip I think thcic ought to be some chaige 

Ml Manu S^t.bcda) It would simply be a question oi Atheie then le- 
senes aie locked up, and whetbei a laigei poition of then leseives aie in 
Calcutta, Bomba-^ , Jjahnic etc It would not seiiou'-lj mattei it a 
chaige IS made, but il the tiansieis aie eftected wnthout cost as a mattei 
of naiioual dutj , it would load to the equahsatioii oi latos almost instant 
aneousB'' , 

Di Tup 1 think jt would lia\e a good mtiueuce on mquovmg what 
we call the guo system. 

Ml Manu Suhcdcu Cu the question ot costs then, would you agiee 
that it IS a question tJiat should be consideied leiy caiefullj ^ 

Di Tup I 'quite agieo that it is a question wdiich deseives to be teiy 
caiefully gone into 

Ml Ihishfoith You sa\ that the poJicj ot the Iteseiie Bank should be 
to cieate a unifoini late and let lou sa\ jou aic in faioui of chaigmg 
something foi lennttancc puiiioses Will jou not theieby be cieating 
unequal latos in the comitiA AiJiieh cou aie now tijing to abolish'’ 

Dr Tup Cu pimciple I hai'c no objection to the charges on lemittances 
being abolished but in the beginnuigv of couise it ivull not bei possible to 
dispense with these chaigcs aliogethei, but if it awiII be possible at a 
later stage to disjiense itith costs I would be agieeable 

Di Hyder I think Mi Ciniiewill be able to auswei my point Take 
the case of London and Pans I do not know ivhether they have begun 
to send by aeroplanes We have an exact parallel in this countiy If 
there is very much of an inequality in lates it seems to me that it would 
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Ml liushforth In past yeais the piice of cuiiencj has had a detri- 
mental effect on the price of monej 

Di Tup It would not be possible to cieate a sound position befoie 
the Eeseive Bank is established 

Ml Bushforth You will have one authoiity vith icgaid to the expan- 
sion of the cuiiencj, but I do not see why thcie should bo tvo authoiities 
in charge of contiaction We have agreed that the question of the expan- 
sion of the cunency should be placed in the hands of the Imperial Bank 
but why should the Imperial Bank not be given the sole povei of con- 
tracting the cunency 9 

Di Tup I do not say that the Imperial Bank should be given, the 
power to expand the currency on then oun decision I want to leave 
the question as to whether cunency could not bo expanded at a lower 
rate to be decided by co-opeiatiou between the Imperial Bank and the 
Government I do not ivant the business people to pay high rates 

Ml Bamdas Bantuhi My information is that high rates like G and 7 
per cent are declared wlien money is rather stringent in the market and 
I have also heard that Go^olnment sometimes force the Imperial Bank 
to increase the rate e\en when there is no stringency 

Ml. BiicUcy That is due to international conditions 

Mr Bushforth Surely, international conditions should similarly prevent 
the Imperial Bank from ex’pauding the currency’ Why not let us put the 
whole of the expansion and contraction in the hands of one authority if it 
be to, the advantage of the cormtiy and if dual control is detrimental’ 

Dr Tup That can be done only after the creation of the Piescivo Bank 
and not under the present conditions 

Ml Bushfoiih Well, that brings us next to the rather important point 
Why should not the Imperial Bank be then gnen charge of the currency 
department’ We don’t w'ant dual control, we want single control Never 
mind if the Eeseive Bank came on in due course Why at the present 
moment thould not the Imperial Bank have control of both currency and 
credit’ 

Dr Trip How could it’ Would you transfer the cuiiencv department 
to the Imperial Bank’ 

Mr Bushfoith You would have the Managing Governor 

Dr Tup Then the Imperial Bank would have to keep control of the 
currency 

Mr Bushforth In its is'sue department It would have an issue depart- 
ment 

Dr Trip And they w^ould have the gold and gold securities against it,' 
so that they would practically be the Eeseive Bank 

Mr Bushfoith What is the objection? 

Di Tup My objeetion is that the task of the Eesorwe Bank is different 
from the present task of the Imperial Bank 

Mr Bushforth How^ does the Eeseive Bank, that you have outlined here 
as rt will be apart from its cuiTency control differ from the Imperial Bank 
as it is now ’ You are going to build up a Eeseiwe Bank on these hnes 
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RushfoHh But now }OU ha^c an anomalous position uhen the 
<70vemment contract and the Impenal Bank expand 

Dt. Trip That is due to the defect in the system How could jou, 
apart from the constitution of the Eeserve Bank, improve the present 
situation otherwise than by imposing upon the Impenal Bank the duty 
'of keepmg the international value of the lupee m tact 

Mr Bushforth Let Government control begin outside the lealm of 
the Imperial Bank Whatever the Gential Bank is, Government will 
always be interested in the maintenance of the international value of the 
rupee, and if they consider that the Eeserve Bank is not doing exactly as 
they w ant, nothing can prevent them from doing what they do now 

Dr Trip That is not the case m other countries wheie Eeserve Banks 
have been established If the Eeserve Bank does not act properly, then 
Government will have to resort to other means m order to serve the 
general mterests of the country, but they ought not to mterfere with 
the policy of the Eeserve Bank as long as the Bank acts in conformity 
with its obligations under its charter 

Mr Bushforth My view is, viewing it from the banking inteiests of 
the country, that Government sliould not interfeie with their normal cash 
balances in the Impenal Bank I want the Imperial Bank to say whether 
it has got too much balance or not 

yir Currie If they have got control over the cuiiencj, then they 
cannot do that 

Ml Bushfo'itli But the Bank of England has not got control over 
the currency 

Dr Trip In my opinion the Bank of England has that control The 
public IS even not allowed to take gold to the mint The Bank of England 
sells its Treasury Bills in the market when it finds that the currency 
■should be lestrieted 

Mr Bushforth But it does not affect the cash balance of the Banlc 
of England 9 

Mr Currie It does not affect the cash balance of the Bank of England 
but the currency of the public is affected 

Mr Bushforth Why should the Government come to the Imperial 
Banlc and take away its balance’ The Government of England does not 
do that 

Dr Trip In other countries, the Government work their balances only 
for then payments and in so far as these balances aie insufficient they 
have to raise money in order to meet their obligations In this country 
the Government have also the duty to control the cuirency and you can 
improve this position only by the creation of the Eeseiwe Bank which 
will take over this duty 

Mr Bushforth But in the meantime you do not think that anything 
could be done to improve the existing conditions’ 

Dr Tnp I do not think anything could be done in the meantime 
The only thing, that could perhaps be done is that Government should not 
make it a standing condition, that the bank rate should be raised to 
6 or 7 per cent before emergency cuireney is issued 
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per cent in 1926, so that if those figuies aie true they keep much more 
cash than would have to be fcranferred to the Eeserve Bank 

Mr Buckley But not to-day 

J)r Trip That may be changed 

Mr Bushforth But at any rate the actual cash on -whioh this new 
system can be built up is in the Imperial Bank Theie is none anywhere 
else The cash foundation of your banking system at the present moment 
IB the cash in the Imperial Bank and you are proposing to start another 
institution which wall absorb the whole of that cash 

Dr. Trip That need not be done all at once I would not say that 1 
am BO greatly in favour of compellmg other banks to keep a certain amount 
of cash with the Eeserve Bank We have not that system in our country. 
But you could lay down a certain time in the Act itself, let us say c: 
5 years 

"Mr Rushforth That then involves a very considerable liquidation of 
lesources 

Dr Trip I must sa} that the mam point in this lespect is that every 
country ought to have a certain level of cash reserves on which it is 
worked I think in this country the cash reseiwes generally are too small 
for the countrj’^ If the establishment of a Eeserve Bank could lead to 
a greater cash leseive foi the country it would be of great importance to 
the whole country 

Mr Rushforth Is it not moie coriect to look at it from the other waj ^ 
You cannot increase youi cash reserve but what you can do is to reduce 
your super-stiTictuie of credit You cannot make money 

Dr Trip You can make money if you make your position more liquid 

Mr Rushforth That does not mcrease your cash position 

Dr Tnp Why not? 

Mr Rushforth So then your process means a general restriction of 
credit for the next 5 or 10 yeais which is the very thing we are trymg 
to avoid 

Dr Tnp But T think you must distinguish between the position of 
commercial banks and the Eeseive Bank, If the Eeserve Bank starts 
working, the cash position of the country as a whole wnll be improved 

Mr Rushforth It will be unchanged to begm with 

Mr Bucldey By restriction of cre^t? 

Dr Trip Not by restriction of credit What is the proper way of 
bringing currency into the country? That is always done by the Eeserve 
Bank If they want to expand their currency they have to give more 
•credit 

Mr Gunie If a Eeseive Bank incieases the cunencv by buying bills 
cf course, the banks have that much more cash 

Mr Rushforth It is going to buy its bills out of currency That is 
inflation of the worst type ,, 

Mr Currie It works out under its normal rules The banks want 
•nore money to give credit They sell to the Eeserve Bank The 
Eeserve Bank mav sell so much currency up to the gold it holds It is all 
laid down in the Bill for the Eeserve Bank, and as bills are taken to the 
Eeserve Bank its currency is'increased 
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You are giving ifc powers of creating agencies up-countr}- and so on Ho'sr 
IS that bank going to diifei from the existing Impeiial •’Bank apait fiom 
the contiol of the currency ^ 

Bi Tup My Beserve Bank as I see it would hate, as its hist pimciple, 
to remain a hquid institutaon, and would not have as its fiist task to 
expand as much as possible, its inland czedit giving which is now the 
task ot the Impeiial Bank The principles on which a Beseive Bank 
ought to be woiked aio quite dilierent fiom the piinciples on which a 
commeicial bank ought to act What I pioposed here was onK to create 
the possibihties ioi the Eeserve Bank to make its influence ielt on the 
situation m the oountiy As I have stated already, I do nob expect that the 
Eesen’-e Bank would have to avail itself to a laige extent of these possibih- 
ties I only w’ant to give ahem the possibilities in oidei to enable them 

to fulfil then task in the interest of the country 

Ml Rushjo^ih In othei words, the Eeseive Bank would ha\e lathei 
moie of cential banking functions and lather less commeicial business 
than the Impeiial Bank has 

’ il/i Manu Subeda-i So that when there is a banking ciisis the euiiency 
leseive would be available and when theie is a cuiienc} ciisis the bankmg 
reserve would be available It w^ould be the first duty of the Eeserve 

Bank to keep the cash position vei^ stiong in the slack season, in oidei 

to be in a position to help the countiy It is theiefoie a fundamental 
duty and we aie going away fiom the existing s}stem nor meiely to 
some extent but to a very laige extent 

Mr Biishfoith Now as regards the liquidity of the EesexW'e Bank, let 
us considei the practicability of cieating this Eescive Bank It is to 
have a capital of 5 ciores, it is to take aw^aj fiom the othei banks & 
percentage deposit which I estimate loughly at 12 cioies and it is to take 
aw’^ay Government balances, oi most of them which aie 8 cioies That is, 
it is to cake out of the Imperial Bank something like 25 cioies of nipees 
in cash Such poition of the capital as is imested hy the money market 
wall come out of the Impeiial Bank It will be a credit fiom the othei 
banks Let us be optimistic and call it 20 ciores instead of 25 cioies, 
leaving the question of capital out A very large amount of cash has to be 
found somewheie and if we are going to take it out of the Impeiial Bank, 
well theie is nothing left 

Mr Ourne 8 ciores represent Government balances At the moment 
are not those 8 croies Government balances moie oi less coveied bv the 
money Government have bon owed on the other side^ 

Mr Biiclde7f No, it has been paid oft Take then balance at noi-mallv 
o crores 

Dr Tup It IS not a loss That money lemains in the counfiv 

Mr Bnshforth I am -speaking of fhe piaeticabilit\ of tiansfeiiing it 
from the Impenal Bank to the Eeserve Bank 

Di Tup In the first place you can do it in instalments In the second 
place ■'■he Impenal Bank and the Joint Stock Banks have then own 
cash balances now' I have some figures heie — ^the peicentage o" rash to 
iiabdities on deposits for the Indian Joint Stock Banks, apart iiom the 
Imnerial Bank, -was 2f) pei cent of then liabilities foi cla^^ A m 3022 
and 15 per cent in 1926 In class B it was 17 pei cent in 1922 and 2-t 
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Mt Rushforth . The Impenal Bank lias to laise more money for the 
Beserve Bank 

Dr Trip Theie is the possibility too, of course, of spreading it over a 
longei lime The Impeiial Bank could duiing the first time bonow from 
the^Eeseire Bank against a pait of then Government securities and create 
a paifc of then balance vith the Beserve Bank m that way 

Mr Dainond "^Tiat would happen if we allowed our tieasuiy bills to 
lun out and i educe oui deposits and leave our cash m the Beserve Banlc ^ 

Dr Trip The amount jou ivould have to deposit wuth the Beseive 
Bank would decrease On the other hand you could make airangements 
with the Beseiye Bank =:o that the Beseive Bank would lend monej against 
oar^ of the Government securities owned by the Impenal Bank and then 
the Impenal Bank would be oiedited in the books of the Besei\c Bank foi 
tUat amount 

Mr Manu Suhcdar Thev would take o\ei public habilities as well 
pubhc bills’ 

Di Trip I won't say that the Beseiye Bank should lend monej' 
against all public iu\estments oi do il foi a long time I only mention 
the me ms loi the initial stage 

Ml Manu Subedai And all tieasuiv bills’ 

Dr Tup That is all a question of practice, which must be left to the 
Beserve Bank 

Ml Bucltcii All the banlv'? who have %ei’y large investments in Go'vein 
merit 'lecuiities at tlie piesent time would haye to allow these treasury 
bills to be paid oft The Goveinment might not be able to find the money, 
ind yvould haye to raise it bv ad hoes. 

Mr Laiaond The cuiiency position would be unchanged 

Di Flip But the position of the Beseive Bank The Beserve Bank 
yvould have to decide whether they would take over all those treasury 
bills They ought to educate, if I mav use the term, Goveinment to keep 
a loyvei debt in the market I tlnnk the floating debt of the Government 
IS rather high m the country i 

Ml Rushfoith You would anticipate no difficulty m diyidmg up the 
available cacn resources between the new Beseiwe Bank and the other 
banks 

Di Tup Xo, if there is onh a period of some years to perform it If 
you put in the Act that these reserves ought to be kept with the Beserve 
Bank withm a penod of 5 years then I cannot thmk that there will be 
any trouble 

Mr Bashfoith But during that period it will be working for gradual 
liqmdat on 

Dr Tup But I think the Eeseiye Bank can help in that respect, and 
the resources of the country as a w'hole will not be diminished On the 
contrary I think they will be increased by the influence of the Beserve 
Bank 

Mr Manu Suhedai The Impenal Bank would also act as agenfe to 
the Beserve Bank and it is not unusual for the principal to leave some 
money 

Mr Jlvsh forth I am allowing for that That would be a comparative- 
ly small amount 
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Dr Trip That depends on trade The trade has to increase first 

Mn Cume It is only a question of producing bills 

Dr Trip But the Eeserve Bank can stimulate the demand for credit 
by lowermg their bank rate I cannot see how you can bnng currency 
Into the the country without the Eeserve Bank either buying gold or ‘'bills 
or giving credit 

Mr Gumc The basis of the currency is gold? 

iDr, Trip: Yes, certainly. 

Mr. CwTie: The means of expandmg it is to issue currency against 
bills , 

Mj BnshfoTth If the business is not there, I cannot see it Other- 
wise the expansion may mvolve inflation of currency 

Dt Trip If the business is not there, why should the Eeserve Back 
expand its currency? 

Mr, Enahforth Where is the Impenal Bank going to get the cash 
from? 

Dr Tup In the first place, I take it that the Impenal Bank has cash 

roserves. 

Mr Bushforth The Imperial Bank has cash reserves that are shown in 
the weekly statements which average anything up to 20 crores taken over 
the year 

Dr. Trip Well, take the case that the Impenal Bank has no cash 
leserves They would have to restrict either the money they mvested m 
the Government securities or on advances, in order to make cash They 
can only make cash by restncting their investments or their credits 

Mr Bushforth That would not inciease the amount of their cash It 
increases tneir cash percentage 

Dr Trip Why not’ If they have, let us say, 27 crores of Government 
secunties and sell those Government secunties, their cash position will 
be . . 

Mr Bushforth They don’t get cash 

Mr Laniond Government will have to pay currency mto the accoimt. 

Mr, Bushforth Suppose they sell mvestments m the market, they 
don’t get cash It means their investments go down and other deposits 
go down The cash is unchanged The percentage is improved 

Mr. Currie Do other deposits go down? 

Mr Bushforth Yes, they do Look at the liabilities and assets of a 
bank It sells investments and investments go down What goes down 
on the othei side’ Other deposits go down But it does not affect the 
cash 

Dr Tnp I cannot say whether it will be in cash or deposits 

Mr Bushforth It might ultimately be in cash Boi mstance suppose 
Ihe Imperial Bank say to Government w'^e are not going to renew 5 crores 
treasury bills Government have not these 5 crores to give to the Imperial 
Bank, but they might then create ad hoc treasury bills again and pay in 
cash 

Mr Currie You are taking this business away from the Impenal 
Bank and giving it to the Eeserve Bank? 



466 


Mr Lamond 1 tluiib we have gone so far as to fix the rate It is a 
standing rule that they do not give the credit unless the Imperial Bank 
rate is at a high level 

Chairman Well, it is not foi me to disclose how the Binance Depart- 
ment manages its busmess 

Mr Bushforth That settles my difficulty that the Government still 
letams contiol as regards the expansion of the currency 

Mr Manu Subedar Can we take it that the creation of a larger volume 
of credit will tend generally to reduce the lates charged by the action of 
the ordmary law of demand and supply^ 

Dr. Trip Certainly But of course the position of the Beserve Bank 
would depend on the balance of payments of the country. 

Mr Manu Subedar It depends on the prosperity of the country. All 
these factors bemg the same under existmg arrangements, and assuming 
they remain the same under new anangements, then the larger volume of 
credit which is bemg created would tend to brmg the Yates down 

Dr. Trip Oh yes Take for instance the present position Government 
can onlj^ gne 100 pei cent of the value of gold that comes in If the- 
Eeserve Bank is woiking thej can expand their notes by times the 
value of gold which they receive 

Mr liushfoith One of the mam objections used in the Hilton- Young 
Commission’s leporfc regaiding the Imperial Bank taking on the duties 
of the Beserve Bank was its commeicial activities It just struck me that 
at the present moment the commercial activities of the Bank are at a 
low'er ebb than they have evei been before, w'hich it seems to me makes- 
possible reconsideration of the question from that point of view 

Dr Trip I do not think so ^ You must not argue on the basis of the 
present situation The present situation is abnormal m the whole world'. 
If you look at the present operations of Eeserve Banks, you will find that 
there is a vciy small demand foi ciedit-accommodation, everywhere 

Mr Eushfoith Thiee yeais ago, when it was proposed to turn the Im- 
perial Bank into a Eeserve Bank, it was objected to because of its commer- 
cial activities At the present moment its commercial activities are, as 
I said, at a very low ebb jBCere you have got a structure, everything 
ready for the creation of a Eeserve Bank Why postpone it? 

Dr Trip All of us, I think, hope that the commercial activities of the 
country will improve again and then of course the same situation will aiise 
which was before the Hilton-Young Commission I cannot see how you 
can base the regulation of the banking system m this count] y on the present 
cucumstances which are abnormal The activities are now restricted, but 
they will expand if circumstances improve 

Mr Bushforth" Why not expand it at the top mstead of knocking off 
the bottom At present it is central at the top and commeicial at the 
bottom Why not develop the central banking function and leave the com- 
mercial Side as it is^ < 

Dr. Tnp How would you fix the commercial activities of the Imperial' 
Bank at their present level? 

Mr Bushjorih On the Imes you recommend here 
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Chairman BecdUbe thej^ will aefc as Agents, not in the principal 
•stations 'like Calcutta and Bombay ' 

Mr Lamond Theie is nothing in the Act to show that the Eeseive 
Bank will keep money with the Imperial Bank They merely receive pay- 
:ments once a month 

Mr Manu Suhedai Theie will be a ceitain amount always with the 
Iinpeiial Bank Di Tup, you would not say that aU the cash leserves 
of the countiy aie now with the Impeiial Bank, because many Jomt Stock 
Banks carry a large amount of cash They would reduce then cash hold- 
ings when they come in direct contract with the Eeserve Bank? 

Di Trip 1 think so 

Mr Manu Suhcdai Those ]omt stock banks, which aie not ceitam 
of what would happen to them in the event of a rush on vhem, keep a con- 
sideiable amount of cash of then owm, they do not rely much on the 
Impenal Bank coming to then assistance 

Mr Lamond I think the\ keep it mostly in Government paper 

Mr Manu Suhcdai Also in cash 

Di Tup In a coimtiy like this, joint stock banks ought to have 
consideiable lesouices in cash 

Mi Rushfoith It IS till money in leseives 

Di Tup Till money has to be kept on a laiger scale in India than 
elsewhere ' 

Mr Manu Suhcdai The cieation, Di Trip, under your Eeseive Bank 
of bank acceptances winch do not exist in the countiy now, would give & 
very large chunk of credit which does not exist now Therefore it would 
add to the credit resources of the country Even if some advances by the 
Imperial Bank have to be recalled temporarily, the credit resources as a 
whole would increase enormously 

Di Tup Yes Therefore, I say there can be no difficulty There 
may be some difficulty in the beginning but that could be removed qmte 
easil-^ Dy the eo-opeiation of the Eeserve Bank wath the joint stock banks 
and the Imperial Bank 

Chairman Perhaps something similar took place in America when they 
started the Eeserve Banks 

Dr Tup Oh, yes The member banks m that country have also to 
keep their reserves to a certain extent with the Eeserve Bank 

Chaiiman And after the intiodiietion of the system of rediscounting 
bills, if it is in any degree successful, it woll alter the cash resources by 
nrcreasmg the velocity of circulation 

Dr Trip It must have influence 

Chairman That came out in the course of our discussions with the 
representatives of the Exchange Banks and the Managing Governor of the 
Impenal Bank But there are other considerations which will affect the 
position the other way 

Dr Trip It may be 

Chairman One point about the Imperial Bank expanding the currency 
The Government of India examine the position on each occasion before 
"they give loan against the bills 

IDr Trip I think so 
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.nteicst; on secmities ]s consideied as jiublic revenue To thai) extent it 
would be a loss to the countiy You aie definitely o£ opinion that the 
country should be piepaied to pay toi it if necessaiy ^ But I think you 
expressed the opinion, m leply to Mr Saikei, enquiiing why should not the 
leci'^latiiie be piepaied to spend that money on industrial banking in vaiious 
ivajs that as a matter of pohcv you would not be in favoui of it But in 
the case of the Beseiwe Bank you vould be m favoui of Government subsi- 
dies ir necessaiy 

Dr Trip In my opinion laige schemes of industiial banks would result 
in big losses to be sustained by tax-payeis In the case of the Beserve 
Bank in the fiist place, theie would be some saciifice onlv at the begmnme, . 
nid this saciifice vould be limited only to the cost of the Beserve Bank 
In the second place, the Besene Bank will bnng a suiplus to the tax- 
pat ei latei, whilst the countiy as a whole would doubtless derive profits 
from the work of the Beserve Bank fiom the outset 

Mr Maim Subedar The creation of credit m the proportion of 1 
2’, vliich does not exist at present, would bung the Beserve Bank some 
aditional earnings These eainmgs may be more than the interest on the 
Besene securities, and if it is a private coipoiation Government’s share 
of the profits may compensate them foi +he loss which may come in the 
first year 

Di Tup 1 think this whole question is of no real importance 

Mr Mann Suhedai On the other hand if the institution was entuely 
a Goveinment institution, taking a period of ten years, the balance would 
not be a loss to the tax-payei, but a gam 

Di Tup T see no difteience vhethei it is a Government oi ai private 
institution If you spread it ovei a longer peiiod, I am absolutely eon- 
■ymeed that it vill be an extra profit for the tax-payei 

Chau man The fact is fully dealt v\ith in two paragraphs in tfie Boyai 
Commission’s report 

Ml Jamal Mohaincd Even if tlieie be some loss to the tax-payer by 
the establishment of the Beserve Bank, you think it will be more than 
counterbalanced because of the facilities the traders and agiicultuiists will 
have foi accommodation 

Dr Trip Yes 

Mr Jamal Mohamad E^en that little cost you may have to incur is a 
thing worth it 

Dr Tup Yes 

Ml Jamal Mohamad Is there any other countiy in the world where 
thev have a thing like this ? 

Di Tup I must say I do not know any other countiy where you have 
the pipscnt 'Situation m lliis countiv except perhaps the Eedeiated Malay 
States 

Mi Jamal Mohamad Bo faiily developed countries^ 

Dr Tup Bo 

Mr Jamal Mohamad You speak of a range of 3 per cent as quite ordi- 
nary in India YTiat is it generally in your country or in western 
countries? 
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Dt Trip I th nk it would be detnmental to the development of bank- 
ing facilities in the country As Dr Jeidels said, industrial finance and 
the development of banking facihties m this country make it absolutely 
necessary to keep the Imperial Bank a commercial bank 

Mr Manu Svbedar Let us take only one case, if the Imperial Bank- 
were turned mto a Eeserve Bank, they will give no interest on deposits 
With branches You would render forthwith these branches unremunera- 
tive Therefore, the Imperial Bank still remaining a commercial bank 
would probably close those branches That would be all against the trend 
of the policy of expanding bankmg which this country requires 

Dr Tnp The Imperial Bank would get other sources of profits Act- 
mg as a Eeserve Bank wall bring in profits, and the Imperial Bank may 
be induced to keep the branches if there is no profit oi e\en a loss 

Mr Manu Suhedar Have you taken the lendmg side*’ On the 
lending side when they get cheap monej as a Eeserve Bank, they would 
prove fatal to the Indian jomt stock banks 

Dr Trip I think it would be absolutely wrong to make the Imperial 
Bank the Eeserve Bank and to keep it at the same time as a commercial 
bank One of the results would be that the position of the joint stock 
banks would be made impossible and all things taken together, there 
would be a restriction of banking facilities throughout the country 

Mr Eamdas Pantuhi The Imperial Bank is now considered by joint 
slock banks as a powerful bank, and when the Eeserve Bank is established, 
the Imperial Bank will be free to do more commercial banking and will be 
a very powerful nval to commercial banks Have you considered the 
position iiom the point of view of joint stock banks ^ Will they not wel- 
come the Ir-ipexial Bank itself being converted into a Eeserve Bank so 
that the joint stock banlcs maj' find it easy to expand and establish branches 

Dr Trip Indian jomt stock banks would of course prefer that the 
Imperial Bank should be conveited into a Eeseive* Bank and that it should 
stop its ivork as a commercial bank But w^hethei it would be preferable 
from the point of view' of the countiy as a w'hole is another question 

Mr Ranidas Pantulu - If the joint stock banks aie not able to expand 
because ol the Imperial Bank to the extent they should and to afiord m a 
growang measme the banking facilities inquired by the countiy, it will be 
disadvantageous to the counti'y to keep the Imperial Bank as a powerful 
commercial bank 

Mr, Jamal Moliamcd Do "Sou think that at piesent it is impossible to 
convert the Impenal Bank into a Eeseiwe Bank’ 

Di Tnp It IS, of couise, possible, but it will be detnmental to the 
country 

Mr Jamal Mohamed Commeicial banks object to the rivalry of the 
Imperial Bank because the Impenal Bank is *^using Government balances 
freely, but when you constitute the Eeserve Bank Government balances 
will go to the Eeserve Bank 

Dr Trip Yes 

Mr Bushfortli You did not think there would be any difficulty tor 
the Eeserve Bank to pay its way because mterest on securities would' pro- 
bably be adequate to make up any defect Mr Lamond mentioned that 
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Mr Jarnal Moliamed You speak of sclieduled banks Who is co make- 
the list? 

Dr Trip It is in the Bill 

Chairman All this is a summary of the provisions of tlie law 

Mr Jamal Mohamed Page 5 Lmes underhned It means not 
necessarily through the scheduled banks, but directly There will be no 
harm in that 

Dr Tnp No 

Mr Jamal Mohamed You want power given to the Eeserve Bank if 
other banks are not behavmg well 

Dr Trip In order to give the Eeseive Bank the influence it ought 
to have 

Mr Jamal Mohamed To control joint stock banks and to keep up the 
rate at a certam level 

Dr Tnp To control the late of interest, as a sort of safeguard 

Air Manu Subedar Once a bank is scheduled, it would still be open 
to the Eeserve Bank to say, ‘we won’t deal with you ’ 

Dr Tnp It will be so undei the present Bill 

Mr Lamond As regards deposits it is obligatory, but not with legard 
to bank bills 

Air Jamal Alahomed You lay great emphasis on the system of ware- 
houses Hon long have you had warehouses in Java^ 

Dr Trip I cannot say The warehouse system has gradually grown. 
Apart from v aiehouse-companies, traders and commercial banks in Java 
have warehouses and products stored in them aie made collateral for loans- 
if money is needed from the Eeserve Bank 

Air Jamal Aiohamed If we have similar waiehouses built up and- 
spread over the countiy, some of our troubles will disappear? 

Dr Tnp I am qmte convinced of it If a system could be invented 
to make these warehouses available — ^it cannot be done at once — and. if 
their receipts be made collateral for loans fiom banks and from the Eeserve- 
Bank, it vould be of gieat importance to the counti}^ and it would improve 
the situation of the money maiket to a laige extent 

Mr Jamal Aiohamed It will be very helpful to ruial population for 
marketing puiposes and foi getting better prices Sometimes they have- 
to hold on stocks They can put them in a warehouse and raise money 
on the waiehouse receipt 

Di Tiip It IS a pioblem in itself, whether it is possible and desirable^ 
from the point of view of the situation of the ryot, that he should keep 
his products for a long time In any case it would be possible to keep 
the products foi some time befoie they are sold 

Air Jamal Aiohamed If the system is developed, it might help 

Dr Tnp Yes 

Air Javial Aiohamed The Java Bank is not a bankeis’ bank in the 
stiict sense of the woid Why is it so 9 

Dr Tnp It does not only give credits through the medium of private 
banks Perhaps only the Bank of England may be called a bankers' bank, 
but there are many transaetrons even of the Bank of England which are 
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Dr Tup In my country there are changes only if the Eeserve Bank 
thinks it necessary to take action with regard to the international posi- 
tion Take for instance the well-known stock speculation in the USA 
Practically speaking, there is no annual range of interest m my coimtry 
'between several seasons 

Mr JaQual Moliamcd Don t you think the borrowmgs of Gover-nment 
at high lates of interest have somethmg to do with this 

Di Tup Certainly 

Ml Jamal Moliamed The high rates which Government are paying 
for then boi rovings aie detrimental to the trade and industry of the 
'Country ' 

' Dr Tup If a certain expenditure m the general interest of the country 
IS considered by the Legislative Power the Government must find the 
money, although its boiioving niav aftect trade and industry 

Mr Jamal Moliamed What I meant was this If Government oBois 
a very high rate of interest, money mil flow into then loans, if they do 
not it will go to meet the needs of the country 

Di Tup It affects the position ^ 

Mr Jamal Mohamrd lou aie for a Beseive Bank, but it need not 
necessarily be exactlv as is contemplated m the Bill of 1928“? 

Dr Tup No There may be changes and modifications 

Mr Jamal Moliamed Can the Pieseive Bank do that without leally 
going into the foreign exchange business^ 

Di Tup They ha\e to enter the foreign exchange business ’ 

Mr Jamal Moliamed You think it must be part of then business to 
do foreign exchange business’ 

Dr Tup Yes Thev have to do it vith regard to the international 
position of the rupee 

Mr Jamal Moliamed You evidently mean the gold standard value 
because reallj ve have no gold currency m our country What we are 
supposed to have is Gold titandaid Value It is a fictitious one from 
my point of tiew 

Dr Tup You mean the gold standaul vMue 

Mr Jamal Moliamed The international value of the lupee It will 
•not lead to gold currency 

Dr Trip No 

Ml Guiue It may eventually do so 

Mr Jamal Moliamed Our resources of gold have dwindled a great deal 
Whatever may be the case in the western world, so far as India is concerned, 
'from my point of view and fiom that of many others, we are not so 
much concerned about the gold standard value of the rupee as we are 
to keep up the productivity of the country and export trade and get 
good prices for our commodities Your suggestion will not help us to 
get la gold cuiTency, but jou say it will maintain the gold standard 
value of the rupee 

Dr Trip Yes 



Ml Jamal Mohamed ]\Iy point is that ao doubt .n otbci eountiies 
they JiaTP then impoid bills diaiMi in cuiiencies othei than then own, 
but it IS only a small fiaction of the tiade, eg, 5, iO oi lo pei cent 
The niair bulk of the tiade will be in cuiiencieb of then o\in countr}^ 

Di Tup 1 thmk geneiaUy it is the ease 

Ml Jamal Mohamed When that is so, Mh 3 should you think it diffi- 
cult to bnng it about heic’ 

Di Tup I do not say that it would be dillitult to bung it about in 
the tutuie, but, at piesent, conditions aie such that it would be more 
expensive to finance the bills than by the way it is done now The buyei 
and the seilei look out foi the cheaiiest way ot doing bus ness 

Mi Jamal Mohamed Ihe bu 3 ei is an Indian The cxpoit tiade is 
piacticall}- m outside cuiiencies When we are the bujers theie is no 
trouble about it except the fact that it has established itself and it has 
become a fashion to use steiling bills 

Di Tup It IS not a fashion It is a leal basis that the parties to 
tiie transaction tii to get it in the cheapest way 

Mi Jamal Mohamed Do you not think that the fact that there is piac- 
tieallj no Indian bank doing ioicign exchange business and that almost all 
the banks m India doing foreign exchange business aic foieign, has some- 
thing to do with it*’ 

Di Tup I do not think so If I am not mistaken, the situation in 
America, before there was anj bill maiket there, was practically the same 
Mi Saihci You sai that ‘under normal circumstances the currency 
of that countr} will be preferred where the lowest rate of interest prevails " 
Pief erring to the hundi bill, how would the rupee bill go to the country 
where the lowest rate ot interest picvaiD, because thc) wall be mipoil 
bills in India'’ The difficult} is the non-dcvclopment of the discount 
maiket but the hundis will go to othci countries wheie such a rate of 
interest prevails'’ 

Di Tup They can be discounted m the counti} of the sellers 
Ml Jamal Mohamed The import bills will come here for acceptance 

Dr Trip Take foi instance the expoit of sugar from Java The 
bills with confirmed credits come in the maiket and are sold freely m the 
lava maiket, all the banks take those bills So rupee bills could be taken, 
for instance, in England 

Mr Mann Subedar Only in the case of confirmed credit 
Dr Trip Or wffien the parties are well known to the banks 
i\fr Mavu Suhedai Do you know that m India, facihties are not avail- 
able for eveijffiody for depositing adequate resources with the bank^ It 
is the foreign exporter from Europe wdio gams his monej’’ by lediscount- 
ing and so on the position of the importer is worse because unless he 
finds money a few’ months in advance and puts it into his bank here, 
he does not get credit 

Dr Trip That means clean credit? 

Mt Manu Buhedar It may be clean credit m some cases, but m the 
maioiity of cases my information is that confirmed credit means that the 
importer has to have deposits and balances wnth the bank here months 
advance 
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JDOt done through the medium of pnvate banka In Java the Java Bank ' 
does large transactions direct with traders 

Mr Jamal Mohamed On occasions the Central Bank can enter the 
market and deal direct with tiaders 

Dr Tnp Yes 

Mr Jamal Mohamed You speak of Muddati hundis You think that 
because banks give moie and more cash credits, Muddati himdis have 
been affected 

Dr Tnp I do not expiess my own opinion I was told in Bombay 
that the system of cash credits aSects the use of hundis But I do not 
think that has much to do with bundle 

Mr Jamal Mohamed You have complained of the lack of a bill market 
in India, and if theie be less of these hundis, there will be less of that 
'market 

Dr Trip I mentioned measures which could be taken in order to 
develop the biU-habit but, in my opimon, the cash ciedit system is a 
most useful system for the country as a whi Je 

Mr Jamal Mohamed You leeoinmend that the pohey of jomt stock 
banks should be so legulated as to encourage muddati hundis, not so as 
to suppress them 

Dr Titp Yes, but we must not forget that it does not depend on banks 
alone 

Mr Jamal Mohamed In the last paiagraph of your note where you 
Tefer to Rupee bills, are you thinking of biUs coming in lupee instead 
of in sterhng as it is now’ 

Dr Tnp Yes, the pomt raised was “whethei it would not be possible 
to create rupee bill”, especially with regard to imports 

Mr Jamal Mohamed But you say that at present it may not be easy 

Di Trip Even foi the country, as a whole, I do not thmk it would be 
an advantage 

Mr Jamal Mohamed Othei countnes have their imports m their own 
euirencies 

Dr Tnp That may be so 

Mr Jamal Mohamed That is the currency of that particular country? 

Dr Tnp Theie aie many imports in other countnes that are in 
sterhng too 

Mf Jamal Mohamed I know that in Amenca they have their imports 
in sterhng and in Japan in rupees, but that is only a small fraction of 
the import trade Generally the imports are in the cunencies of the 
•particular country concerned 

Dr Trip I do not think that it is a small fraction in manv countnes 

Mr Manu Suhedar Would you suggest that in Prance or Holland the 
Hulk of the import bills aie dia-wm in currencies other than their O'wn’ 

Dr Trip No because m Fiance and Holland the credit is veiy cheap 

Mr Manu Suhedar Ho you suggest that it is done in Italv’ 

Dr Trip I cannot say 
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£)r Trip Do leally think that foieign banks can decide that? 
T have found heie that there is a keen competition among the foreign 
exchange banks, 

Mr Jamal Mol'nvicd Suppose an aiticle has to come from Germany, 
the negotiations will be carried on through some German bank or some 
English bank which has a branch in Germanj , they are not very keen 
about lupee bills They might prefei a bill in marks or sterling poes 
the fact that theie are no Indian banks doing that business now help 
the present position 

Dr Trip I cannot see any leason foi a foieign exchange bank, that 
IS not an Indian bank, to prefer sterling to rupee They transact their 
business in all kinds of currency It depends not on the free will of the 
banks to prefer a certain cuirency, but on the sellers and purchasers who 
are the parities to the transaction 

Mr Jamal Mohamed In one of jour papers }ou said that India has 
extended its trade in many foreign countries and that the result has been 
that man-^ foreign banks hare come into the countn ' 

Dr Trip Tes 

Ml Jamal Mohamed When these foreign banks find some little trade 
passing between their country and this countn, they think they have 
the nght to establish blanches here, why should not India have its own 
banks when it has so much to do with foreign business? The fact that 
So happens that we have no Indian banlis doing foreign exchange business 
has turned this business into certain channels, but! as \ou said, it is not 
veir easj to start it now 

Dr Trip It is always difficult to start a new busmess 

Ml Jamal Mohamed In reply to 'Mr Lamond you said ycstoiday that 
in other countries Go-veinment mterlcie less wuth bank rates and thmgs 
like that Do you not think that when the Deserve bank comes into 
existence, it would bo able to do the same thing as other banks now do. 
VIZ , tiding over the busy season, expansion of credit, etc , much better 
than IS being done by the Imperial Bank’ 

Dr Ti ip Yes 

Mr Jamal Mohamed So trade and agriculture would be much better 
fed and the cost would not be an ill-spent one? 

Dr Trip No 

Mr Jamal Mohamed This morning, in repL-\ to Mr Bushfoilih, you 
said that the cash reserves in India are too small 

Dr Trip I had the impression that it was the case 

Mr Jamal Mohamed Would y'ou ]Uot make the point a bit clear’ In 
what respects are they small? 

Dr Tnp In an agricultural country, and a country which m its inter- 
national position IS a debtor counti’y, the Reserve Baiilc ought to have 
strong reserves In the Interim Report of the Gold Delegation m Geneva, 
you wall find that, feanng that the future gold production will not be 
sufficient to cover all needs, tliev made the suggestion that it should be 
possible to reduce the minimum legal co^ei iatio«i between gold and gold 
securities on the one side, and th > liabilities of the Reserve Bank on the 
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Di Trip The question, ^hethei the unportei can get the ciedit he 
v,ants only with the secuiit-y behind it oi as a clean ciedit, is one of the 
factois that decide what -^vay of financing the tiaiisaetion will be the 
cheapest one 

Ml Manu Subedai Fioin the point of view of the impoitei, on the 
othei hand, if it was a lupee bill and it was not discounted in what you 
call a cheap moue}' maiket, as soon as he accepts it heie, he has the 
benefit of getting it discounted vith his bankei, because it is a liquidating 
document which wall bo all light, and aftei whalevei peiiod it has to 
luu, sav, one oi two months, the position of the impoitei would be better, 
as he would not have to find monev months ahead foi a tiansaction, as he 
has to do undei the confiimed ciedit aiiangement 

-D? Tup But I cannot see that theie can be any objection to banks 
to discount bills if the paities aie known to them and aie of good financial 
standing 

Ghainuan If m the second case the late of inteiest affects the tians- 
action and if the iat(' of mteiest in India is higliei than the late of interest 
when a sterling bill wall be discounted, the customer may not want to 
have the lupee bill But if the customei was willing to have the rupee 
bill niespective of the expense to him, I take it you would have no objection 
to the introduction ot rupee bills in India ^ 

Dj Trip No 

Ml Manu SubecUu I’ou are aware that in the case of import bills the 
xates at which the charges aie calculated, including exchange charges for 
sending money to the bank, aie veij high? 

Di Tup It IS about 0 pei cent 

Ml Manu Svbcdai It is not theiefoie, a luhng late in the foreign 
marker The Banli; of England late maj be 3 pei cent , but the Indian 
impoitei has to pay 6 pei cent including further interest on the time that 
the money will take to reach the bank and exchange charges both ways 
It IS not therefore a cheaper rate for the importer? 

Di Tup No, but tins anangement is special with regard to small 
importers 

Mr Manu Stibedar Then why did you say that it is a matter of 
practice established on account of the existence of foreign banks? It is 
not a matter of trade convemence 

Mr Jamal Moliamed There is one point here you refer to the interest 
in other countries and in India The English rates may be cheaper than 
the Indian or other rates, but it need not be that the rates of every other 
countiw' w ould be cheaper than the English rate 

Bi Trip No 

Mr Jamal Moliamed Then there should be no impediment in havmg 
rupee bills in these particular cases ^ 

Dr Trip There is no objection if the parties agree to pay the higher 
rates 

' Mr Jamal Moliamed But the transaction takes place in a foreign 
country W'here there are no Indian banks? 
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Mr Bamdas PanUilu If thal is so, you '^vould take great care to see 
that the Reserve Eank, when it takes ovei the Go\ eminent balances, will 
not be allowed to do business in such a w'ay as to compete with the joint 
stock banks in the country^ 

Dr Trip They would not compete in the ordmaiy way in oidei to 
make piofits They wnuld, however, have to compete in cases where they 
have to make then influence felt m the countiv 

Ml Bamdas Pantulu How would you then ensure, without a statutory 
provision, that the Reseive Bank will not as a matter of fact compete with 
the commeicial banks ^ ^ 

Dr Tup By appointing a management of the Eeseive Bank that 
thoroughly understands the position of a Eeseive Bank, its tasks and the 
limitations that aie to he obseived m oidei to bo a good and strong 
institution They will moieovei be compelled to obsene these limitations 
since they aie obliged to safeguard the position of the cuuency 

Ml Bamdas Pantuhi So }oui view ultimately is that the beneficent 
effects of tlie Eeseive Bank w^ould depend on the good management*’ 

Dr Tup That is so 

Mr Bamdas Pantulu So w'c have to ensuie that the Dnectorate of the 
Eeseive Bank w'^ould function in the mteiests of the nation as a whole 

Dr Trip Absolutely A Eeseive Bank is an institution which has to 
serve in the fiist place the interests of the country as a whole 

Mr Bamdas Pantulu Much depends on the national outlook of the 
Diiectoiate of the Eeseive Bank 

Di Tup I do not know what you mean by national outlook I would 
oay in the interests of the countiy ns a whole 

Ml Bamdas Pantulu How' would you secure such a Directorate’ 
Would you give us voui views on how' the Reserve Banks in othei countries 
function ’ 

Di Tup I think in most countries they have the power to do foreign 
exchange business, as is very largely dene in my countiy, and perform 
open market transactions, for instance, lire buying and selling of Treasury 
bills as IS done in England 

Mr Bamdas Pantulu In those countries there is no competition 
betw'een commercial banks and the Reserve Bank’ 

Dr Trip Not generally, but of course the Eeseive Banks of all 
countries do business which could be done by commercial banks They, 
however, ought not to compete m order to make large piofits but only as far 
as is necessary to enforce their policy in the interests of the country 

Mr Bamdas Pantulu There is a large volume of opinion m this countiy 
which believes, that the Eesen'e Bank, wdien it comes into being,' might do 
much worse than the Imperial Bank does at present m the matter of com- 
peting with commercial banks with Goverament balances in their hands 

Chairman That is an assumption 

Dr Trip^ 1 cannot say who will be in charge of the Eeseive Bank 
and its management 

Mr Bamdas Pantulu This leads me to the question of the composi- 
tion of the Reserve Bank Do you think that a Directorate w'hich can^be 
expeotdd to act m the interests of the country can be secured by mhkmg 
the EeBdrve Bank a State Bank or a Shareholders’ Bank? 
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other side They stated howevei that agiicultural countries and debtor 
countries would w^ant a highei latio than countries with a more varied 
economy oi a stiong ciedit position 

Mr Jamal Moliamcd You do not mean silver lesources, but only gold 
lesources'^ 

Dr Tup I mean credit and cuirency, resources 

Mr Jamal Moliamed So youi point is that a countiy which is agn* 
cultuial must have cash resources on a laigei scale than other countries? 

Dr Titp I think so 

Ml Jamal MoJiamed You are in favour of one Central bank with 
branches in the provinces^ 

Dr Tnp^ Yes I do not doubt that if once the Beseive Bank is 
started, theie will giadually glow a numbei of blanches all over the 
country 

Mr Jamal Moliamcd Is that the expeiience m other countiies'^ 

Dr Trip Yes I thmk the Geiman Eeiehs Bank have about 450 
blanches all o^e^ the countiy, the Bank of France have, if I am not 
mistaken about 600 blanches 

Ml Jamal Moliamcd You aie not against the giadual spieading over 
of the Eesei\e Banks Ihioughout the countiy? 

D? Tup No, I am not 

Mi Jamal Moliamed As a matlei of infomiation, would jou tell m© 
if the Eeseive Banks in the westein countiies aic State Banks or Share- 
holdeis’ Banks ^ 

J 

Dr Trip Shareholders’ Banks 

Ml Jamal Moliamcd All of them^ 

Dr Tup Y^es, I cannot remember any State Bank 

Mr Jamal Moliamed But for India which do you think you w’ould 
prefei, a State Bank or a Shaieholders' Bank^ 

D? Tup A Shaieholdeis’ Bank 

Mr Jamal Moliamcd In view of the fact that our people aie not so 
well educated oi so highly developed as m other countries and that they are 
still not in a position to take care of themselves, do you not think a State 
Bank would be preferable tor India ^ 

Dr Trip I do not think so I thmk it is much preferable for the 

countiy to have a Shareholders’ Bank , 

Ml Bamdas Panfulu Mr Jamal Mohammad was drawing your 
attention to the fact that the Imperial Bank w'as really competing with 
the other commercial banks because it has got a large amount of Govern- 
ment balances under its control and, therefore, is able to quote better than 
commercial banks Do you think that such a complaint is genuine? 

Dr Tnp I must sav that there are ceidain grounds for the ' complaint 
although the Imperial Bank is under the obligation to perform several 
duties against these balances 

,VoL IV. 2 F 
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Dr Trip Yes, absolutely 

Mr Mann Subcdai Y’ould 3 on not advocate such a provision in the 
Indian Eeseive Bank ^^hen it comes into being'’ 

Di Trip With legaid to the facts ihat the Eeseive Banlr -ml] have a 
difficult task to perfoim in this eountiy and that no expeiience is Available, 
I ^\ould tiy to get the vei3 best men to manage the Bank 'uhethei from 
this coimtiy 01 horn abioad It the light t3'pe of men could not be found 
in this counti\, they the3 should be biought fiom abioad Eeally first class 
men with vast experience and knowledge must be had 

Ml Mann Sxibedai Would 30U suggest any earliest opportunity 
thereafter, ^^hen such a piovision ot having Nationals alone being put in 
charge could be biought about ^ 

Dr Tup I cannot sa3 

Chav man If it is possible to secure a National of the lequired 
standard then 30U Mould gne him piefeience to a foreigner^ 

Di Tup That is so 

Mi Rannlas Pantnlu on the Mhole, 30U ad\ocate the creation of a 
shaieholdeis’ Bank^ 

Di Tuj} Yes 

Mi Bavidas Pantula Do you not thinlv that there are am special condi- 
tions in this countiv mIucIi Mill make a State Bank much moie useful and 
suitable to India thin a shaieholdeis’ Bank^ 

Di Tup I should 303 no I think a private bank Mith a stiong man 
at the head is the best institution foi India 

Mr Ramdas Pantidu Ye aie noM contemplating the establishment of 
a Eeseive Banlc But oMing to the constitutional changes that might come 
m, Mhen Indians Mill hare a laigei shaie m the Government of the country 
and Mffien the Legislatuie controls the executive, it might possibly be 
consideied that a State Bank Mould be moie suitable than a piivate share- 
holdeis’ bank Of couise if the present state of Government continues 
I would not advocate a State Bank but when the Goreinment becomes 
a National one, I do not see Mh3' we should not piefei a State Bank: 

Chauman I think Mhen the Gor eminent becomes a National one, 
even if the Eeseire Bank becomes a shaieholdeis' bank, sufficient control 
and guidance M'^ould be exercised b^ the Government b3^ its influence over 
that institution as is not unusually done in other countries, so long as 
that influence is piopeiH exercised fn the pioxier interests of the country 

Ml Ramdas Pantnlv I Mould hare accepted that but for the talk of 
the vested interests in this countiv being safeguarded 

Dr Trip All that the Government have to do, with regard to the 
Eeseive Bank, is to see that the best men that are available are put in 
charge of the xiolicv of the Ecseiwe Bank and after thev have done that, 
they should leave the Eeoeir^e Bank to adopt and follow its cMm policy 

Mr Ramdas Pantnhi Nom'’ with regard to the development of the bill 
market, the position is that in this counti3’’ the discount rate of bills is hiahei 
than the Bank rate In m3 opinion these high rates discourage the creation 
of a Bill Market I understand that in other countries the discount rate 
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Dr Tup A Eeserve Baak, from a theoretical point of view, can be run 
on sound lines in both ways As I have already said in piactice, I prefei 
a private institution because I am veiy much afiaid of Government inter- 
ference That is the feeling practically in all countries 

Mr Ramdas Pantulu Those who objected to a shareholders’ bank were 
iai^ely influenced by the fear that, m this country, Euiopean interests will 
predominate because of the various Exchange Banks which can become 
unembers and because Indians do not generallj' take mterest m the proper 
working of the bank by being shaieholders, t e , hy not caring to attend 
shaieholders’ meetings and so on We have an example in Madras The 
Electiical Tramway C!ompany was originally financed by Indians, but now 
they are almost exclusively owned by Euiopeans by the latter buying up 
all shares horn Indians 

Dr Trip Generally speaking, I must say, quite apart from the provi- 
sions m the ehaiteis of the Beseive Bank, that if theie is a good manage- 
ment, it will have a great influence on the shaieholdeis Moreover, in 
my countiy the powers of the shaieholders are very limited Apait fiom 
the appointment of duectors, they can meiely attend the general meetings, 
liear the Governor’s report and see the balance sheet and the profit and 
loss account, wuthout having any substantial influence on the manage- 
ment 

Mr Ravidas Pantulu A few' of the Biieotois would oidmaiily be nomi- 
nated by Government but the other Directois will be from the ordinary’ 
shareholders That being the case, theie is just a possibility of a pre- 
ponderance of vested interests getting m 

Dr Trip I do not think that will be the case Take the case of the 
'Governoi of the Bank of England He occupies a supreme position and 
if the Duectors would compel him to adopt a paiticular hne of policy, to^ 
which he is opposed, then certainh he would resign Conditions may vary 
in different countries, but if piopei men aie not available you cannot run 
a Eeseive Bank on safe lines You must get the light sort of men 

Mr Ramdas Pantulu In order to avoid making it a shaieholdeis’ bank, 
supposing we say that shares should not be tiansf erred to people who aie 
not domiciled in India oi are not subjects of this country, then do you think 
{that will have a good effect’ 

Chairman I think theie was some such piovision m the old Eeserve 
Bank Bill 

Mr Ramdas Pantulu I know, but I wanted to have the opmion of Dr 
Tnp Supposing it is decided to have a State Bank, then how would you 
recommend the composition of the Directors ’ What is your experience of 
the working of State Banks in other countnes’ 

Dr Tnp I cannot think of examples of State Banks at the moment 

Mr Ramdas Pantulu What is the position in Australia? 

Dr Trip They have now converted the Commonwealth Bank into a 
Eeseive Banlc, but I do not know the piovisions that govern its woiking 

Mr Manu Svhedar In your bank in Holland, is theie any provision 
winch ensuiesdhal the Goveinois and Deputy Governors shall be Nationals 
of Holland’ 
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Mr Bamdas Pantulu That is hue, but with regard to the banks, 
they cannot be compelled to accept these bills If they reject some, then 
people have no gxievance to make because they say the bank is not satis- 
fied 

Dr Trtp^ I must say heie that the system of licensing would 

result in a great lesponsibihty foi the Government They would have to 
contiol these waiehouses and would have to enter a field which is not 
field of tlie Government in mj* opinion I would much prefei to leave that 
to the Bankeis’ Association and the Eeserve Banlr. 

Ml Ba^ndas Pantulu I am afiaid if you leave it at that, many 
people who would spend their money in the warehouses maj be ruined" 
Geneially, they will have to go only to paiticular warehouses and these 
waiehouses can ahvays put up then lates I visualize many dangeis if 
it is left to private enteipiise and is not licensed by some responsible 
authoiity 

Dr Tup Of couise, it is a peisonal opinion, but I am not accustomed 
to look at things always undei a feai of disciimination I piefer to look 
at the good business line, not at the possibilities of discrimination I 
always think if you have leal good institutions, the discrimination will 
not be so stiong as you seem to think 

Mr Bamdas Pantulu Theiefoie, you say we have made a proposal 
w'hich may seem somew'hat stiange I quite agree because abnormal con- 
ditions exist here which do not exist m your country 

Bi Tup Even staitmg fiom that point, as I told you, I think the first 
thing, that in mj opinion ought to be the aim, is to start a good and stropg 
Eeseive Bank in the countiv Tl you have that and you have really good 
men in charge of it, I am absolutely convinced that the decision of that 
Eeseive Bank wath legaid to the waiehouses would be accepted by the whole 
banking community of the country 

Ml Bamdas Pantulu We aie contemplating these waiehouses even 
apait fiom the Eeseive Bank because we think that the facilities for the 
discounting of these bills will be incieased, eg , w’lth legaid to jute, and 
we haie also put foiwaid pioposals with legard to commercial banks There- 
fore it IS not meiel\ a question of Eeseive Bank alone Theiefore the 
waiehouse leeeipts will be paiticualily useful undei existing banks, so I 
am asking youi expeiience m Java wnth legard to the way in which w’^aie- 
houses aie managed theie 

Dr 'lup Well, they aie managed partly by piivrte companies, paitly 
by the banks themselves and paitly they aie ow’ned by tiadeis Also in 
this lespect w^e follow' the open door policy and among the piivate com- 
panies one IS ow'ned by Japanese interests The Java Bank considers 
the position of these w'aiehouse companies and if it is satisfied, the com- 
pany IS placed on the list of the Jaxa Banlc The receipts of these 
approved companies aie accepted bv all the piivate banks too Don’t j'ou 
think that the banks, even in i countr\ w'here there is such great fear 
of discrimination, want to do as much business as is possible on a safe 
basis'^ I cannot really see that, m this country there can be such disenmi- 
nation that if the banks se ethat a w'arehouse company is lun on t^ound lines 
and gives the security they want, they would not take the bills of that 
warehouse company, because they want to discriminate 
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4s generally below the Bank late wln'le the cash credit rate is above the 
Bank late So do \ou not think that if the bill maiket is to be developed 
the discount late should be biought down^ 

Dr Tup I am of opinon that the late at whch bills can be discounted 
depends paiilj on the quality ,of the bill ] think that if the lates aie 
compaiativelj high foi discounting bills then the position and standmg 
of the parties who aie the signatoiies to the bill aie not fullv oi sufficiently 
■known, to the banks oi ai e less satisfactory Such a state of afiairs can be 
improved only if the banks come to know moie about the standing and 
status of the parties concerned in the bill 

Mr Ramdas Pantiilu Therefore, the piospect of impiovms: the bill 
market in this countr-v wall depend upon the attitude the banks take and 
the quality of the signatories on the bill 

Dr Tup I do not think that it is within the power of the banks alone 
I am, however, of opinion that the creation of a Beserw’-e Bank would 
nncourage the bill habit in the eountij' ‘Whether that will succeed wall 
depend on the quality of the bills 

Mr Ramdas Pantulu Are ^ou satisfied that the. high discount rates are 
due to the interior qualitv of the bills available or do -vou think it is due to 
the attitude taken bj banks ^ 

Dr Trip M} impression is that the banks, to a certain extent, prefer 
to have real security behind then ciedits and T must say I quite agree 
with them under present conditions I think that the ^eculltv ot the 
'bills in this countii is not great enough to make banks lely only on b’lls 
to a large extent and therefore the Eeserve Banlc too will have to work, 
during the first few jeais, parth on the basis of having collateral security 

Ml Ramdas Panhdn You have suggested that one of the w'ajs to help 
the creation of a Bill maiket in this countiv is the establishment of ware- 
houses all over the country It is a sound advice, but I would like to 
Imow some particulars ot \oui scheme You refer to a single private 
company Is it a practicable scheme ’ 

Di Trip I discussed that point wich Lala Harikishan Lai and told 
him that I ha\e no objection to provincial corporations My principal 
point is that the corporations should have such a sound financial standing 
as t-o inspire the banks with confidence and to enable the latter to accept 
the w'^aiehouse-ieceipts without hesitation 

Ml Ramdas Pantidu Do jou think that Goreinment should license 
these warehouses in order to create more confidence in banks ^ 

Di Tup I do not attach much value to licensing and I think this la 
a subject which should, in the first instance, be left to private enterprise 
Moreover, banks cannot be compelled to accept w'arehouse receipts only 
because the issuing corporations have a Government licence 

Mr Ramdas Pantidu Let me tell you that our fear is that unless some 
system of authoritative licensing is introduced, British banks will discrimi- 
nate between Indian owned warehouses and non-Indian owned w'aiehouses 
With the stamp of licence it will be more difficult to discriminate 

Dr Trip Of course it is a task for the Beseive Bank to consider the 
iposition of the warehouse companies 
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Dr Trip Yes, foi vaiious pioducts of the population and the planta- 
tion companies, m Java the tiade is mostl} in the hands of Euiopean fiims 
and Chinamen, and manj' Chinamen ha%e then own v alehouses They; 
gathei the pioducts fiom the population and put them in then ovn ware- 
houses 

Choiidhn Miilhtar Singh Aic tbeie bettei v alehouses foi wheat and 
rice that aie sold at a veiy cheap late? 

Dr, Trip Yes, except that no wheat is giown 

Ghoudhn MnlhUn Singh Can >ou gne us some idea as to what would 
be the peicentage of chaiges foi insuiance on, sa} , nee"’ 

Dr Tup I could not gne \ou a pciccnlage at the moment, hot in 
any case those chaiges aie not so high that they lestnct business 

Choudlni Muhhtai Suigh It has been suggested (hat heie the icnt 
chaiges aie \eiy high so the things do not p,i\ All these w alehouses jou 
say aie iiin by piivate coneeins, so it must be a paving job'* 

Dr Tup Yes Xot so veiv piohtable, but it is a paving job 

Choudlni hluhhtai Sinqh In that case cithei then chaiges must be very, 
high 01 the amount of pioduce must be veiv huge oi the, tuinovei must bo 
veiy laige I want to undei stand how it is that those vvaichouscs are a 
paying job — simph m apniox'imate idea 

Dr Tup Of couise thev mihc if a puing concern bv the piofits they 
make on the (tinges tint thev hvv an tin piodiuts that coni'-'' into the 
•warehouses Although thc'^e chaiges aic not high gcneiallv speaking, they 
make a icasonablc piofit Thf\ ji.iv, let us sav, a dividend of G per cent 
or so 

Choudhri Mulhtai Singh \Miat would be Ibe cost of a waiebouse in 
Java’ 

Dr Tup I cannot sav It would depend on the si 70 

Choudhu Muhhiar Singh It will alwavs depend on tlie ^i/c ^loncv 
was given to the Coopei.Uive Banks hut thev could not utilise it 

Di Tup I cannot icallv undeisland that in thiscounliv, vvheie there 
18 such a huge amount ot pioducts, waiclioiiscs winch aie propeilv lun 
would not be paving cnnceins 

Choudhu Muhhtni Singh Jon considti that it is a business pioposition 
foi India also'’ 

Di Tup Oh ves, absoluteh 

Choudhu Mulhfai Singh But is llioie an ofticial aulhoiit) foi tins woik 
of giadmg m the w alehouses'’ ^ 

Dr Tup No, giading is piactically done bv the Agents of the banks 
themselves 

Choudhu Mulhiar Singh How is it done t-beie mav be a ceitain 
standard and ceitam autlioiilies 

Dr Tup I nevei lieaid that thoie w.is anv tiouble on the question of 
grading We have not the same pioducts that come in heie I do not 
know’ vvhethei the giadmg of jute oi wheat would make a gieat difficulty 
We have laige quantities of sugai, iice and othei agiicultuial pioducts 
■ So far as the banlcs aie concerned, it is done veiv easily by the Agerila 
who have their standards 
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Mr J?am-c7as Pantulu Yoiu queskon is certainly leasonable To you, 
coming fiom a gelf-goveining country, it ^vould appeal strange that Indian 
concerns slioiil(f suffei b\ foieign disci imination against them But things 
aie strange in this counhy Take the financing of ]ute The Bengal 
Provincial Banking Enquiiy Committee say that not a single Indian broker 
ts allowed to appioach oi deal vith the ]ut6 manufacturers 

Dr Trip I read the lepoit but I could not understand it 

Mr Damdas PanUdu The entue sale of the ]ute mills is sold absolute- 
ly cent pel cent to Euiopean biokeis and no Indian bioker is allowed to 
appioach them The position of these concerns is so strong that they, 
can ceitainlj compel people to go to ceitain waiehouses 

Mr Lamond I thought theio was an Indian Jute Biokeis’ Association? 

Mr Manu Suhcdar We shall asceitam that fiom Mr Khaitan 1 know 
one 01 two indniduals who aie doing jute biokerage Thej say they secure 
a concession and then they have to put that transaction through a 
Euiopean biokei who gets half the amount without doing one stioke of 
woik 

Ml. Eamdas Poniulu You ask me w'hethei the Indian Jute Mills do 
not deal wnth Indian bickers'^ Theie are only about 3 Indian miUs out 
of 40 01 50 But if the non-Indian mills exclude the Indian brokers my 
point about disci imination is consideiably strengthened and the danger 
I have pointed out about disci imination against Indian owned warehouses 
becomes more leal Theiefore, I am asking you whether in the matter of 
scstablishing these waiehouses it w'ould not be iisky to leave it merely to Jh^ 
banks to lay dow-n standards instead of appointing a licensing agency 
which w'lll give tliem a procedure, which will entitle them to go to the 
'banks and say — “we aie a licensed waiehouse, therefore ourieceipts should 
be accepted ’’ Of course we won’t compel the banks, but, nevertheless, 
that would be a guarantee, and discrimination would become less real 

Dr Trip In my opinion you must always leave the decision with the 
■banks and if the banks aie m favour of disciimmation, you can never 
compel them to take the leceipts CNcn of licensed Avaiehouses The only 
thing you can do, if such discrimination as you think does really exist, is 
to tiy to come to a bettei undei standing 

Mr Famdas Paniidu With regard to the warehouses m Java, is there 
any standaid foi the chaiges’ 

Dr. Tup It is left to competition 

Mr. Ramdas Paniulu How fai do Co-operative Banks in your country 
and elsewheie depend upon ithe money market*? Do they alter fiom time 
to time their lending rates to societies and members with the ofiicial Bank 
rate 

Dr Trip Only with regaid to their short teim credits They are certain- 
iy, as far as my country is concerned,^ influenced by the situation of the 
jnoney market 

Dr. Fuedeuch In my country w^hen the official late of our Eeserve 
Bank changes, then our bank changes the rate of interest and of course 
the central banks have to change too The maigm is always the same 

Choudhn Muhhtar Singh Are there any warehouses for any other pro- 
duce, besides sugar, in Java? 
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Chairman That is another matter If you wanted to l^now whether 
it was at all necessaiy that on the Diiectoiate of this bank diffeient in- 
teiests should he lepieseiited then the question can be put to him 

Choudhrt Mulhtar Smgh Do 3011 consider it necessaiT for a country 
like this, that theie should be some lepresentative of agiiculture on the 
Eeseive Bank? 

Di Tup I think it useful to have agiicultuie lepiesented although, in 
my opinion, the Beseiwe Bank cannot be of much dnect help to agiicul- 
tiue in the hist few yeais 

Mr Dcvadhai What lepieseutation is theie on the Eeseivc Bank of 
youi countiy 

Di Tup Theie is no special lepiesentalion foi agiiculture although 
theie aie seveial membeis of the centinl and local adMSOij boards who 
aie conveisant with agiicultuie The^ can give infoimation to the manage- 
ment but they ha^e no vote 

Choudliu Muhhtai Singh Page a, poition undcihned Is it done any- 
wheie in youi countiy 

Dr Trip Yes in the Dutch East Indies The ISTetheilands Bank is also 
allowed to do it although this pait of then business is not of great im- 
portance 

Ml. Dcvadhar Theie must be big and small v alehouses How aie the 
small waiehouses managed in pnmaiy maikets? 

Dr Tup In the Dutch East Indies, in the smallei places, they are 
piactically owned bj the tiadcis themselves ivho aie generally Chinamen 
These Chinamen have the pioducts m then godovns and "nhen they want 
ciedit on the pioducts, they transfer the godovni to the bank 

Ml Dcvadhai Is theie any diflerence between a godown and a ware- 
house 

{Some Member The} aie the same ) 

Ml Dcvadhai Have you come .icioss any small godown 01 A\niehouse 
maintained by any co-opeiative institution? 

Dr Trip We have no go opeiatnc societies in the Dutch East Indies as 
you have heie Waiehouses aie owned by tindeis, banks, and private ware- 
house companies 

Mr Devadhar Would you be m favoui of such small waiehouses being 
owned and contiolled bv co-opeiatne institutions in primai} maikets^ 

Dr Trip I am in favoiii of it 

Mr Devadhar They 1,1]! not give any finance Somebody will have to 
finance 

Dr Trip Fiom the banking point of view I would be in favoui of it 

Choudhn Mulhtar Singh Will the cultnvatois put then pioduce m 
these warehouses or will only merchants do it? 

Dr Trip In the first instance the tiadeis wall do it Not the cultiva- 
tois I do not think the position of the cultivators will allow them to do 
it at the present stage 

Mr Bamdas Pantulu They can, if they have resources There is no 
prohibition 

Dr Trip No 
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Choiiclhri Mulhiar Sinqh Unless tbeie be some uniform stand aid, will 
it not cieate a confusion in the maihet*^ 

Dr , Trip I cannot say Of couise it makes a diffeience whethei you 
^re buying foi tiade purposes oi whethei you aie lending money on the 
products as secuiities The banks always take a considerable inaigin 

Choudhn Mullitar Singh In that case do you not consider that ib 
would be a better policy to have a unifonn standard^ 

Dr Trip It may be useful, but it is not necessary for the business 
of the banks 

Choudhii Mnhhtai Singh For marketing purposes, I think, it would 
be a very great help, especially for those pioducts which are exported to 
other countries 

Dr Tiip But that is moie a tiade business than a banking business 

Choudhii Mulchtai Singh I am simply asking w'hether it would not be 
very much better if the grading is done by the Stated 

Chairman That is a quest on I shall put to Mr McDougall Dr Trip 
can deal with the question only from the banking point of view 

Choudhii Muhhtai Singh Is there any licensing*’ 

Dr Trip No 

Choudhn Muhhtai Singh I do not eonsidei that there is any need for 
going into the details of the Eeseiwe Bank Bill W'lth jou, but, at any late,^ 
I feel that in the constitution of the Keserve Bank the representation given 
to agriculture in Section 9 is only 1 out of 22 Do you really consider 
that IS quite enough^ 

Du Hyder Is it given to agriculture or something else*? 

Choudhn Muhhtai Singh Then it means there is no representative for 
agriculture*^ Theie are tw'o Diiectois on behalf of the European Chamber 
of Commerce, tw'o directors of the Indian Chamber ol Commerce and four 
Directois representing the interest of commerce The Bill was actually 
discussed in the Assembly and the Government agreed to put two and one 
but the conclusion was not reached Tliei, agreed to make it to Co-operative 
banks 

Dr Hydei It is for the Co-operatne banlcs, and not for agriculture 

Mr Lamond The difficulty is to find someone 

Dr Hyder That is quite a different matter That one Director repre- 
sents the Co-operative Banks, he does not represent agriculture 

Choudhii Mulhtar Singh It clearly sajs representing the interest of 
agriculture 

Di Hydei It is a case of legislation stating ]ust the opposite They 
may be interested in the financial side of agiicultuie , 

Choudhn Muhhtar Smgh They should not have been there 

Chan man To my mind this is precisely the sort of thing which will 
have to be settled by the legislature It is obviously unfau to ask particular 
questions 

Choudhii Muhhtai Singh My point is simply’' this From his point 
of view’’ does he consider that there is theoietaca'lly any necessity for any' 
agncultural representative on this Eeseive Bank? 
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Dr Trip By trying to make the bills discounted now m the bazaar 
acceptable to the operators in the cential monej* maiket, so that they can 
be discounted in the central monej maiket 

Dr Hyder We have two oi moie money markets How can they 
become one^ 

Dr Tup If >ou can, as I hope you vill, improve the position of the 
indigenous bankers and give them admittance to the central money 
maiket more than is the case at present, and even to the Beseive Bank 
the disparity would be less 

Dr Hydei You look at all the figuies The Imperial Bank hundi rates 
are low^ei than bazaar bill rates, and they also vary The bazaar bill rates 
are also obviously, hundi rates You suggest that the gentlemen opeia- 
tmg in the bazaar ought to make themselves better known to the gentle- 
men of the Imperial Bank 

Dr Trip Ye's 

Ah Lamond This bazaar hundi rate is veij often the rate charged for 
bills subsequently discounted by us 

Di Trip Ml Cassels made a remark that the Imperial Bank rate is 
always the same as their hundi rate ' 

Chairman Not alwars It }ou start from the beginning of this table, 
in 1925-26, 1926-27, }ou hnd there are differences But when ^ou come 
to later jeais, I agiee, there are no difteiences I think Mr MacDonald in 
his evidence before us said that the tendency w'as to make the two the same 

Ah Lamond Yes 

Dr Hyder I have read that m the English mone> maiket, a bill bicker 
operating in the discount maiket can, if refused accommodation bj- banks, 
get in the Bank ot England an unfailing source of assistance, at a stiffer 
price, of course, but without limit Is that a fact^ 

Ah Cuiric Yes 

Dr Hydoi That is, the Central Bank is the last father and mother of 
the bill brokers If }ou haie a Keserve Bank which puts a limit on bills, 
obvioush the broker, if he gets hard up, cannot ei.pect unfailing accom- 
modation from i1 Theit w'lll be no utilitr therefore if legislaure provi- 
sions are drawn up that so much shall be given to agriculture, so much 
to industry, and so on It is much better, rn order that the money 
market may be truly organised, that there should be no limit laid, pro- 
vided these people brought the same commodity, and obeyed all the condi- 
tions imposed bv the central institution 

Dr Tiip Yes 

Dr Hydei In all the inoncj markets of the world, what might be 
called bazaar rates of discount are ahva\s lower than the rate of discount 
granted bj the central institution Is that a fact’ 

Ah Cm lie It is so in England 

Dr Hydei The Impel lal Bank rate and the Imperial Bank hundi rate 
are always less than the other rates Any man who reads these figures 
must come to tlie conclusion that the economic interests of the country 
must suffer What rs the reason for the high rates in the bazaar and the 
low rates in the central money market 



Gltanman Generally speaking it is the tiader that buys the pioduce- 
from the agrieuitunst and puts it into the 'narehouse 

Dr. Trip Yes 

Chmman In India, the man who has stock approaches the bank, hands- 
ovei the stock to the bank and gets money 

Mr Bandas PanUilu There is no prohibition against any pioducer 
putting his goods in the alehouse 

Chatman Geneiallj^ it is the tiadei that does it 

Dr Hydct Money niaiket involves ivo paities bujeis, selleis, or 
lenders and bonoweis Money is bought and sold m the money market 
Buyers aie boiioueis and lendeis aie selleis I ivant to compaie the posi- 
tion of the monev market in India and m England Who are all the buyers? 
One party is Government It gives treasury bills and takes money Banks 
are another , they could be buveis The thud party is the tiader Co-opera- 
tors can enter as bujeis and sellers I mean not the co-operative societies, 
but the banks at the top These are all borrowers Who are the lenders? 

Dr Tnp Bankers 

Dr Hyder Any other people 

Dr Trip All the people who have at then disposal large sums of money 
and want to invest them profitably for a short time, such as insurance 
companies, shipping companies 

Dt Hydct I have m my mind chiefly the London money market 

Di Tup Bill brokers, discount companies, and merchant bankers 
borrow in the London monev market Banks can operate both as borrowers 
and lendeis 

Mr, Cassels Stockbrokers are big borrowers at times 

Dr Hyder Will you grant that the chief function of the monev market 
IS really to enable banks to function properly If a bank has surplus cash,, 
it will lend fieelv to bill biokeis If its cash position is not good, it calls 
back its advances and does not discount any more From the point of view 
of liquidity and of making the best ust of bank’s lesouices, the money 
market has got a very important function to fulfil You I'emark that the 
money market here is defectave Please turn to the table on page 18 of the 
ofiice memorandum on the money market Bank rate may mean any- 
ihing Call rate, heaven know^s what it is Hundi rate'' is baiiaar bill rate 
If vou go over the figures you find that there is a difference between Cal- 
cutta and Bombav bas^aar lates If you found that there) w'as such a posi- 
tion in your country, what practical measures would you suggest in order 
to remove this disparity in rates between two places 

Dr Trip I would try to establish a better connection betw'een the two 
markets 

Dr Hyder Please put it in a concrete form 

Dr Ttw I have an impression that the bazaar rate is based especially 
on small bills 

Dr Hyder Small traders, small bills, men of doubtful abilities, you 
find them in both the places The noticeable character is that there is 
disparity in lates, never mind the parties to the bill How will you 
overcome it? 
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Dr Hydci Money-making is a universal tendency Why does it not 
"happen m joui countiy'i’ Bill biokers, if they could, would like to make 
more money But the fact is that theie is only one piice and theie is no 
such rate as 10 per cent 

Chairman One reason is probably the absence of the indigenous 
ibanker 

Dr Hyder In place of the indigenous bankei, you have the merchant 
ibanker m England 

Chairman He may be a speciahsed bankei, but so far as I know, his 
methods difiei fundamental!}, from the indigenous bankei 

Dr Tnp I think the only way by which it could be done is by bung- 
ing more money to the market, it is a question of supply and demand, 
and until more money goes into the hundi market, the rate will not 
come doun If the parties that now operate there have to pay a higher 
rate in the hundi bill market, they would have a possibility of gomg to 
other markets uheie the puce is low If you open the door to the com- 
mercial banks and the Reserve Bank, the rate would tend to decline 

I)} Hydei The only question is how to attain the ob]eet 

Di Tt ip I h rve not the key to open the door , I thought the key 
could be the indigenous bankei , 

Dr Hydei In the mone\ market ot your country I take it that the 
Stock Exchange plays a very great part and also the foreign exchange 
market 9 

Dr Trip Yes 

Dr Hvder There parties are brought together, here the parties are 
always distant Have you found any connection between oui money 
market and the operators of the Stock Exchange^ 

Dr Trip No 

Dr Hyder In other countries there is this connection‘s 

Dr Tup Yes 

Dr Hyder Take, for instance, your fortnightly rates, they either tak©/ 
the cash away oi bring money and that , is how the same level is mam- 
tamed, and people are charged, mole or less, about the sarhe price Here 
we hare a m'ultiphbity of people, multiplicity of markets and multiplicity 
of rates, with the reslilt that trade an'd commerce and economic interests 
generally suffer 

Dr. Ti ip Do you not think that the general factors, at the bottom of 
the whole situation, are lack of confidence and lack of knowledge^ 

Dr Hyder The only practical key for the solution of the problem is 
what you suggested, that these people should make a full declaration of 
their position to the banks ^ 

Dr Trip No doubt it would gieatly improve the situation, but I 
cannot say whether that is the only way* to follow’^ I think it is the first 
thing to be d6ne 

Mr Manu Suhedar All the solutions which 'vori have given here 
would solve the problem in so far as it w'ould bring the bill rate to the 
bank rate But I find that m your counti’y the bill rate is 1\ per cent 
under the bank rate^ 

Dk Tnp At the moment, yes 
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Di Tup As I see it, m the cential money maiket, they deal with better 
bills of lalgei amounts, and in the bazaai with small bills In my opinion 
the Impeiial Bank staits fiom its late on loans against securities, and then 
adapts the hundi late to that of loans against securtiy 

Dr Hyder So there aie two commodities, not one Small bills con- 
stitute one soit of commodit} at a highei piice, and the big cential bazaar 
bills constitute anothei at a much cheaper puce That is the position 

Dr Trip That is, in some lespects, the position m othei countries too 
You have in England the fine bank bill rate and othei rates which are 
higher 

Mr Curuc The size of the bill has nothing to do with the price It 
36 the standing of the paity that counts 

Dr Hyder It seems to me, if we were to leproduce, conditions as they 
exist in England, it would be a good thing if oui indigenous banker took a 
position in the monej'^ maiket which the London accepting house or mer- 
chant bankei occupies Some mav be bill biokeis Some, who aie small, 
maj organise themselves into discount companies 

Mr Curuc Theie aie bill biokers m this country 

Dr Hyder Some inaj opeiate on then own account You think it 
will be a good solution, if the race of indigenous bankei s should not go 
out of existence, that they should be oiganised on the lines I have indi- 
cated, oameL, meichant bankeis, discount houses and bill biokers 

Dr Tup If it could be done, that would be veiy good 

Dr Hyder How to make these small bills first class bills so that the 
wide vanations m lates mav disappeai Put the name of G-iidhaii Lai, 
a fiist class meichant bankei, on a bill paj'able three months hence, no- 
banker should show any hesitation in accepting such a bill He should 
treat it as a fiist class bill and charge the bank rate of discount 

Dr Trip Yes 

Dr Hyder Can xou make any suggestions for bringing the cential 
money market and bazaai standaids on the same plane? 

Dr Trip If there was full Imowledge of the financial standing and 
position of the signatories to the bill and if the Peserve Bank would give 
inducement to use good trade bills in preference to other ways of borrow- 
ing money from the Reserve Bank, then I think everything that could 
be done would be done 

> Dr Hyder I understand that, in Calcutta, some opeiate in the Buna 
Bazaai and some m Clive Stieet There is this physical separation If 
this could be lessened through telephone oi by any other means it will 
be a better thing 

Chairman So fai as I know the contact is ver} close 

Dr Hyder The lates do not show the contact 

Chairman That is another matter That is money malnng 

Dr Hyder Do we come to this conclusion that the gentlemen operat- 
ing in the Burra Bazaar market operate with their own resources, charge 
then customeis 9 and 10 pei cent in order to make money, and f'o to the 
bank when they get hard up 

Mr Lamond That is the position 
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Dr Hydcr I will tpke no more than 3 months’ deposits 

Di Tup Heie again the i elation depends on the late at winch the 
banks aie able to lend out their monies Of couise tlic piescnt situation 
IS abnormal as the banks aie not in a position to lend out all the money 
thev have 

Dr Ihjder I suppose it is conect to say that it is not any rule or 
regulaiion, but geneial convention, that, the rate allowed by oanks on 
deposits IS 2 per cent below the bank rate^ 

Mr Cumc That is for ordinary deposits at 14 days notice 

Dr Hyder Three months would be subject to the 14 days’ notice 

Ml CxiTTie That would be liigher 

D? Hifdcr Take the daily late, the wceldj rate, the 14 da} s’ lat-e or 
the monthly late, }Ou wall find an intimate lelntionship and I was asking 
Dr Tnp whethei he has detected any relationship or whether there is no 
system or order. 

Di Tup In normal circumstances there is a lelalionship 

Dr Hydei The lelationship betw'een the official rate of discount and 
the niaiket late of discount is tliat the foimei late is a little highei 

Dr Tnp Yes i 

Di Hydcr Heie, it is the other way 

Dr Trip Yes 

Ml Saihci Tlieie is a pioiibioii in the constitution of the Netheilanda 
bank ilial diiectois, appointed b} the \otc of shaieholdcrs, must be Nether- 
Jandeis ^ 

Dr Tnp Yes 

Mr SaiKer I also find fiom a book wiitleu by an authority on the 
subject that in Jajian, Ital}, Giecce, Fiance, Cziecho-Slavakia, Australia, 
and Belgium, siniilai piovisions exist and It is also provided m tiie 
constitution of the Bank of England that members of the Couil. must 
be naT.ural-bom oi natuialiscd British subjects 

Dr Trip Yes 

Mr 8aTlx.er On the lines of this I want to modify section 8 of the 
Eeseive Ifank Bill Clause 8 (1) leads 

“Save as expiessly piovided in this Act — 

fa) no peison ma} be a Diiector who is not oi has not at ‘•orno 
time been . ” 

After the woid ‘Diicctor’ I would like to put m the w'oids ‘wdio is not a 
national of India ’ Would you landly give us }OUi opinion on this? 

Di Tnp It is not a question of banlnng inteicst foi the foieign 
experts It is a pioblem that does not he within oui puiview 

Ml Saili-ei Such pioMsious have been made in the constitution of 
the Cential banks of ctliei eoimtiies, do you not think it necessai} that 
some such piovision should be made heie’ 

Dr Tnp In those countiies they have found it possible and desuable 
to make such a provision If youi Legislature thinks it possible and 
desuable to do the same thing, we can have no objection, but it is not 
a question, of banking, and we have no opinion on this matter 
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Mr Manu Subedar It ib geneially the case*’ 

Dr Trip The bill late is generally lower than the bank late 

M) Manu Subedar Would you kindly take youi advice a little further 
than what you have done and tell us what situation we would have to 
ereate in India m order tliat the discount lates for first class commercial 
bills 'may be actually lower than the bank rate’ 

Dr Trip It is veiy difficult to give an advice on that, because it 
depends on cncumstariees As I told you, the whole question results 
from supplj' and demand and if theie is a laige supfil)- of irioiiey in this 
coimtiy, then the late foi fiist class bills would go down, because the 
demand foi fiist class liquid investment w'^ould increase 

Ml Manu Subedar Except a proper organisation for ciedit broad based 
on sufficient security as well as liquidity and the supply of credit, there is 
no other factor m youi countij wdiich gives you a lower rate for first class' 
trade bills than the bankiate 

Di Trip Amsterdam is an international market to which a great deal 
of money flow^s 

Mr Manu Suhedai I suppose there is a large amount of foreign money 
locked up in these money centres which also helps j^our money markets, 
and to that extent induces a low^er rate 

Dr Trip Yes 

Ml Manu Subedar So far as London is concerned, there is also a 
very large amoilnt of Indian money locked up, wdneh goes to help the 
London money market 

Mr Currie I doubt it there is a lot of Indian money in the London 
money market 

Ml Manu Subedar I do not know how many millions of sterling our 
total resouices in London would amount to, taking Government and pnvate 
lAoney It certainly runs into a very large sum 
Mr Currie That money is invested in London 

Mr Manu Subedar It is the total amount of Indian resources in the 
London money market 

Dr Trip Of course, Government have in London a large amount m 
Treasury bills or other English Govermheht secunties, but that is part 
of the cover of the circulation m this country It is practically the same 
as gold If you look at the figures of the Netherlands bank, you will see 
what a large amount they have in foreign countries That is the result 
of the policy followed by them 

Mr Manu Subedar But the total amount of Dutch money w'hich is 
outside Holland would not be more than the total amount of foreign money 
in the Amsterdam money market? 

Dr Trip I do not think it is, of course, apart from our foreign long 
teiTifi investments 

Dr Hydcr I understand, from books I have read, that there is an 
intimate relationship betw’'een the difference in the rates charged What 
IS the relation in your country betw'een the deposit rate and the bank 
rale’ 

Dr Tnp It depends on the time for which the deposit is made 
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Mr Manu Subedar If section 17 (2) (a) wcie altered so as to omit 
the woid ‘drawn’, then "would it be in oidei ^ 

Di Tnp The point leqmics fuithei considoiation 

M) Smlci I want joui opinion as to Mhcthei such a pio\ision can be 
made without moinng the efficiency ol the Eesenc Bank 

Dr Tup Yes, I have no objection 

Mr Saiher Can the Eeseive bank confiim outside credits on behalf 
of the Indian loinl stock banks'^ 

Dr Tup I do not think so, because that would practically be accept- 
ance bnsmess and acceptance business is prohibited under tins Bill 

Mr Sailicr Against definite securities of the Indian jomi slock banks 
thev will put securities with the Eeserve bank for endoising or confirming 
the credit 

Di T]ip I do not think that could be within the tasks of the lIesel^e 
bank The Eeseive bank ought to keep its foreign balances and its loieign 
exchange free, in order to use them ioi strengthening, if necessaiy, the 
position of the rupee the'\ inaj not use such balances and exchange on 
behalf of commercial business On principle, it w'ould not bo light and 
I do not think you would find au} Eosei\e Bank doing such a thing 

Ml Sailei In the piesciit position ot India, our joint slock banks 
cannot ha\e an\ access to the foreign inaiket, because cxpoilois do not 
believe them 11 ihc\ go tbeic with a guaiantcc from the Eesenc Bank, 
some facilities would be afforded 

Dr Tup I fully see jour point The Ecscnc Bank can only do this- 
in the form of gi\ing infonnation after the Indian joint stock banli!s have 
gven full information about then position 

Mr Manu Siibedai Are thev nor free to do agence business’ They 
are free to sell foreign currencies to jemt stock banks, aren’t thej ’ 

Dj Trip Yes 

Mr Many Suhedai Thc} aie thucfoie free to sell e\en foiwaid, 
currency ? 

Mr Trip I think so 

Mr Manu Subcdai Fiom this foiwaid exchange sold by them, the 
joint stock bank can do acceptance business on its own The Hesei'c bank 
does nr t do acceptance business and il they accept bills enianatmg fiom, sav, 
Holland on India on the stionglh of the finance made a^alhbl6 b\ the 
Eeserve oank in Holland, w'ould you have any objection? 

D? Trip' I cannot see bow it would work in piactice 

Mr Manu Subedar Suppose I w.mt to impoit from Holland goods 
y oidb, lei us sa-^ , t20 000 1 go to m\ jomi stock bankei and say 1 am 
importing from so and so, and so and so will diaw a bill on me and 1 
have to make payment foi it in Holland I ask mv joint stock bank to 
arrange all tins fo-r me The joint stock bank will go to the Eeserve bank 
and say that its client has to pay £20,000 in Holland on such aud sudr a 
date and would ask the Eeseive Bank lo sell the icniittanee Would noi. 
the> sell the lemiiiauce’ 
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.7/7 SaiLcr You snj that the pioposeci Cential banlang anstitution 
must be free from polifacal mflaence I presume you aie referring to tbft 
freedom from interference in the da\ to day business of the bank 

Dr Tnp I refer to the policy of the bank The management of the 
bank and the diiectoig ought to decide about the policy of the bank and 
it must not be inteiieicd ■nnth by any action of political parties or even 
of the Government 

Mr 8ar%er But the larger issues should be settled by the Legislature 
In the next sentence you say “the mam tasks of the Eeserve B'^nk -wo ild 
be (a) to keep the cuiiencv of the country at par with gold ” Who vill 
prescribe the par value’ It must be prescribed by the Legislature 

Dr Tnp It is a question of the monetary system of the country and 
net one for decision by the Eeserve Bank After the Eeserve bank has 
been established, its task would be to keep the curicncy at par with gold 
or at a r-alrie between tlie upper and the lover gold pornts 

Mr Bailn If at a subsequent stage, the Legrslature found that m the 
interests of the country such paiitv should be modified do jou not think 
that the Legislatuie vould have the power to do it’ 

Dr Trip They would have the power, but I do not knov if It would 

fee desirable in the interests of the eountiv to do it 

«/ 

M) Sailci The monetaiy standard would also be fixed by the Legis- 
lature’ 

Dr Ti ip Yes 

Mr SarLcr Section 17 of the Eeserve Banlc Bill prescribes the 
ordmary business of the Eeserwe banlc You know that the financing 
of the foreign trade of om country is now entirely in the hands of the 
foreign Exchange banks We aie anxious that a larger share of this trade 
should be taken up bv Indian nationals and with that end in view" I will put 
. before vou for consideration tvo suggestions and I want your opinioa on 
these two suggestions In sub-clause (4) of clause 17 on page 10 of 
the Eeserve Bank Bill, I would like to incorporate a clause that import 
bills of Indian lomt stock banks could be discounted with the Eeserve 
bank, or that the Eeserve bank should be allowed to advance money on 
the security of the import hill endoised by the Indian loint stock bank 

Ml. Damond Bills drawn and payable m India are refened to 

'Dr Tnp I would have no objection if you would only keep it in a 
general form Section 17 (2) (c) shows that the Eeserve hank is entitled 
to purchase, sell and rediscount bills of exchange and promissory notes, 
drawn in or on any place 

M? Sarher These are export bills 

Di Tup 1 think, they include import bills, drawn m or payable in 
Jndia itself 

Mr Sarltcr It is for a different purpose, t e , for having funds in 
London, and thoiefcie refers to export bills 

Mr Buclcley The note on clause 17 (3) on page 3 of the Statement 
'of Objects and Eeasons of the Bill makes the point clear It refers to 
the Bank having full discretion to purchase and sell the cutiencies of any 
ioieign country having a gold standard Mi Saikei refened to import bills 

VOL IT 2 G 
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Ml Sail(i FjisI the oitlmai^ business of ibc bank bas been enu- 
mciafcd and undei Section 17 sioecial poueis have been given in the 
intciest of tlic ]\lonev kraikel I should tlnuk that all these poweis should 
be exeicised as only special powers 

Di Tup II -you vant to make the Keseivc Bank an effectnc and in- 
fluencial bod^ , }ou ought not to lestiict its business unduly 

Ml Sailci Sub-clause 14 reads “Piovided that the total amount of 
such boiiovings shall not at am tune exceed the amount of the share 
capital of the Bank ” ‘'Provided,' further, that no money shall be bonowed 
undei this clause Imm m\ peison in Biitish India otbei than a scheduled 
bank ’ I cannot see hoi\ cicdit can be contiolled by boiiovmg The 
tiiM tvo clause^ of the same suh-elause seem to be quite in oidei but I 
tail to undej stand vhy the thud clause is put in I think that this ought 
to be done an open maiket operation 

Di Trip As fai as the Netheilands Bank is concerned it never borrows 
actively from banks or other wnse What is joui objection to that clause 
being put in^ 

Ml Sail Cl If that clause is to be letained, borrowing must be made 
only by open tendei Mv vicn is that jneference should not be given to 
tins 01 that bank I shall if aou agiee, read cut to j'^ou the opmion of 
]Mr T E Gregor vlio sars that this method should be discouraged 

Di Tup In mv opinion it is not a vital part of the scheme I would 
not have am objection to the omission of that clause 

Ml Sail Cl In voui memorandum -\ou say “In the second place it 
ought to be emphasised that the position of the scheduled banks under the 
Bill vill be so strong that il is not inconceivable that they will, much more 
than the Pescrie Bank, decide upon the kvel of the interest rate” I 
presume roii sip lefeinng to Ihe loscuices of the joint stock banks^ 

Di Tup I letcr to the scheduled banks If these banks can get cheap ’ 
aceoimnodrtion from the Keseive Bank and the} know that the “Beserve 
Bank” is not alloyed bv the Act to give accommodatiop directly to the 
customers of the scheduled banKs then the lattoi vill be in a positron to 
cliaigc unduh high rates 

Ml Sailci Aly point is that the exchange banks mil not go to the 
Bcsci\e Bank for their needs and this fact is stiengthened by the evidence 
of SIi Xicoll Geneial Manacer National Bank of India, which reads as 
follows — 

“Sn licniij Shalosch Let us suppose }Ou vere to do local business 
and you had no possibihtv of recourse to the Bank of England, would you 
regard vour bank as being in as favourable a position without a central 
bank as mth a central bank in India ^ — ^You mean we pnght take refuge 
mth the central bank in India in the same wav as we wouP do wuth the 
discount maiket m London ^ — 

“Sir Henry Exactly 

“JMi Nicnll Well I do not see the necessity for it“ 

Dr Tup I cannot see anv harm m that If the foreign exchange banks 
vould impoit money from abroad they would not be doing anv harm to 
the Be=crve Bank 

Mr Sarltcr I will quote to vou in this connection the opinion of at re- 
novned economist “It mnf y^ell be asked whether the Beserve Bank of 



Dr Trip It is not the business of the Eesexve bank The Eeseive 
hank ought to buv oi sell foieign exchange only as fai as it is desirable or 
IS necessary for the mteinational position of the lupee It ought not to do 
banking business with impoiteis 

Mr Manu Subedai I have all my business with an Indian joint stock 
bank I ivant to impoit from Holland I have made aiiangements for the 
purchase puce and on the date of shipment which would be two months 
hence I want money to be p?iid in Holland What do you expect me to 
do^ 

Dr Tup The joint stock bank should make aiiangements on \our 
behalf and if they cannot do it by themselves, they ought to go to other 
agencies which are in a position to do it 

Mr Manu Suhedar Then even after a Eeserve Bank is established the 
Indian joint stock banks will be still at the meicy of the foreign banks 

Dr Tnp I cannot say that it svill be so 

Ml Manu Suhedar They will have no other method except to go 
through these institutions 

Dr Tnp Well, if the Indian joint stock banks are not able to do the 
business themselves, yes 

Mr Saiher In the Hilton Young Commission’s Eeport, full discretion 
was given to the Eeserve Bank for purchasing and selhng the currency of 
gold standard countiies But here a restriction has been put that those 
countries should be specified b}'^ the Government oi the Governor -General 
in Council I fail to understand why such a lestiiction is put m 

Dr Tnp There are tw^o kinds of gold standard countries London and 
New York are the two markets which are cglled free gold markets, w'heie 
currency or assets can always be turned into gold, iiTespective of the fact 
that the rate of exchange has exceeded the upper gold point Even if no 
lestnction, as mentioned by you, were put m the Act, it would be advisable 
to keep then foreign balances mainly in these free gold markets In Holland 
and the Dutch East Indies, it is left to the free decision of the banks But 
in any case the section seems to be not unreasonable 

Mr Sal her Sub-clause (4) of section 17 provides for the making of 
loans and advances, repayable on demand or on the expiry of fixed periods 
not exceeding 90 days against the security of stocks, funds and securities 
in which a trustee is authorised to invest trust money by any Act of Parlia- 
ment or by any law^ for the time being in force in British India There- 
fore, if I take some Government paper to the Bank, under this clause thev’’ 
are bound to make an advance to me 

Mr Lamond Not bound, but the Bank is only authorised to deal in 
such transactions 

Dr Tnp That is so Looking into the circumstances and conditions 
prevaihng m the countiv, the authorities of the Bank will hav'e to decide 
whether they wall do so on a large scale oi on a small scale Even the Bank 
of England is allowed to do so but they are free to lestiict their opeiations 
in this legaid The question of competition is always a veiy difficult 
question Of course one cannot sav that the Eeserve Bank should not 
m any way compete with commercial banks They will ever hav>'c the dut} 
to do so, whenevei and in so far as it is necessary, in order to enforce then 
to do so, whenerei and in so fat as it ’S necessair in order to enfoice then 
policy 



Ml SatliCi Then wjtli legaid to the cducaiional piopaganda for the 
of more bills, do you not think that it is the duty of the Eeseive Bank 
to do so^ 

Dr Trrp Ceitainly 

Ml Sailvci You sav that Iho “Ecsei\e Bank and the commcicial hanks 
"viill then, in due couise, haAe to decide whethci a fuithei step should be 
taken by laising the inteiest on cash ci edits in cuiient account to a higher 
level than the late loi '^uch ciedits foi a fixed peiicxl of ti^o months’' 
Would It not be nioie helpful if this pioiision rs made at the oulset^> 

B? Tnp I am moie in favoui, in the fiist few jeais, to make the 
discount late foi hist class bills lowei than the cash ciedit latc It would 
be prematuie to laise the inteiest on cash ciedifs in cniiont account fiom 
the beginning because the counti\ is being financed to a gieat extent on 
the cash ciedii system and J do not think it would be in the interest of 
the coimtn to laisc in an aiiificial m innci the picsent latc foi these ciedits 

Dr Tup I would keep the level of the cash ciedit latc and lower the 
rate foi fiist-class bills 

Mi Manv Suhrdai Tn \oiii counti-s, "^ou stale, i cdiscounting foi the 
banks with the contial institution was not a noimal thing That w^ould 
be the lesult of tlie iilcmtudc of inonc\ icflcelcd m the lowci discount lates 
The neec''Sit'\ seldom if f\oi, aiises except in a cnsis But wdiat would 
be your advice in India ? 

Dr Tup I should sn^ that in the slack season the situation would 
piobably be the same licie as m inv countiy nowadays, but m the busy 
season I think U piobable and the piopei way, that the Banks go to the 
Beseiae Bank and lediscouiit the bills 

Mr Mami Suhcclai Now we come to the lediscountmg late It has 
been suggested to us m the com sc of evidence that the i ediscountmg late 
ought to be actually lowoi than the late wdnch the bank charges to its own 
constituents This is not tlic piactice in the laigc impoitant money 
maikets as London and Holland because the rediscount necessity does not 
aiise except in a cnsis Hare a on an> ideas on tins subject having regard 
to the peculiar situation m this country and the need of eueom aging the bill 
habit which we haae just mcutioued? 

Ml Cinuc You want to stait a bill biokei 

Ml Many Sithrdai That is one method to inciease that, but if aou 
gaae the appioved banks and the appl0^ed indigenous bankeis some induce- 
ment to earn a Inghei late a cheapei discount fiom the Eeseivc Bank, 
aou would have aoui bill maikct biought into existence much quickty 

Di Tup T see joui point quite well I don t think it would be a 
wioug policy in this countiy in the beginning I can tell you that it is 
done m Jaa-a not aaath bills but aaitb what you aaoiild call beie the cash 
ciedits The banks geneiallv get cbeaper accommodation fiom the Java 
Bank than the oidinaiy customers 

Ml '\fanu Siihedai That should be tbejrropcr tbrng until aou go to 
the Eoserve Bank the cost of the accommodation should be the lowest, 
that IS m noimal seasons If there rs a cnsis and if it is a question of re- 
gulating the maiket then it is different, but normally it should be at a 
lower rate 
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India 01 the South African Eescive Bank will find then opeiations hmdeied 
by the presence in the local banking system of very large and powerful 
institutions, whose shaieholders, direction and financial support, come 
fiom a centre altogethei external to the Central Bank’s own sphere To 
escape a Central Bank’s penal rate for rediscounts, all these banks would 
go to the London Market or the Bank of England ” 

Dr Tup What would be the result of that’ That foreign money 
flows into the country National banks in other countries can always 
import money from abroad Why do you want to restrict it here ’ It 
money is impoified fiom England the position of the Eupee will be 
strengthened If the Bank of England raises its discount rate, one of then 
purposes in doing so is to stimulate a flow of money from abroad to the 
London market and the same would be the ease here If money is brought 
in here from England then the position of this country will be strengthened 
I cannot see why the Eeserve Bank should control them in these respects 

Mr Manu Subedar Mr Barker’s point is that if the exchange banks 
do so, then the Eeserve Bank will have no direct control over them That 
is tlie whole pomt If the Indian joint stock banks tried to evade the 
control of the Eeserve Bank, then they will be penalised What methods 
would you suggest for penalising a foreign bank which tries to get out of the 
control of the Eeserve Bank^ 

Dr Trip There can be no question of difficult} in that respect No 
Eeserve Bank in any country can control the banks working in that fountry 
from borrowing abroad Do you think the banks m Germany could be pro- 
hibited from borrowing money from abroad^ I cannot see there is any 
difference in position in this respect between the Geiman National Banks 
and the exchange banks in this countiy 

Mr Sailer If these exchange banks find that the Eeseiwe Bank is 
working agamst their own vested interests, then they can have lecouiso 
to the London Money MaiLet 

Dr Trip They will then have to keep verj laige cash balances peima- 
nently in this countr}' in oidei to cover all emergency needs, since they 
would have no opportunity to fall back upon the Eeseiwe Bank 

Mr SarLer Do you know w'hat the cash balance of these exchange 
banks at present is — it is only 8 to 9 pei cent 

Ml Buckley That is because we have made large investments in Got- 
einment securities and tieasury bills 

Dr Tup Aie not the exchange banks taking money fiom the Impeiial 
Bank at present^ 

Mr Barker The Impeiial Bank is anothei exchange bank so fai as we 
are concerned 

Mr Buckley We do boirow fiom the Impenal Bank at piesent and 
I don’t see an} leason wdi} exchange banks should not continue domg so 
from the Eeserve Bank wffien it comes into bemg 

Mr Barker You say that it is veiy difficult ' to distinguish between 
trade bills and finance bills How would you improve the situation’ 

Dr Tnp I do not think it will be enough if the signatiiies aie pioved 
to be genume 

Mr Barker If these bills are supported by xailways leceipts" 

Dr Trip Then that would improve matters 



comviciGial oi trade ininsacttons bcaunq two oi iuotc good, signatui es, etc 
As a large amount of paper meeting these reqimements is laclnng m this 
counti} the clause ivonld not help us as much as I should like 

Ml Manu Suhcdai Section IS onl} covers Section 2 (c) and (6) of 17 

Di Tiiv “No, there is “notiulhstanding ain limitations” But the 
apphcation of the clause is ahi aj s bound to the conditions that there must 
be some paper arising out of hona fide commercial or trade transactions 
and bearing tno or more good signatures I fear that for that reason the 
possibility of using this clause will be lathei restricted 
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Dr Trip I would not be inclined to saj- it should be the noimal thing 
It may be the piopei thmg foi a Eeseive Bank, especially m the first years 
in oidei to stimulate and impiove the bill habit 

Qliatiman In youi mam pioposition, jou say “These conclusions bimg 
us to the conclusion that the Eesene Bank should be given the oppoitumty 
of making loans and advances on the security of movable goods, etc ” 
Then you use the words “besides the v alehouse vauants or voiehouse 
receipts lepiesentmg the same Am I to understand that what yoxx intend 
is that the security of movable goods, wares and merchandise, should be 
distinct from the security of the wariants and vaiehouse receipts? 

Di Tup Yes I want to include both I want to give the bank 
oppoitumty to give ciedit against goods m warehouses, against goods them- 
selves apart from the vaiehousc receipts, and apart from that I want to 
give them the oppoitunitj to give credit against the warehouse receipts 

Chairman But as I undeistand it, the goods would be kept in w ale- 
houses 111 both eases Later on you talk of w^aiehouses Will the goods in 
either case be kept at the warehouse^ 

Dr Trip It maj^ be difteient of course In any case it is done in the 
Dutch East Indies, the w^aiehouse of a trader is tcmpoiaiily mansfeiicd 
do the Eeseive Bank One key is deposited with the Bank and one re- 
mains with the ow nei of the goods so that the ow nei cannot dispose of the 
goods wuthout the co-opeiation of the Bank The owner of the goods gets 
his credit diiectly fiom the Bank, and the goods are pledged to the Bank 

Chairman Wheie are they kept^ 

Di Tup In the warehouses or godowns of the tiadeis themselves, but 
■we have a legal constiuction by which it is possible to tiansfci without any 
costs the warehouse tempoiaiilj to the Java Bank 

Mi Buchlcy I think that Dr Trip is difieientiatmg between goods 
in the owmei’s warehouse and goods in a public warehouse, which 3 'ou have 
been advocating 

D? Tiip According to the legal construction the warehouse which is 
tiansfeiied to the Bank, is temporarily in the possession of the Bank It 
is tiansfeiied by the owner to the bank 

Chan man Later on Di Trips proposal simply talks of warehouses 
built by large companies and the receipts aie the basis for additional credit 

Dr Tup Yes, I prefer that system to the first The first is a more 
crude form of giving credit but I do not see that there is any reason to 
exclude it I think the best w^ay to achieve the aim especially in this 
country, would be to establish a large number of warehouses owmed by 
strong warehouse companies Since the Beseive Bank wall only be re- 
presented in some places in the country, it wall be an easier w^ay to do 
It through the inteianediary of warehouse receipts These could first go 
to the eomnieicial banks and the commercial banks, if thev want money, 
could use them as collateral foi their borrow mg from the Eeseiwe Bank 

Chav man In the course of various discussions, it has been suggested 
that the proposed clauses of that Eeseive Bank Bill of 1928 might have 
been more elastic At that stage you had overlooked section 18, to which 
attention has been drawn by Mr Saiker 

Dr Tup I did not overlook it If you read this clause you will find 
that its working is confined to bills oi pronotes arising ovt of bona fide 
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(n) The clofinhion of the teim “banh ’ oi ‘ baiihei” is laigh im- 

possible in India It could not be made without excluding many films or 
individuals who aie at piescnt doing a considciable poitioii of the financing 
oi the counti} If such a definition w ei e made bv law, it might well damage 
the ciedit of these, cause public alaim and theieby iinpaii the trade of the 
nation Such definition, Iheicfoie, should nol. be attempted It is pio- 
posed, hovevei, that the tcim ‘Membei of the Centnl Baukcis’ Association' 
be invented Eicn bank oi indigenous b.inlei ulioso bills the Eeserve 
P<anlc decides to icecpt should haio Ihc iigbt lo use tins title provided they 
undeitake to abide by Ihe lulcs of the Association 

I 

The objects of this proposal aic — 

(i) To iment a new idle, ihc piesiigr of winch m well woith having 
without 111 am way damiging m OMstnig instiliition 

(n) To cneoiuago indigenous biukeis to adopt modem methods 

(ill) To enhance fiom llie outset the power of the Hcscue Bank and 
to make it impossible fia business jealousy to pievent an'V 
eligible film finm attaining ibo light of joining in the Cential 
Banking Association 

The othei proposals which have been placed bcfoie Cential Banking 
Enquiiy Committee ma\ be divided into five sepaiate groups 

(i) Those which would hamper free competition and the development 
of banking and w Inch ought, not to be adopted 

(n) Those winch should bo adopted md which necessitate amend- 
ments in the Indian Toint Stock Companies Act 

(in) Those which are rclatne to the subjects that ought to be left to 
the control of the Bonid of Dnectors and the supervision of 
auditois ' 

(iv) Those which ought to be met by the Articles of Association and 

the superwibion of the Bcgistiai of loint Stock Companies 
before registration 

(v) Those Ijing within the puivrcw of the Besene Bank 
We deal hereafter only w ith the last four groups 


Proposals tohich ncccsstiaie amendmenis i/i ihc Inchan Joint Stock 

Companies Act 
\ 

(a) The Act should gne the poweis to the Bcgistiai to refuse' the re- 

gistration of banks whosp \iticlc'- of Association aic noj, in accordance with 
the law^ c 

(b) These Articles must prohibit othei activities thru banking 

(c) The Articles of Association shall contain proMSions in conformity 
with the respectne jnoposals mentioned hcieaftei (See proposals which 
ought to be met by the Articles of Association ) 

(d) The authorised capital of a bank should not be more th.an double 
th subscribed capital the paid-up capital should not bo less than '50 per 
cent of the subscribed capital 
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14th February 1931,. 


BANiaNG EEGULATION 

The existing banlong legulations are embodied in the Indian Joint Stock 
Compames Act which governs Indian ]oint stock companies in genezal and 
moieovei, contains some siiecial piovisions with legaid to banks 

In the fiist place, theiefoie, the question aiiscs uhethei this system, 
improved and amplified as fai as necessaij, should be mamtamed or a 
Special Bank Act should_ be created We would prefer the first solution 
which IS simpler and can, in our opinion, meet all requirements It should 
be emphasised that too many legal restrictions will hamper the useful 
sphere of activities of banks and may theieby make them unpopular 

In the second place, it ma\ be pointed out that no banking regulations 
can prevent imsound management, losses and iailures The full responsi- 
\ bility ought, therefore, to be left w'lth the ]\Ianagement and the Board of 
Directors and no measures should be taken which would weaken that les- 
ponsibihty 

The Articles of Association w'hich form the constitution of a bank’s busi- 
ness ought to be framed with great care in order to prevent as far as 
possible abuses and activities which aie outside the scope of sound banking 
It is suggested that the Begistiai of Joint Stock Companies should sciuti- 
mse these Articles of Association with gieat care If he finds that they do 
not contain satisfactory safeguards or if they allow business other than 
banking, ,he should refuse registiation until the\ have been properly 
amended The Kegistiai should be gnen the necessal^ powers to act 
accordingly Shareholders of the existing companies also should examine 
their Articles of Association with a view to ensure that they are on a proper 
basis 

The experts place great importance on the necessity of sound auditing 
but they do not consider that any special form of Government inspection 
would serve a useful purpose or be any greater safeguard than the present 
system of auditmg by authorised accountants If it is felt that some of 
the existing firms of accountants are not sufficiently reliable to be entrusted 
with the work of auditing the accounts of a bank, then some form of regula- 
tion based on the Canadian System may be adopted (a paper on the 
Canadian System is appended) The experts feel, however, that the 
strengthemng of the Companies Act with regard to auditing so that the 
auditors must make a report and be responsible for its accuiacv is all that 
IS reqmred 

Binally, we feel that the Eeserve Bank will be able through its positron 
and aided by a Banlrers’ Association to so influence the policy of other banks 
that detailed legal restrictions will be unnecessary 

Of the suggestions made to the Central Banking Enquiry Committee two 
appear to call for special comment — ■ 

(i) the question of the exchange banks, and 

(ii) the definition of the word “bank” or “bankei ” 

(i) The position of the exchange banks has already been fully discussed 
under Finance of Foieign trade 
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(f) Voimg po\\ei of inauagcis oi otbei officeis of liic bauk, tlie peiiod 
oi 'iahditv of a pioxy and the voting po\\er of individual shaicholdeis 

(g) Decision on the validitj of e\ciy vote tendeied at the polls and. 
time within which objections to the legality of a vote should be laised 

(li) Eestiiction of the povei of a bank’s duoctois to lefuse to register 
shaies 

(i) Piovision vith icgaid to ^oluntal\ liquidation of the bank and the 
appointment of hqiiidatois 

Proposals hpi’g utLIttn the piniitiu of the Bcscjic BanL’s tasl 

(a) IMonthly statereents of liabilities and assets and the form of these 
statements 

(ti) AdMCc and CO ( peMlion in cases of amalgamation oi le-coustiuctton 
of banks which aie in ditBeulties 


% 
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(e) A pioTision should be mseifced v^ilb icgaid to auditing on lines 
similai to clause 5 of section o5 of the Dominion of Canada Act of 1923 
^'No lemuneiation of auditois should be valid unless fixed at a general 
•meeting of the shaie-holdeis” 

(/) A piovision should be made by which auditois and officers of the 
oanlv ivould bo lendeied liable foi omission to state matenal facts in then 
lepoits and in the piesentation of the accounts of the bank 

((/) Protection of banks against fiauds m connection wuth Tiust leceipts, 
anv such fiaud should be made a ciiminal offence 

(Ji) Aiticles of Association of all ]omt slock companies should be pub- 
lished m the official Ga7ette 

(/) The law sJionld peimit a tempoiaij moiatoinim on the lecommenda- 
"tion of the Picseive Bank to pievent compulsoiy and too lapid liquidation 
•of a bank '\vhich is in difficulties 

(?) Piovision ffii file appointment of a committee of inspection on the 
lines of the Englisli Companies Act, 1929, m the case of the liquidation of 
a bank 

(A) In the case of compulsoiv liquidation, safcguaids should be given 
'to the cieditois on the lines of the English Companies Act Compulsory 
liquidation should be undei the supeivision of tlie distnct couit The power 
to oidei tiansfei of winding up pioceedmgs fiom one piovince to anothei 
should be gnen to the 0'0\einoi-Genoia] in Council on the lecominenda- 
tion of the Eeseive Bank The question of the costs of liquidation should 
be dealt with by the couits and delinquent directois oi officers of the bank 
■should be piosecuted at public expense 

(?) Diiectois and auditois shall be liable foi negligence m dischaige of 
then duties 


JProposais rclaiivc io siih'jccfs ihai ought to be left to the contiol of the 
Bomd of Directors and the supervision of Auditors 

'(a) Provision foi adequate leseives 

((6) The foim of the balance sheet and piofit and loss account 

(c) Loans to a limited companv, the directors of which are also the 
■diiectois of the bank oi to a limited company in wffiich any of the bank’s 
-duectois are membeis of the managing agents’ firm 

(d) Valuation of investments and doubtful oi bad debts 

Proposals tohicli ought to be met bg the Aiticles of Association 

(a) Piohibition to adaance ana loan on the secuiitj of the bank’s own 
'shaies 

(b) Limitation of loans granted to managers staff and diiectois 

(c) Propel regulation of the allocation of profits 

(d) Provisions in oidei to enable shaieholders to inspect the balance 
sheet and piofit and loss account and to take effective action at the general 
meetings 

(e) Time wnthin which the annual general meeting must be held after 
rthe close of the financial year 
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5 'i pponil iHcnt of A.ii(^ifois — SIuic-IioIlIcI's falinll ul eiU'li unniial gcuGial 
meeting appoint. Uvo pei&ons noi mcmbei., ol (lie ^nme turn ^^llOse 
names aie included in the last published list, to audit the affaus of the 
bank, but if the same ii\o persons oi membeis lespectnely of the same two- 
hims have been appointed foi two yeais in succession one such peison or 
one niembei of one such fiim shall not be again appointed as auditoi dining 
the next tno yeais 

6 Bemuneiation of Auchtois — ^.The lemunciation of auditois is fixed by 
the shaieholdcis at the time of tbcu appointment and is paid b’^ the bank 

7 PoivcT of AuditoTS — Eveii audiloi shall Inue a light of access to the 
books and accuunls, casli, sccunlits, documents, eit and shall be entitled 
to acqune fiom the dnectoib and ofhceis of the bank such infoimation and 
exjilanation as mai be deemed nctessan 

8 Scope of audit — The ^Minibtci may, fiom time to tune, icquiie the 
auditois of a bank to icpoit to him upon the adcc]ii.ic\ of the pioceduie 
(adopted by the bank foi the safetj' of its cieditois and shaieholdeis and as- 
to the Mitncici c\ of tin 11 ouii piotedmc in auditing the aftans of the bank, 
and the Ministei at his discietioii may enlaige oi extend the scope of the 
audit 

9 Dutij iiiUi Tcbpect to Duotlois -'-li shall be the dutj of the auditois 
to lepoit indmduall} or jointly to the gcucial managci aud to the dnec- 
tois in Milting, au\ tiaiib ictioub oi conditions etTcctiug the well being ot 
the bank w'hich may not be suiisfactoi} to them The\ shall lepoit speci- 
ficalh to the gcncial man.igci and dntctoia upon aii} loans exceeding 
I pel cent oi the paid up capital which in then judgment aic inadequate!} 
necuied This piocision is not to be consimcd to iclicvc ain diiectoi fiom 
the pioiiei discbaigc of his duties The lejioit must be mcoiporatcd m 
the iiimutes oi the duoctois next meeting 

10 liopuit bij huUloib — Till, ludilois slinll make a lepoit to the shaie- 
lioldeis on the st iteuicut ot the affuib ot the bank to be submitted b} 
the diiectois at the annual geueial meeting and this lepoit shall state (o) 
whether they have obtamed all the explanations tlic} lequnc, (b) whethei 
in then opinion, the tiansaetious ol the bank have been within the poweis 
01 the bank, (c) whethei in then opinion, the siatoment lofeiied to in the 
icpoit discloses the tine condition of the bank (c?) whethei the statement 
IS as shown by the books of the bank 

11 Audiioib Picpoii — d'bc uiditois’ I'^poit must be attached to the 
statement submitted bj the diieelois to the sliaioholdeis and must be 
lead befoic the shaieholdeis m iIil annual geueial inoetmg 

12 h'lavloymcni bi/ Ban], — Aiu auditoi of .t bank duimg his ieim of 
seiMce 01 the him in Mhich he belongs ma^ noi midoitake am employment 
toi Ol at the instance ni such liank 

13 EligibdiUf — ^No peison shall be appointed an auditoi of a bank 
if he 01 an} mcmbci of his fnm is a diiocloi oi oflicci ot such bank 

14 Reports to I^Iintsiers — A copj of all lepoits made by the auditois 
to the gcneial managei and duceiois sli ill lie tnnsmiited to the •\Imislt.r 
by the auditois at the sunc tunc as ti msioitlod to the eoneiil manager 
and directors 
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APPENDIX I 

It IS suggested that to begin with Indian Banting should be organised 
7nto three voluntary associations — 

1 The Indian Joint Stock Banks’ Association, 

2 The Exchange Banks’ Association, and 

3 The Indigenous Bankeis’ Association 

Each of these Associations should endeavoui to foini lules foi then res- 
-pective menibeis so as to make then piaetice moie efficient and as far as 
possible identical vithin then ovn Association 

As an apex of these iheie should be the Cential Bankeis’ Association, 
the membeis of this vould be all the menibeis of the othei three who had 
developed sufficiently foi the Peseive Bank to feel lustified in discounting 
their bills The Committee of this Association would not onlv make rules 
loi its ovn membeis but vould also give advice to the subsidiary Associa- 
tions in every way it thought useful It is to be hoped that through this 
co-ordinating influence it ma\ eventualh be possible to merge all the Asso- 
ciations into the Central Banking Association 
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Audit Ecgulation in Canada 

1 Those qualified to audit — The aftaiis of all Canadian banks must be 
-audited by two persons residing m Canada, each one of whom must have 
been an accountant for at least six years preceding the takmg up of his 
appointment and he must also be a member m good standing of an msti- 
tute 01 association of accountants incoipoiated under authonty of the legis- 
lature of any province of Canada 

2 Lists of Auditors — A hst must be furnished to the Mmister of Fm- 
ance and also to the Canadian Bankers’ Association bv each such incoi- 
poiated institution of accountants of all members of then corporation m 
good standmg whose names are entitled to he included therem as determin- 
ed bv the provisions of the above section and such hst must be certified 
under then coipoiate seals 

3 Selection of Auditors — The Mmister of Finance mav select from 
such hst the persons, any one of whom shall be eligible to be appointed an 
auditor of a bank but if the Minister does not make a selection, all the 
persons on the list shall be ehgible 

4 Puhhcation of List — ^Tlie Mmister shall cause to be inserted in the 
•Canada Gazette a public notice giving the names of persons so selected 
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Chairman (]Mi BucMej) Gentlemen, befoie commencing this 
morning’s proceedings I would like to say that having attended all the 
meetings of this Cential Committee T icgiet to say this is the fiist time 
that we have been without the guidance of either our Ghaiiman or the 
Vice-Chairman 

Mr Sarher Mi Cassels, I find that it is 30 U 1 consideied opinion that 
the present Companies Act deahng with woikmgs of the banks should 
be improved and amplified as far as necessar^^ and that there is no neces- 
sary for a special Bank Act 

Ml Cassels If -^ou w^oukl kindl-^ addicss Mi Cuiiic tins morning, 
he has the answ^eis 

Mr Sarher In coming to that conclusion, Mi Curiie, have you con- 
sidered the diffeience between the position of oidinaiy ]Oint stock com- 
panies and banks ^ If a joint stock company fails, it is a question of loss 
to the shaieholdeis But li 1 bank fads, depositors’ monies are lost In 
the case of joint stock banks continued confidence of T;he general public 
IS necessary even after starting the bank, whereas in the case of ordinary 
industrial joint stock companies this eontmued confidence is not necessary 
to such an evtent After considering all these thrngs -you have come to 
the conclusion that a separate Banking Act is not necessarj ^ 

Mr Curne I am still of the opinion that legal restrictions are not 
likely to help very much in that lespect I do not think it is possible to 
draw up a great many special legal restrictions for a bank which would 
prevent it from domg its proper w^oik I think the question of public 
confidence is much better met by sound management than by trying to 
bind a bank by legal lestrictions which can never be fiamed so that they 
cannot be avoided and thereby bring the whole system of banking into 
disrepute If vou bring in an Act which lays dowm all sorts of lestnctions 
on banks, then the public will saj — this is splendid, now no bank wdl ever 
fad again If on top of that the directors manage to get round the Act 
and the bank fads then the public wall lo'JC confidence and say if this bank 
failed, any other bank can fail also / 

Mr SaiJcer You know that theie is an Insuiance Act m the country 
Poi the creation of public confidence this soir of Act is necessary 

Mr Cinne Insurance is perhaps rather difierent, but it is my opinion 
anjway that special Acts arc not of very much use, anyhow as regards bank- 
ing In Canada the position is rather different You see, in Canada there 
are only 11 banks All those banks have the right of issuing then own 
notes so that m that respect they are acting as 11 Beseive Banks for the 
country and anv bank which has that privilege must have certain regu- 
lations in order to maintain the position of the currency Granted that 
they must have an Act There are only these 11 banks, all of them aie 
doing vciw much the same business so that it has been possible to put into 
£n Act what would noinially be the rules of then Banking Association 
That may woik all right in Canada but in India where you have a great 
many banks of an entnelv different nature private banks, indigenous 
bankers, etc , you could not preduee an Act which would cover the whole 
lot 
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The Canadian Bauleis’ Assocmiion 

(See Section 124 of Bank Act ) 

The pimcipal functions of the Association include — 

1 Supeivision of Ohaileied Banks’ note ciiculation 

2 Custody and management of Cential Gold leserves 

3 Establishment and contiol of Bankeis’ Olcaimg Houses 

4 Piomotion geneially of inteiests and efiSciency of banks and bank 

offieeis Education and tiainmg of officers 

5 The appointment of a Cuiatoi to anv bank that has failed pend- 

ing the nomination of a Liquidator Eo by-law, nile or 
legulation of efteet until appioved of b\ Tieasiuy Boaid 
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Ml. Gvmc All legulation does not, but legulation tends to steieotype 

Ml SarliCi ^Ylll you give absolute disci etion to tlie Registrar of Joint 
Stock Companies to accept oi lefuse the Articles of Association of any 
banking fiim oi Mill J'ou give him some basis? 

Mr Gwue We latei on give some basis 

M? 8ail(c-i Foi that puipose special legislation is necessary Bank- 
ing piovisions Mill not be applicable to all joint stock compames If I 
stait an industiial company, I cannot provide in the aiticles of association 
that the company will not do any othei trading 

Mr G^^rnc There may be a special aiticle foi that 

Mr SarLei You moU provide some basis according to which he will 
sciutinwe the articles and accept oi lefu'^e Ihem? 

Mr Gurne Yes i 

Ml Sailcer I do not under stand the last sentence of paiagiaph 4, page 1 

Ml Guiue We consider that shaieholdeis should read the articles of 
association as they are, aud if they find that they do not covei a great 
many of these points they should take steps at a general meeting to 
piopose that they should be included in the aiiicles 

Ml Sailcer If they do not caie to do so, how can you compel them? 

Ml Guiuc I do not think jou can in the case of an existing company 

M-i Sailc) If these lequiiements aie provided for in a new modified 
Companies Act oi Banking Act, the existing companies muH be bound to 
cany them out? 

Ml (\m e T think the very fact that a law has been passed is sufii- 
cicnt and diiectois moH tiy to comply with it 

Ml Sail Cl Will it induce shaieholdeis? 

Ml Buclclcy Shareholders in this country do not take a gieat deal of 
interest in the articles of association 

Ml Laviond You hare got a Shaieholdeis Association 

Mi BucUcy We have one in Calcutta 

Ml Sailei There is also in Bombay a Shaieholdeis Association. 

jMi Bncllcy I do not think there M'^ould be anv objection to putting 
a clause in the Act that existing companies must bung then articles of . 
association into line OtheiMuse the diiectois of the existing companies 
Mould do nothing 

Ml Sail, Cl Hom'- do you feel that the Reserve Bank or a bankers' asso- 
ciation will be able to influence the policy of individual banks? 

Mr Guiiic The Reserve Banlc will have the power to accept the paper 
Ci bill of a bank for rediscount, and if there is an association to make rules, 
these rules vnll bring about all the minor impiovernents Mhich are wanted 
Mithout making laws for them 
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]\Ii Sailci I do not like tlio Act idating to Canada I do not ap- 
piovc oi the lines of the Canadian aVct because m all lespects tlieie 
too much' detail — it lays do\^n how to fill up a casual vacancy on the Eooid 
of Directors, how the voting should be done, etc What we want is not 
on the lines of these details These things could be left to the companies, 
but there aie ceitaiu lestnctions which aie necessary, ioi instance, publi- 
cation of recounts, keeping propei lesei’ves, etc Until all these piovisions 
aie mcoiporated m an Act, Avhethei it is a Companies Act oi piivate bank- 
ing Act hov can these things be enfoicecU-’ 

Ml Luinc Well, Ave lia^e made ceitain piOMsions which, we think, 
Avould be iiselul it mseited m the Companies Act Othei pioAisions 
must vaiy according to the business which the bank is clomg and it would 
be Acu iidi-miul loi some of them it an Act aaus cUaAvn up which please 
some of the banlvs m a pailiculai ease Theietore, aac think, it would be 
bettei if those paiticulai eases wcie met bj the Aiticles of Association 
and we propose that legal poAveie should be given to the Eegistiai to see 
that provisions which he thinks aie suitable aie made to covei those points 
But diaAAing up a law Avould be a vexy difiicult thing and piobably would 
he veiy haimful to some of the hanks concerned so that aac think it would 
be bettei to giA’^e poweis to the Eegistrai to see that piopei legulaiions aic 
in the Articles of Association, without definitely stating them in laAv 

D} Tiip The present Companies Act contains piovisions with legaid 
io banks It is only an e^tenslon of the present situation 

i\/7 Sail Cl T cannot see hem a measuie say loi the puipo='e of audit 
of accounts A\dl AAc.ikcu the i esponsibilitA oi diiectois 

Ml Cume It lefeis to legulation of leseives and things hke that If 
you make a laiA that so much should be piovided foi bad debts, shaic- 
holders will say, ‘You liaA'e done Avhat the laAV leqimes and now v/e want 
the lest foi dividend ’ Thus legulation will tend to take the lesponsi- 
bilitv <)fi the shouldei- of diiecfois and auclit^is 

Ml Buckley But not if jou la\ down that a minimum amount should 
be put to leseive 

Ml Caine The minimum lends to become the maximum if you put 
that m laAA 

D) Tvp In lUA eountiy fm instance it is alwais m the Aiticlcs of 
Association 

Mr Soilei Aiticles must be fiamed AAitb gieat caie, but theie must 
be a basis on which they should be fiamed If theie ig no basis under the 
law- drafting them each company might do it according to its OAvn choice 
‘ In order that the aiticles might be scientific theie must be some basis 

Di Trip I cannot see how^ vou can make piovisions by law m icgaid 
tc the amount foi instance to be pnt to leseive Yon can put a mmirauni 
but that has no impoitauce because it must be consideied leii b-v yeai 
bi the management and the auditors 

Mr Sarlcei Theie must be some piovision that audilois should look 
to, say, pi'OAision foi bad debts But all legal pioisions do not aa oaken 
rcsponsibihtT 

Ton TV 2 IT 



to fo]it)\^ these aiucs II ^oa lead Ihe pioMiicial icpoils ■^ou hhd the 
po'' (ion of (ho indigenous b.inlcci> is that \Mth the competition oi lOint 
stock banks on the one hand and that of the co opeiative movement on 
the othei, they should be piepared to do likewise Although on princi- 
ple we have no gieat objection against the institution by law of these 
a'=sociations w'e aio of opinion that 'you can, tlnongh the influence of the 
Besene Bank md piopaganda, make the indigenous bankeis see their owru 
jutiorest in becoming membei^i of the Indigenous Bankeis Association 
Compulso^^ measuies bj law aie alwais to a ceitain extent hoteful tlrngs 
Tins, in in\ casi , is oiu expeiiemc in oni count n 

Mi Saihci In India the situation is quite diffeient I? the Oundnn 
Association a loluntanh foimed one? 

Ml Ca-'^i 11 w 's io'ined h\ dl bulks 

M/ Satlei It has got statutoi-y letognition Even the stalling of 
these associations must, leceive statutory lecognition os in Canada That 
is theie should br an Act iiicoi pontiiig the Bankeis Association Ir 
Canada ihcv an nol tn cutiitli \oluntu\ aiiencv'’ 

Ml Cassels In Canada the leason foi incoipoiaiion of the Associa- 
tion was that all banks wanted that it should base a legal status 

Ml PiULlihii In ( inada tlicic' m oiiU II banks It was quite easy 
foi them to lonii Ibouischos iiflo an association 

i\[i Cassels Wc suggest that difleient foims of bonking should have 
TLen own associations 

Ml ^I'l] LI riicic also \ou will find it dilhcnlt E'chmgr bmk« 
not only do exchange business but aUo a lot of commei Cial biisme'=;b 
Indian bankeis mas also li i\c exchange business 

iVv Cuiiic Esentualh tho\ will all ho meigcd mto on association 
The Indian Bankei'i Associitiou may decide to issue monthly 'ilatemeuls, 
balance sheets and so on It would not he possible foi exchange banks to 
issue simikn stateii'cnts because the} would not be able to get then figuie= 
horn London oi New Yoik Theie must be some cliffeiences which will 
baM. to b‘ met ind wo thought that foi the inne being it might be bettei 
tn hoc '-cpiiite a'lsncmtions 

i\L Buclley So fai as exchange banks aic concerned the figiues thn« 
(hej would have to supply aic available m India, and no xefeience to 
London oi New lotk would bo necessan Yly owm bank in Calcutta oi 
m Bomha% can collect and submit them wit Inn a foitniglit foi the whole 
oi India 

If! Cm lie I do not see an-v objection Co theie being one association 

Mr Manu Subedai They wall not supply then figuies unless tliei? u 
soine kind of obhgition to do so The Association must have foundation 
m law somewhcie Take the Biitish Medical Council If I am struck 
oh then lolls I cannot piactise as s doetoi 

If? SaiLei What I am diivmg at is this assuming so mans cond’- 
tacais wall have to he piovided foi whetliei it would not be better to hai’e 
a n"w measure 
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Ml Saikei I do not Imow ^^hethel all the banks can be Imked up 
with the Heseive Bank How will the Eeseive Bank be able to improve 
business methods if tlieie is no legal jnovisions? 

Ml Clinic In Appendix I, ve suggest thiee bankers’ associations one 
jf which IS the Indigenous Bankers Association and we propose that the 
Iieserwc Bank should vork through this Association 

If? SailiCi, Will that be a voluntarj* association‘s 

Mr Cuiiie To begin with it will be voluntaiy 

If? Saihei If the-v do no{, foim themselves into an association, how 
can they be compelled to do it? 

Ml Currie Then jou might have to bung some legal obligation in 
But I think it would be better if a thing started voluntarily An Asso- 
ciation formed under com2iulsion becomes unpopular and will not, therefore, 
be of much use If ve start a voluntary association and the indigenous 
banker sees that he can get better facilities by joining it I think you will 
find that he will join it 

Di Tup We are under the impression that comjnilsoiy measures m 
lusiness do more harm than good It is better to convince people that it 
IS to their mteiest to improve matters than to compel them bv law It is 
our cxpenence that people are inclined from the beginning to go agamst 
compulsory measures In the U S A , they have a good many legal 
provisions "with regard to banking but these have not prevented failures 
and difficulties in the banking position there As Dr Jeidels said, there 
are some even in the USA, wffio are of opinion that these failures and 
difficulties are the result to a certain extent of legal provisions 

Ml Sailer Our experience here is this We started an Insurance 
Companies Association 4 or 5 years ago Smee then there have been 
stalled four associations These are voluntaiw associations If there 
was a law that there should be one association and it should have 
certain advantages, then matters would have been better than they are 
now 

Dr Tup At the present moment indigenous bankers are not bankers 
in the strict sense of the word How could you compel them to become 
bankers and give up other business activities wdiich they carry on now? 

If? Sailei If there is a piovision that an Indigenous Bankers Associa- 
tion should be instituted in every provmce and that bankers who are 
members of this association will have certain facilities from the Beserve 
Bank, then the association will prosper otherwise not 

'Dr Trip Do you intend that the Association should prohibit those 
indigenous bankers who are not members of it to do anj>- banking business 
in the countiy? 

Ml Sailei jSTo The indigenous banker who is not a member of the 
association wall nof get ceilam privileges from the Beseiwe Bank 

Dr Tup Then why not leave il to the Beserve Bank to take action? 

.¥? Solid If there is no legal provision, there will be many associa- 
t5ons and there will be competition between themselves 

Dr Trip You have an association for the indigenous bankers m Bom- 
bay I got the impression from what I heard from Sir Purshotamdas 
that the indigenous bankers as far ag he knew them, would be piepaied 

2 H 2 
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companies parfciculaily, X wondei if you leeoUect what Di Jeidels sai(? 
about the advertisement of a bank That soit of bank would not be a 
member of any Association, but to the public Tvould still remain as a 
bank and go on domg its haimful business There would be no method 
of preventing them unless there was a specific law which laid down ceiiiain 
requirements which such companies would have to observe There naay- 
of course be weak oi bad business, but not this dupmg of the public 

Mr Gwric Ycu do not need a specific Bank Act m order to bring 
that about 

Mr M(t 7 iu Siihodai 3ou have suggested a good many points over 
which the feeling in this countiy is very definite Some of us feel that 
it would be bettei if all these points, instead of being tacked on to the 
Indian Joint Stock Companies Act, were put in a simple and intelligent 
lorm The duties aie now laid on the Begistiar wdio js a very over-worked 
official Tn the U P he is doing not onlv eompanj registration business, 
but has ‘seieral otliei imiioitant functions In Bombay he is the Official 
Trustee Sometimes the Director of Industries is m that position as in 
Bihar It is a matter the details of which are perhaps not known to 
vou, but it ivould be better if the obligations to see that the Act is properly 
observed were laid on a specific authority I myself should think that that 
authonty should w^oik in co-operation with the Board of the Beseiwe Bank, 
but whether that would not be a bettei system than merely leaving it 
loose in the Companies Act is a matter of procedure about which vou have 
no objection’ 

Di Ti ip No 

Mr Ramdas Pantulv I am not suie I follow'ed Mi Saiker about adding 
a ebaptei to the Indian Companies Act Ton agree that a chapter can 
relate only to banks or companies legisieied in India under the Act as 
joint stock companies Therefore, you exclude from the scope of that 
chapter both indigenous bankers who are not joint stock bankers as well 
as all bankeis whose head offices are in foreign countries and who are not 
registered in India If you have a Bank Act, it must cover not merely 
a part of the ’Indian Companies Act as it is called, but it must be an 
Act which wall relate to all banks in this countrj'^ I do not see how you 
can by regulations incorporated into a chapter of the Indian Companies 
Act regulate the conduct of banks wdrose head offices are not m Indra and 
vdio are not registered in India 

Ml Sailci The foreign banks can be brought m h\ makmg suitable 
amendments in the Companies Act, so long as they do business in India, 
but I agree that the indigenous bankers cannot be brought m 

Mj Ramdas Pmtulu You think that the Indian Legislature can legis- 
late an Indian Companies Act for the conduct of banking companies whose 
head offices are elsewhere than in India and wffio are not registered in 
India ’ 

Mr Sailet So far as then business m India is concerned, they can be 
controlled bv provisions in the Indian Companies Act 

Mr Buckley The English Companies Act, 1929, does apply to com- 
panies incorporated outside England 

Mr Ramdas Pantulu That is with regard to certain returns 
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Ml BuMilnj It need not be as elaboiate as the Canadian Bank Act 

Ml Manu Stibedar It may have a minimum amount ot legulation, 
bat it i^ill be a separate law, easy, intelligible 

Ml Buckley Instead of sinipK levisiug the Indian Companies Act, 
iht pi O' lb toil's 111 (lie Act lelating to banks could be taken out of it, and 
orhei piovisions consideied nece<3sai*3 added to them, and the whole foimed 
iulo a Bank Act 

Ml (''ill lie It ^ou do not think that the lequnemcnts will be met bv 
^ few additions to the Indian Companies Act, I do not think theie can 
be Teiy great objection on piinciple to having them ineorpoiated m a 
special Act 

Ml Baiiulas Paniulu Can \ie haie a Banic Act without defimner a 

O 

cank'^’ I think, and the expeits have also shown, that consideiable diffi- 
1 iilt-^ will be expeuenced m picpiiing a definition ot a bank 

Ml Saikci The same difiSculty will aiise in the case of Indian Com- 
panies Act also When you say that these piovisions will apply to a 
nank, you will have to define a bank 

Ml Eanidas Pantuln We know what banking business is You can 
have a piovision in the Indian Companies Act lelating to companies doing 
baiiinng business because ativ compam can do banking business But if 
}Ou have a sepaiite Bank Act \ou will ceidamlj have to define a bank 

Dr Tup How aie you going to define wdiat is now called the indige- 
nous bankei*^ If }ou extend ^oul piovisions to indigenous bankeis, you 
will be doing haim to the country 

Ml Saikci My idea is legulation of joint stock banks and not indige- 
nous bankeis 

Di Tiip Then I think it is only a question of piocediue 

Ml Manu Subedar Y’ou aie 'suggesting provisions in regard to regis- 
tration, working, audit, diiectois, liquidation, etc These* are all piovi- 
sions which will not be applicable to other joint stock companies What 
Ml Saikei says is wdiethei it would not be moie convenient, simple, in- 
telligible to have the legulations m one Act It need not be veiy elaborate 
I understand "^ou are against too many regulations A bank managei oi 
dneetor will not then have to w'ade thiough sub-sections of the Indian 
Compameg Act 

Di Tup It IS a question of pioceduic You mav have a chapter 
in the Indian Companies Act legaidmg banks But whethei you will 
pueiei to have i chaptei in tlie '\cl oi a sepaiate Act I think we have no 
objection 

Ml Sailci You have an Act Joi joint stock companies although the 
h ’'-m, thev do is being done bv liadeis You have no legnlations foi 
tlip tiadeis 

Ml Mow Sitbodai Tlieu legulations would moie suitably come thiough 
fhcii own Association and thiough the co-opeiation of the Eeseive Bank 
Thev would have to observe certain iiilec but wutli legaid to joint stock 



Ml Dthadha, I? tIu'; orei m otbci couniucs by priding 

a cbautei to the Companies Act ^ 

Ml Cm lie Yes 

Ml Moiiu Subcdai Yon li. ve lead Ibc sub-conumttec A lepoit. ou the 
lte£,uIation ot Bankinp Ubeic weie main pomti inised m it Dibich you 
have anahsod into five ''Ocfions The fij'^t section is lefouod to by jou 
IS “(boso yiiicli Mould bampei tioc competition and the d6\elopmont of 
banking and abicb ought not to bo adopted ” With leg.iid to the points 
Y\hic]i \ou line adopted thoio would not be much contl0^ol•s\ , but y, ith 
legoid 1o those von Invc omitted, could you give us the lenBon nliv m 
Youi opinion tlioy Mould hampei fine compotition^ These viev s M'eie 
placed hefoie ns In lesponsilile ■\,itnessAq fiom %ai]ous qnntius 

Ml Cinue F took fiom the lepoit nil those suggestions Mhich I thought 
desuablc oi on iJncli some action ought to be taken 

Ml Manu Suhrdai We want to Icnovi a little moie of the giounds on 
Mhich ion haie nnitted those Mduch you hive actually omitted 

Ml CmiiG Can you suggest <an-\ point I ha^e loft out^ 

Ml ]hu I h 1/ Could \ou gi\e kJi Cuiiie the mam points of omission^ 

Ml Mann Subcdai T cannot urn them ovei in im mind I should 
like to liaie it fiom liim v.ln lie does not want the piovisjons M'hich he 
has omitted 

Di Tup A veiy laige uumbei of pioposals M’eie made to the Com- 
imitcc and mc ha^c lead as caielull-v as possible the lepoit of the sub- 
committee Ye tiled to sift them into fi\e groups It Mould be \eiy diffi- 
cult foi us to deU Mith them point by point 

Ml Mann Subcdai If ^ou pioioi it, Secietaiy \/ill make out a hst 
of the points mIiicIi aou hni omitted fiom aoui lecommendations and 
then Aou could soy A\hethei to all of them youi clause (i) would applj’, 

{ e those aaIucIi M'onld hampei fiee competition 

Ml Ovine I hoAc no obieetion to tlie piocediue von piopose but I 
thought the bettei AAay Avould be loi the membeis of the Committee to 
bung beloie ns those points in AA'hicli fTiev aie luteiested and AAhich Ave 
have omitted 

Ml Biuldcii I suggest th it the Seciolan be asked to diav up a hst 
of those points aaIucIi come undei heading fi) aaIiicIi have been omitted 
tiom the leeoniineiid itions and tlien avc can take up the discussion 

t/i Mann Subcdiu !t i^- a po-tul.ite that thcie should be fine and full 
competition ind fiee eiOMtli On the othei liand, all logulation is an 
cAil T take it Jioin ^ou, md F also shaie that aiom, but it is a necessaiy 
eAil and it {he\ Meie not necessaiy, A'anous couutiies m the AA'oild v,’'Ould 
not li lAe m idc laAAs oi legulitione The\ aie lust as binding and eftective 
Som*^ Ivin 1 of oigamsaiion is necessaiA* The only pomk to decide ni Xnaia 
is to Mhnt extent aac should go Tn India theie have been a laige numbei 
of AAcak banks AAdncli liaA'^c lun badh' "ud failed and the reports of vanous 
hquidatois indicate the diiections and methods by Aihich fraud oi mis- 
management takes place I hope you have lead "some of these lepoits 
It IS not possible to provide altogether against fiaud and mismanagement 
Human ingenuitA Mil] conceive of vanous means of pioAudmg against 
it but 2 xibhcitv, the lesponsibiliti of the shaieholdeis, piopei fixing of 
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M) BucUey It seems to me that theie is no leason why the Indian 
Companies Act oi the Banh Act should not also apply to companies in- 
coipoiated outside India We were just now talking about havmg a small 
Bank Act, but joint stock banks m this country aie at piesent governed 
by the Indian Companies Act in regard to various matters such as con- 
stitutiou and incoiporation, articles of association, share capital, mainten- 
ance of legisteis of members, management and admmistration, meetings 
and pioeeedings, qualification, appointment and liability of dnectois, restric- 
tions on commencement of business, debentuies and floating charges, 
mamtenance of books and accounts', etc , etc These provisions refer not 
only to joint stock companies, but also to banks So that, if you are going 
to have a separate Act, all these would be removed from the Indian Com- 
panies Act and inserted in the Bank Act Do you not think however 
your point would be met if we had a separate cHaptei in the Indian Com- 
panies Act? 

D? Tup I think it nould be the most practical procedure to make one 
chapter containing special piovisions mth regard to banks 

Oh MuhMar Singh It is a part and parcel of the same Act I feel 
that when there is an Act which consists of diSeient chapters, a number 
of provisions not contained m one particular chapter will also apply to 
that chapter 

Ml Buoldey Could not that be overcome by reference to seciions? 

Ml, Manu Subedai Apart from uhat Mr Muldrtai Singh says, the 
mterpretation of all the sections would still remain except where they are 
over-ridden by supplementary instniclions Again the whole body of case 
law will remain If there is a case decision on any ordinary joint stock 
company, in regard to the interpretation of certain sections, that case 
decision will apply to banks as well as to companies We would probably 
come across one or two eases where the courts, for purposes of practical 
exigencies, have laid down certain rules for ordinary joint stock business, 
but for banks whose business is of a different class from the ordmary joint 
stock company, whose losses are to be borne in a larger measure bv 
creditors than in the case of an ordinary joint stock company, the case 
law ma}'^ differ From ever*} point of view and as a matter of practical 
convenience, I think a separate Bank Act would be much more suitable 

Mr iSaihei Your difficulty can be got over b> providing m the Bank 
Act, so far as constitution, capital, etc , are concerned, that it will be 
governed by the Indian Companies Act as in the case of the Indian In- 
surance Act 

Mr. Bamdas Bantulu As Mr Currie has put it, it is a question of 
procedure Whether you have a separate Act or a separate chapter it 
would not matter, but many paids of the Act would be applicable, because 
the bank is also a joint stock company Therefore, the general provisiona 
of the Indian Companies Act ought to apply to Indian banks, but you 
can say that certain specified sections would not apply to them 

Ml Devadhai If w^e take away the provisions out of the piesent Com- 
panies Act and form a separate Bank Act, would it cause much confu- 
sion’ 

Mr Currie I do not think so, it will mean copving out nearly the whole 
of the Joint Stock Companies Act and it seems to me cumbrous procedure 
It seems very much simpler to add a chapter with special provisions 
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soil of India, and tlieie maj^ be, in moie diieciions than one, loopholes 
devised by those who commit fiauds which may be known to ns but with 
which you may not be as familial as some of us I say this with ah 
lespect and I hope you will not take it amiss 

Dr Trip I agiee 

Di Hydei Tou saj' you cannot define a bank, but can you not 
laj' down the busmess that a bank should tiansact’ Even when this 
Banking Committee has been sitting, banks have been staited under the 
articles of association of which they can do any business undei the sun 
Theiefoie, it appears to me that even if it is difficult to define a loint stock 
bank, an indigenous bank and othei banks separately it might on the 
whole be better to enumeiate then diffeient banlnng businesses 

Di Tup I do not see hou you can ever specif j the business of a 
bank You maj piobabh be able to say wliat business a bank should 
noimall} tiansact, but you cannot define all the busmess which a bank 
ought to do Supposing a banker ha^; made a large loan to, say a cotton 
mill on the secuiit}' of the cotton if the mill fails, it vill have to sell the 
cotton so lou cannot specifically sai that that bnnkei nould deal in 
cotton 

Mr Manu Suhcdai Is not that dealing nith the assets uhich come 
into the banks hands? In the Impcual Bank Act there is a provision 
by which you may not deal m propcrlv, but you aie entitled to deal in 
propeitv which falls into •^oui hands m due couise Some provision mav 
theiefoie be made and in doubtful cases there should be some form of 
mteipietation 

Dr Tup I think theie Mould be difficulty eien there 

Ml Bucldey In regard to the proposals Tvhich necessitate amend 
ments in the Indian Joint Stock Companies Act, you say that “the Articles 
of Association must prohibit other activities than banking” 

Bj Tup That IS more or less a guidance to the Kegistiai whether he 
should allow the company to be registered under the Aidicles of Associa- 
tion 

Ml Manu Siibedai The Kegistiai is a human being and you will hare 
to provide liim ruth something to w'hich he will look when he is in doubt, 
so that some kind of provision would have to he necessary and the amount 
of discretion would have to be limited^ 

Dr Tup Yes 

Di Hydei Coming to the Articles of Association, you say that these 
should be scrutinised wnth great care, etc Later on you sav that these 
Articles should be in accordance with law and the Articles of Association 
of such compames as are not m accordance with law should not be 
recognised by the Begistiar I suppose vou refer to the Indian Companies 
Act? 

Mi Cvnie Yes 

Dr Tnp Of couise there may be provisions in other Acts which have 
to be taken mto consideration as well In my country, for instance, if 
the Begistrar finds a provision in the Articles of Association contrary to 
any provision in the Act or law, he refuses registration 
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1 r^pt, n^lbJhi^ o1 ihc diiecLois cic aie some Foi cx<>mplc, ^ diiectoi 
.onld be made pcisonallj Ii ible ioi the losses inclined by the bank He 
jS liable iindei the Companies Act at picsent, hut wheieas that provision 
niav be pcifccth m oidei iiith legaid to loint stock companies, it is rather 
loose vith lognid to banks I Imow of banking companies which went 
into liquidation m which the diieclois paid nothing to the eieditoi'^ I 
am onh indicating geneiallv some of the methods bv which we could 
1 educe the amount of fiaud oi mismanagement as much as possible You 
would have no objection to these ideas'^ 

Di T)ip It ‘^tukes mo fiom a pciusal of the vaiious cases of fiaud 
that liaic taken place in ihis countiy that, most of them aie aheady 
pioiided foi m the Act itselt Acoion is taken bv the management by 
the Board of Dnoctois and even hi the audiloi^- contniv to the pioiisions 
m the Act, which proics that legislation cannot he effective 

3/3 ^lanii Subrdai You know that thcie is some diftcience between 
the ceitificate of the auditoi m this countn and the ceitificate which 
auditoiB aie leqmied to give in othei countiics'^ 

Di Tup Wc liaie made pioposals m legaid to this mattei and we 
ha\e taken those points which we considei leasonable and which we 
think would do some good to Bie countn 

d/i Ma)iH Snheda) 1 am not aiguing bc}oud the points you have 
mcntioued I am saiing that e\eiy countn must fiame its own legula- 
tiou accoidmg to the local situation of which, m India, j-ou will agiee, that 
you, gentlemen haie a somewhat limited acquaintance wheieas some 
of us have been tlnough it While gxanlmg the general piinciple That the 
smallei the legulation the bettei, if a legvilation foices piopei lesponsibi- 
hty on the directoi^, the manageis md the auditois of a banlnng corn- 
pan-^, but if the pioMSions of the joint stock bank aie not cleai on this 
point, vou would haie no objection to the legiilation being devised wuth 
this puipose in view men il vou think that ultimately they would fail, 
because those vlio misiuanaae aie cleveiei than the Legislatuie^ 

Di Tup It IS genoialh the case not m this countn alone, but piacti- 
calh m all eountiios 

Ml Menu Snbedar Still the Logislatuie should, whenevei a flagiant 
position IS disclosed, tiy and adjust its lequuements and obligations as 
imich as possible That i^; tlie toundation of all law foi all subjects 
’\Youkl Aou disagiee with this suggestion*’ , 

D) Tup Xo, ibis 13 one of the subjects which is peihaps most diffi- 
cult ioi us to give an opinion on, because as you lightly obseived, we aio 
noi m a position to Imow' the whole situation with legaid to banking 
legiilations in this cxiuntiv "We can only speak fiom oni expeiience we 
have no confidence m the influence of legal pioinsions Oui expenence 
IS that such piovisions gcneialh do moie haim tnan good But we aie 
quite nrepaied to discuss auv suggestion lou want to make on any of 
the points that we ho\e omitted 

Ml Mann Snhedai Y’ou hove -jouiself emphasized in vaiious places 
thar eonditions in India diflei fiom conditions abroad Amongst the con- 
ditions wdiich diftei aie the iguoiance of the mass of the people, the 
lomt stock eompanv >oigamz,ation itself winch is a foicign method and 
Jit loint stock bank itself mliieh is a foieign mstiiution planted on the 



Di Trip I cloubi wlieihci such a scheme viould '’ioiJc satisfactoiilyj 
and udiethei such specifications could be made at all 

D? Hydei You say that the shaicholdeis of cM-^ting companies fehould 
eyamine the ai tides of association Do shaieholdcis in any pait of the 
world take an actire intciost in the uotk of banks of uhich vbc\ aie 
shareholdeis^ 

D) Tup No not diiLLth Ihi( ilic (inancial pie^-s geni,iil]\ takes a 
j sood deal of mtcicbt in (lio'^c matins ind the shareholdeis get to know 
about the noiking tlnough such loinnals 

Di Hydei Expeiicnce m oui countn is that the slnneholdcis take 
little mteicsl ni the aftans ot the bank L\eept to lir.n whclhei it 5 
pel cent oi 10 pei cent dnidend lh.it thf\ ln%c' to get 

Di Tnp That is quite hue Sh nehojdeis begin to take intciest in 
a concern onh nhon the business has gone ’Mong That is the case 
in all conntnes But when a new eoinpan\ is shnfed and when shaics 
aie issued and if the articles ot association weie consideicd mifa%ouiable 
b} the financial picss, then tlie issue of the '^b'ues would pio\e a iailuie 

Di Hydi .1 Wt have m this countiy iinfoitunateh no financial pxess 
— ^iiot even financial supplements to neusp.ipeis 

Di Hydei You say that the authoiiscd capital of a oank should not 
be moie than double the subsenbed capital and the paid-up capital should 
not be less than JO pei cent of the subsenbed captial Supposing the 
paid-up capital ol a b ink is onlv Its 2,000, vou nouJd not advocate the 
staitmg of such binks m the counlu I want aoui opinion whethei it 
would be .idwsable to ha^e ceitain minimum limits fixed with a view to 
check the giowtli of musliiooin banks 

Mi Guiiic Is it not difiicult to luve a limit placed like that''* 

Di Hydei 1 feel tliat the W'hole de^elopment of banking in this 

eountiy is m the diiection of foimation of big banks 

M? Cuiiic If foi instance a village baina convcits his business into 
a ]oint stock concern on modem lines with a ^inall capital would that 
capital not be laige enough? 

Di Hydei I have not quite fullx eousicleied that point whethei the 
haiua would tiy to conveit his business into a lomt stock concern 

Ml Raiudas Paniiihi The witnesses wlio appealed befoie this Com- 
mittee weic almost unanimous m then demand that some limits should 
be placed 

Mr Ciaiic I have no paiticu'ai objection to have some Innit placed 

Mv onl'j point is that it wall also lelaid the decelopmcnt of healthy 

banking to some extent it wo made the limit too high 

iPi Dcvadhai Now' that \ou lunc known a good deal of the bulk of 
the banking business in this countiv, wdaat limit with a aiew to pieaent 
fiauds would aou suggest that banks should possess as initial paid-up 
capital to begin business'’ 

iTr Cumc Pei baps a veiy small capital would be enough loi i bank 
to do business in a small piovmcial towm but that m ly not be the case 
m a big city like Calcutta ’ 
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1 ?) Jiyder Theie ]s one difficulty heie many of these companies 
diaw up then Ai tides of Association and leseive to themselves certain 
lights They want to get out of the law, and the law, I think, is power- 
less 111 this legal d 

D? Tup Such companies should nevei be legistered 

Ml Mann Suheda'> ISIay I suggest that you gentlemen have made a 
mistake in not distinguishmg between the Memorandum of Association and 
the Articles of Association’ The position is that the Memorandum of 
'Association can never be changed without court’s sanction but the articles 
of association can be changed by a majority decision of the shaieholdeis, 
say, by a two-thirds majoritv or so, as stipulated 

Di Tup The position in my country is that the articles of association 
are a peimanent thing and cannot be easilv changed 

M'i Manu Sxihedai In oidei to avoid all possible expenses, the 
trouble and the delay, geneially very wide powers aie given in the 
Memorandum of Association You do not really mean that these wide 
poneis should not be theie in the case of a banking company 

D? Tup That is true 

Ml Sail 01 The articles of association must conform to the Indian 
Companies Act, but up-to-date no distinction has been made between.' 
joint stock banlis and other joint stock companies in this lespect 

Ml Manu Snbcdai Theie is nothing in the present law to prohibit 
a bookseller from setting up banking in this conntiv 

Dr Hyder Do you not think that foi the guidance of the Ecgistiai of 
Joint Stock Companies apart fiom other factors, the articles of association 
must be standardised’ 

Dr Tiip Theie mar be danger m so doing We cannot make it 
nnifoim The article': of an Indian exchange banlc cannot be the same 
a? that ol an Indian joint stock bank doing ordinary commercial business 
I am veiv much ah aid of making the legislation too strict m these matters. 

Di Jlydci My point is that mone-y is withdrawn by people and it 
IS squandered and then comes the liquidation There ought to be certain 
standard proofs to guide the Registrar^ the shareholders and the company 
as a whole so that the companj does not get better of the investor or 
vice-versa 

Di Tnp I do not know the special circumstances of this country 
but my impression is that it would be better to follow general lines 

Dr Hyder The difficulty to mv mind is this that banks are started 
which combine banking with other activities It is not the indigenona 
hanker alone who is doing this and that is why we feel that something 
ought to be done in this respect to prevent such different activities 

Di Tnp As I have aheady said it is not possible to have one standard 
form of articles of association for an ordinary commercial bank, an ex- 
change bank and an industrial coipoiation 

Dr Hyder Supposing ne got over that difficulty by dividing the 
banks niio diftereut classes as are lequired, such as exchange banks, 
ordinary ]Omt stock banks, mdustnal banks co-operative banks, indigen- 
ous banks and. so on, do you think that would help m the development 
of sound banking in this country’ 
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Dr Hydei That is so The-^ have a wide Imowleclge o£ affans and men 
of the world That ig whv they aie there But here I do not Imow how 
we are going to secure an efficient Boaid of Direetois because it seems 
■to me that it is a mattei of getting the man and of not malring too many 
lules and legulations 

Ml Caseels A good name which everyone knows gives confidence 
But tliey liy to get many of then diiectois fiom what they call business 
men men high in the commeicial w'oild who will attract business, who 
have wide affiliations and will bung the bank business That is a veiy 
impoitant point 

Mi Mann Suhedai Do you want managing agents as diiectois foi 
banks ^ 

Mr Currie No 

Mr Cmne Then -vou must look at the name of the Chairman and of 
the biokei who is going to make the issue 

Mi Gassels You should also see the name of the auditors 

Mr Manu Suhedai You see the whole iiosition But there aie defects 

in oui investment maikct We do not have institutions paiallel to what 

you have 

Mr Cwrie Yes, of couise, w^e leahse that 

Di Hydei You say on page 3, pioposal (h), Aiticles of Association 
of all ]oint stock companies should be published in the official Gazette 
That IS to say after approval’ 

Ml Gwiie Yes 

Di Hydei You think these should be published in the press also’ 

Ml Guine I think so, but I would not like to lay it down that in 

this country new banks must go to the expense of publishing in the 
press 

Di Hydei On page 4 you say directors and auditors shall be liable 

for neghgency in discharge of then duties Of couise if the duties aie 

definitely^ clear, they will be liable for failing to dischaige them, but wdien 
kheie is no clear cut scheme of duties laid down, I am afiaid this negli- 
gency would not come in 

Mr Gunie That is a question for a court to decide 

Di Hydei Buithei on you say loans to a limited eomiiany, the 
diiectois of which are also the directors of the bank 

Mr Gviue That should be “A director of wdiich is also a direct oi of 
the bank” 

Di Hydei Take the case of a man who is a director of a limited 
company and the same man is a director of a bank Now it all comes 
down to what type of man you have 

Ml Gunie I do not see how y^ou can provide for that bv law oi even 
by regulations in the Aiticles of Association 

Di Hydei To come back to my point, the success or failure leally 
depends on the lond of mao you have" ' ' ' » 


V 



il/? JJcvaillun AVonlcl \oii, Iheiofoio spccih am limits tiu inial and 
urban aiess scp.iiaicK oi noukl lou leaio it to the membois eonceineo 
In m ihe tinni onn decision m tin' maliei 

itf? CvT lie I am veiV mncli in faAOin ot the lattci sn<jgc--'ijo i 

j\h Biiohlcy ^ Thcie has been quite a huge gioulli ol mushiooiu 
banhmg oi ganisations in this ^ouutiv One is called the Midland Banh 
and theic aie olhois nho call themsehes bj big names These banks 
stdit then lu^-mess nith attiaetive piospectuses and go to allotment wirli 
a veij small noiking capital I ha\e amongst m\ papeis the details 
of a bank nhich opened m Cine Stieet, m Calcutta with the magnifi- 
cent amount oi Us 533 as paid-up capital attei payment oi initial 
flootation and otbei expenses "What I theieloie suggest is that while 
it ma-i be enouali to haie 10 pei cent of the subsciibed capital to begin 
business m a small mofussil town it would be bopelessh inadequate lu 
iaige cities 

ii/i SaBlC^ Biou’ 1007 to 1911 theie was mushiooni giow'th of Indnn 
msiuance companies As a maltei of fact in Bengal and Madias almusi 
even distiict tow-n bad its own msuianee companies Then as soon as 
the Insmanee Act was passed demanding a secmity of Ks 25,000 as the 
minimum, these muslnoom organisations died out and the Indian business 
in msuianee lias now been put on sound lines 

Ml Mann Subcdui The Compan-^ Law at piesent lequiies that one- 
tenth of the subsciibed cajntal is to bo paid-up T)o ^ou not eonsidei 
that inadequate at least so fai as banking institutions aie concerned’ 

Ml Ciinie That is so Some biggei piopoition must be placed 

Ml DevadJicn You haio sugge->ted the 50 pei cent limit 

Dr Tiij) That is so 

Di liydci You -acU “In the second place, it nia\ be pointed out that 
no banking legulations can pievent unsound management, losses and 
faihnes ’ Yom point theieloie is that on sound management alone 
depends the success of a bank 

Di T)ip Coitamh 

Jh Jlydei kla\ I know bow \ou in England pick up mombeis foi the 
Boatd of Management of a conceiu Though not to a laige estent but tc 
some extent, I undeistand, people m England show a partiality to'wards 
some oi oui letiied Goaeinois and high officials with flowung titles behmd 
them Sound banking depends much on the Geneial Alanagei I do not 
know' what a on haic to suggest to u^- so that wo get the piopei t'vpe 
of men 

Ml Ciuuc Mlicn a comiianv is stalled in England, the fiist thing 
that neopie would look at is wlictbci it is a lespcctable concern In this 
country' I nndei'itand most business; is done thiough the Managing Agenc'v 
system 

Dr liudti Ol couisi. the people know that it is a lespectabl'’ 
li'i’m but the complaint winch I was eommg to was this, they say that 
on the boards of management, specially m Bombay and Calcutta, thc^ 
get as duectois eitliei letiied politicians oi leiv old gentlemen and they 
do not give ■> oungci fellows a eliance 

Ml Ginne I think the expeiience of old men is piobahlj rai'' useful 
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Di Trhjdc) I have nol got the piovisions in mv mind but T undeist&nc 
that in all the countiies in Euiopc the cenlial auilioiitv uants moie 
detailed infoimation so that no man can go astia'y in leading the^e figures, 
so that ever^ man can loim a ]u‘^t ippieeiation of Ihc banking that is 
done and the iisks and the liabilities as icgards losses that mav eventually 
aiise, to ‘-ee that then position is sound as icgaidb the leseives m lelation 
to liabilities, and such like 

jV; Clinic ^Yell ot eouisc ihc Bank of England is lalhei a guaid- 
mothei to all the banks in England .md if she has an}' idea that am 
bank is'domg business vhich it should not, li asks foi infoimation on 
the subject 

Di Hydci ^Yo]l ot comse ne cannot hnyc anything of that kind 
heip 

I\Ii Cuinc We fed that it is not uood lo lay doun too many thmgc 
that the Reseive Bank may call foi t cannot concciye that any bank 
yvonid lefuse to gne the Beseiye Bank am inioi mation that is ^y'a^ted 
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Mr Currie It does m eveiy countiy I think 

Dr Hyder That is the difficult} 

Di Tnp We think the only thing to do is to leave it to sound manage- 
ment and sound auditing But you can nevei prevent wrong practice 
■hy law 

Mr Cmne In the case oi a dnectoi of a bank who is a duectoi of 
-anothei company, \ou say, if you are going to make a full disclosure, that 
any bank you like has lent 50 laldis of rupees t,o such and such mdustrial 
compan-y, well that at once afiects the industrial companj as well 

Ml SarLci But we can mrprore the piovision like this When so 
much money has been lent to a compan} , our comparry has some interest 

Ml Curue You want to put that in the balance sheet? 

Ml SarKer Yes, it is in the balance sheet 

Ml Currie I am latliei of the opimou that that may give a verj mis- 
leading riev of the balance sheet Supposing ioi instance a bank were 
to lend a ciore of rupees to a firm like Tatas It may be quite legitimate 
and proper to lend am thing up ix, a ciore of rupees to Tatas but if they 
happend to hare a Director on their Board who is also a Director of Tatas, 
it would give an entiieh misleading idea of the business of the bank 

Ml Lainond That has actuallj happend What happens in a case 
like thaf It a clueetor is chiector of a joint stock company and a pro- 
posal of that joint stock conipam goes up to the bank that dnectoi does 

not sit 

Mr Buoldey He withdraws 

Ml Lainond I do not see that you can do anything more than that 

Ml Manu Subcdai Is it comentioual or is it provided in the rules? 

Ml Lamond It is m the Imperial Bank Act 

Di Hydci With regard to the last paragraph of -your memorandum, 
Ml Cinaie, I take it that }Oui intention leall} here is to enforce publicity 
n banking, is that so? 

Mr Cuine Yes 

Dr Hydei That is that the mam proposition for a sound ba nkin g 
system is good management and publicity ’ These are the only two 
specific proposals that you make, have you any other proposals which 
may strengthen publicity in anything relating to affairs of banks? 

Ml Guine Of course the monthly statements which are made by a 
bank are made very largely for the purpose of statistics and the Reserve 
Bank w'ould be the best authont}- to know what statistics are really useful 

Dr Hydci We may make monthly statements of liabihties and assets 
without showing how the business leally stands from month to month 
We would hke to have a detailed statement from these banks in order 
to acquaint the cential authoiity, the Eeseiwe Bank, with the business 
which these banks are transacting 

Mr Ouirie We feel rather that the Reseiwe Bank is the best authority 

say what statistics it wants 

Chan nan In the 1928 Act it lays dovn the paiticulais lequued 
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long-term loans on leal estate Canada has also espenenced many a 
land boom which has brought disaster in its tiain and they do not want to 
encourage that, so they prohibit it 

Sir Purslioiamdas Thakmdas All banks? 

Mr Cassels Yes 

Sir Puisliotamdas ThaLurdas Then when people who own land want 
to boriow, what do they have lecouise to? 

Mr Cassels Special companies make a business of it 

Mr Bamdas Pantulu Item 32 of the same statement, piohibition 
agamst the Director of a bank acting as a Directol of another bank jYou 
do not want regulations, but do you think it a sound rule to observe in 
practice generally*? 

Mr Currie No I do not think I do If you said “prohibition of a 
Director of a bank acting as Director of a l^ank doing exactly the same 
business”, then I can see some point m it, but even then I am not sure 
tha-D it IS neeessaiy 

Mr Bamdas Pantulu Do not commercial banks, jomt-stock banks, do 
the same kind of busmess? 

Ml Cume In England we have a great many banks who speciahse in 
business in some particular foreign country and they do not in the same 
way do a very large business actually m England I consider that it is 
very desirable that a Director of one of the clearing banks in England 
might be also a Duectoi of one of these banks which has interest m say 
trade between England and Erance 

Mr Bamdas Pantulu Does such a regulation exist m any other 
country, that a manager of one bank should not be Director of another 
bank? 

Mr Currie I do not know of any regulation That is a matter of 
articles of association 

Di Trip Do you not think it is a question that should be left to com- 
petition^ I cannot see the possibihty of the duectoi of one bank being 
erected as director of another on account of competition 

Dr Hyder Perhaps this suggestion is based on a single instance I 
rhink the Sub-Comimttee had at the back of then mind the isolated 
nstance of the Bank of England which had no distinct purpose No 
canker can be a duectoi of the Bank of England 

Lala Har'kislien Lai Is that a practice or the result of a legislative 
measure or convention^ 

Dr Hyder It is a convention in the Bank of England 

Ml Clime Yes 

Dr Hyder But 10 or 12 years ago they departed from that practice 

Mr Cassels Merchant bankers can be directors of the Bank of 
England 

Dr Hyder The thing is this They do not want a member of a jomt 
stock bank to gain knowledge of other ]Oint stock banks and appl} it in 
the case of his own bank 
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16th February, 1931. 


Cliauuvxin (Su Puisbotamclas Thakuidas) I think we might begin 
now I undeistand that we aie discussing the banking legulations 

Ml Ramdas Pantulu With legaid to No 1 of the statement in the 
supplement to this, maj”- I Imow whethei theie is any such legulation in 
any othei country? It has been suggested to us in this Committee that 
some such regulation w'ould be useful 

Ml Cm lie I thinlc oui opinion is that any regulation of that soit 
would lealh hampei the proper business of the bank, because although 
It sounds quite proper that they should not advance money on clean 
advances on lmmo^able property it is quite proper to make very large 
commeicial loans with a collateral security of immovable piopeit}' and if 
you lay down, a hard and fast law that you ma3i- not do this, 30U are 
going to hampei the business of the bank 

Ml Ramdas Paniulu Do you consider it a good suggestion, vvhethei 
it IS sound piinciple to adopt in practice? 

Ml Cuiitc If you define the advances against immovable property as 
merely advances made for the purchase of property and do include loans 
made in which immovable piopeitv is collateral security, then I think it 
xs as well to adopt a policy wdieiehy you do not advance too much, but 
I do not think it 1^ the proper thing to make legal stipulations on that 
point 

Ml Ramdas Paniidu So on merits jou w’^ould not support the sugges- 
tion? 

Mr Cm lie As a policy of directors I think it is right, but as a policy 
to be laid down I think it would be wnong 

Ml Raiitdas Pantulu Supposmg the directors lay down this policy, 
do you think they w'ould he right 01 wuong? 

Ml CuTuc Well, then I think there w'ould be no harm m it It would 
mean that m then particular case there was no need to make such loans 

Mr Ramdas Pantulu The second point I w'ant to Imow is w^hether 
such regulation exists in any other country to your knowledge 

Mr Cm lie I am under the impression that in Canada banks are not 
allowed to lend against immovable property 

Ml Cassns That is so The way they express it is they are not 
allowed to make loans against real estate 

Sir Puishotamdas Thalvrdas Not at all, no question of proportion? 
They are prohibited from it? 

Mr Casscls Yes 

Sir Puishotamdas Thahmdas Is the piohibition m Canada in any way 
connected with your power to issue notes, has that any connection wuth 
it? 

Mr Casscls Well, it may ha\e some connection, some indirect con- 
nection, but the main reason is that they^ do not think that banks caiiiing 
public money should tie up in long term loans Thev are nearlv always 

VOL IV ^ ^ 
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Di Tuj) Do you not think it Mill bo latliei a dangeious piinciple to 
adopt The Reseive Bank might, latei on, think it in the mtciests o£ the 
countiy to open branches, and if youi suggestion that there should be no 
unfaii competition iveie adopted, you would ha^e to piohibit the Reserve- 
Bank from opening blanches 

Mr Baviclas PanUilu T thought aou told us the othei daj that the 
Reseive Bank would only entoi the niaiket in oidei to make its influence 
felt and that it would not compete It is a quite different thing 

Di Th/i I only said that it should not do so in ordei to make large 
profits If it IS advisable in the inteiest,s of +he country, even a part of 
the countij — the interest prevailing niaj be very high — ^I should be very 
much 111 favoui of the Reserve Bank opening a branch in order to bring 
the interest rate down 

Ml Eamcla‘i Pantiihi Goieinmcnt could ceitamlj give permission if 
it IS in the interests of the counti} 1 want somebodv to go into that 
factor If the Rescue Bank is given the pow'ci to ]udge, with regard to 
other banks, or the Government is gnen the pow'ei, I am quite content 

Di Tup I do not think it is adiisable to place Goi eminent in all 
these cases in difficulties There will be great piessurc biought to bear on 
Goiernmeiit not to allow the Resei\e Bank to open branches It is not 
agreeable to banks if another bank comes and opens a branch But if it 
18 in the interests of the counti it ought to bo done, and I would advise 
you to leaie it to the Reserve Bank 

ChoHclhu Mulhtai Stnqh If I remember right in the paper on com- 
mercial banking we were told unhappv competition between two banks 
ought to be avoided 

D? Tup I do not think it is right Dr Jeidels took the point of view 
that there might be cases of overcompetition in certain places, but never- 
theless he w os in favour of absoluteU free compel.ition betw’^een banks 

Ch MulMar Singh Is it not' a fact in Japan that no bank is allowed 
to open a new blanch unless sanctioned by an author tn 

Ml Ramdas Pantnlu My recollection is that in lanous countries the 
right to open branches is regulated by some authoiitj I have read m 
the book on “Roreign Banking stems’ b^ Paikoi AYillis that in moic 
than one place in order to open branches the\ have to obtain the permis- 
sion of some kind of authoiitv 

Ml Cuiue Nowdieie can I see that there is any icstiiction at all m 
regard to branches 

Di Fiicdeuch No restriction in Germanv 

Ml Devadhai Supposing there are no restrictions as in other count- 
ries, taking into account the need for developing along certain lines the 
indigenous banking in this country, would it not be advisable to have such 
a system? 

Mr Cunw I do not think so To start wuth, the only business a new 
branch will get is that w'hich the existing banks themselves will not take, 
and a branch -will not be opened if it is not w'Oith wRile 

Mr Devadhai The existing busmess wall be disturbed 

Ml Cvrrie No, it wall at the start be in a very much stronger position 

Oil Muhlitar Singh Does not such r rule exist in Germany? 
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Ml Cassels The Dueotoi of the Hongkong-Shnnghai liaukmg Coi- 
•poiation as not a ]oint stock bankei an the Englash sense The Shanghaa 
Bankang Corpoiataon has ats headquarters at Hoaakong It has oaaly a 
’London office 

Mi Ramdas Pantuht Buie 59 May I know why you consader that 
■suggestaon unaqceptable foi adoptaon? 

Mr Curne I thank we have aheady covered that poant by our sugges- 
taon that poweas should be gaven to the Begastrar 

Mr Ramdas Pantulu What about existang banks openina new 
haanches^ 

Mr Guirie I can see no objectaon to an exastang bank openang a branch 
anywheie an Indaa 

Mr Ra^ndas Pantulu There anay already be othei banks doang busa- 
ness an a place, and unhealthy competataon anaght result af a new baaak 
opens a baanch theae Do you not thanlc that some authoaatv as lequned 
to look auto the matter so as to prevent unhealthy competataon^ 

Mr Cuirie If a new bank comes anto a town where theae are already 
2 01 3 banks at as because at hopes at can try and get busaness and make 
piofit there It must be that the existing bankmg facihties must be very 
expensive otheiwise at could not open a new blanch and make profit 

Mr Ramdas Pantulu But certain banks may be paiticularly an an 
advantageous position to underquote and enter into a competition which 
wall pie]udiCially affect the existing banks oi blanches of banks The Im- 
perial Bank, foi instance, can certainly olfei facilities which an oidinaiy 
loint bank cannot Do you thank, simply because mone-^ is made cheap 
for bonoweis, at as an the interests of the countiy to allow the Bank to 
open a bianch wheie loint stock banks are woikmg properly ^ I do not 
sav that the Impeiial Bank will do at I am only putting at hypothetically 
The Impeiial Bank with its laige lesources and G-ovemment balances can 
lend money at cheapei lates, and on account of its prestige attiact money 
at cheaper lates Therefoae lomt stock banks actually doing business an a 
particular town although they save all banlnng facilities and are flourish- 
ing, wall an such a case be sub]ected to competikon Wall not the idea 
that a bank lake the Imperial Bank should be allowed freely to open 
blanches conflict with the idea that loint stock banks should be encouraged, 
m this countiy to open blanches and extend banking facilities I dare 
■say the Impeiial Bank ought to have the power to open blanches but an 
consultation with some authoiitv like the cential bank oi Government 

Ml Cinrie T cannot see anv obiection to its competing^ There may 
at the moment be an obiection because the Impenal Bank Holds Govern- 
ment balances But when the Beseiwe Bank is started that position will 
flisappeai and the Impenal Bank wall then be in the same position as 
anv other lOint stock bank 

Mr Ramdas Pantulu Suppose we have a bank 'which has facilities 
like the Impenal Bank Shall we be right oa wiona in telling that bank 
that if it wants to open a bianch at a certain place wheie there are already 
othei banks or branches of other banks at should obtain the previous 
"auction of Government 

Mr Currie From the point of view of the nublic it will reallv not be 
■desirable to put anv check on opening of blanches 


2 I 2 



518 


?It Currie Will you consider a Scotch bank a foreign bank Scotch 
banks have acquired a controlling interest in Engbsb banks 

Dr Hyder It is perhaps the other 'R ay about Scotch banks, 4 out 
of 8 are undei the control of the big five 

3/r Earndas Eantulu I Tvas thinking of Great Bntain as a vhole 
Can a German or a Spamsh institution acqmre a controlhng interest m 
your banks? 

Dr Trip I think so In my country if there is any fear that & 
foreign corporation ttiH get a controlhng interest in a corporation of the 
country itself the articles of association are changed, preferential capital 
IS created, and the preferential shares remain m the hands of people that 
are the nationals of the countrj and aie kno%vn to the management and 
the board of directors But there is nothing legal about it 

Dr Hyder Tou disfranchise foreign shareholders m ordei to increase 
the voting power of the people of the country 

Hr Ramdns Pardvlu Arn I to understand that it is the xievr of the 
esperts that m no country is there any prohibition against foreign banking 
institutions acquiring a controlling interest in the banking institutions of 
the country 

Dr Trip Do you think it is possible to prevent that? Shares which 
aie bearei shares can easily be tiansferred 

iSi/ Ptirshotamdas Thakurdas We have no bearer shares 

Dr Trip Apart from the Beserve Bank all the shares of Dutch banks 
are bearer shares 

Sir Purshotamdas Thalvrdas Tou mean shares transferable by merely 
handing over the scnp E that so in any other country^ 

Mr Currie Certainly not in England 

Sir Purshoiamdns Tliakurdas TTiat about Germany? 

Dr Friederich We have bearer shares and also shares issued with the 
name of a person, but m our country the latter are not usual 

Dr Trip There are of course exceptions A pare of the share capital 
IS in registered shares, but these can be changed into bearer shares 

Sir Purshotamdas ThaLurdas Then it would appear from youi rephes 
to kli Earndas Pantulu that ever} country does manage to prevent foreign 
mstitutions gettmg control of its own bankmg institutions You manage 
it by amendmg voui articles of association in time to prevent it If m 
India there was an apprehension — this is of course a matter to be enquired 
mto locallv — that it is not possible to prevent it, would you object to some 
such provision m the statute ^ You agree in pnnciple that foreign concerns 
should not be allowed to ^et a controlling mterest in any Indian bank, 
and if what vou are reiving upon m the west is not possible in India owing 
to various reasons would you object at least until the advance here is 
on a par with what it is in your country to some provision in the statute ^ 

Mr Ciirne I think it is more a question or the articles of association, 
because any such limitation by statute "would prevent the shareholders of 
existmg banks from being able to sell their o'wn property. 
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Dj Fnedench No In Germany a branch of a bank must be register- 
ed by a court, but the coui-t has no right to refuse registration A bank 
is free to open a branch anywhere 

Di Tup It IS only a formality , 

Sn Pursliotamdas Thaturdas Anybody opening a branch m a wayside 
place has to get it registered in a court which has 3urisdiction ih the place 

Di Fnedench According to om law the branches and the head- 
quarters of a 3 omt stock company, which may be a bank -must be re- 
gistered The court can lefuse registration only if the address 's not 
ught, or if the address is that of another firm 

8ii Pm shotamdas ThaTcurdas That is the only reason for refusal It 
IS to avoid confusion Are joint stock companies registered by courts of 
law in Germany^ 

Di Fnedench Yes 

Dt Hydei What is that court of w’^hich you are thinking^ 

Di Fnedench (Gueich^>) in districts, courts of the lowest mstance, 
local courts They have a special department for registration of companies 
and GO-opeiative societies 

Sii Pm shotamdas Thahmdas A registrar of companies is attached to 
a court of law 

Oh MulJitar Singh In connection with commercial banking the 
suggestion was made that there must be a regulation to avoid unhealthy 
competition 

Dr Tup I do not remember it I cannot conceive that Dr Jeidels 
would have made such a remark because he was absolutely for free com- 
petition 

Oh Mulchtar Singh Oveibankmg should be avoided 

Di Trip Although perhaps overbahkmg is an evil in itself it should 
>be accepted in order to improve the banking facilities of the country, and 
flee competition between banks should net be hampered 

Mr Eamdas Pantulu Proposal 63 I wish to know, first of all, whe- 
ther in other countries anv foreign firm can acquire a controlhng interest 
an indigenous banking institutions without some kind of authority bemg 
invoked on that behalf Can au'^ English bank acquiie a contiolhng 
interest in a German bank, oi a German bank in an English bank‘d 

Ml Cm lie Cei-tamly a German bank wiU be able to acquire a 
controlhng interest in an English bank 

Mr Eamdas Pantulu I want to know whether there is any restriction 

Ml Gmne There are one or tw'O companies w^ho made provisions m 
-the articles of association to prevent control passing out of Enghsh hands. 
It w^as only a case of provision in the articles of association and it has 
not so far been very largely adopted 

Ml Eamdas Pantulu Can you give any instance of a foreign bank 
which has acquired a contiolhng interest in an Enghsh bank 
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Sir Pul shotamdas Thaktadas How do they manage to altei the voting 
pover’ Do they cieate a few shaiea of small denominations and give 
them to those m whom they have confidence? 

Di Fiiodcnch Fiom 1920 to 1923 the shaie capital of many Geiman 
■companies came into the hands of foreign capitalists and to prevent this, 
listed pieference shaies weie issued and given especially to the members 
of the Directoiate ot the Supervising Board These piefeience shares 
aJwajs have a majoiity of votes The ordinaiy shaies could of course come 
into the hands of foreigners, because they could get a majority in a general 
meeting 

Sn Purshotamdas Thakurdas I suppose these listed preference shaies, 
which are issued for this purpose, cany a nominal rate of inteiest^ 

Di Fiiedeiich In the geneial meeting some companies always cnticise 
the issue of piefeience shaies, but the Geiman people decided at a general 
meeting that preference shaies, with a majoiitj? of votes, should be issued 
Sometimes they decidei that preference shares should get a preference 
dividend, but m most cases preference shares were considered the same 
as oidinaiy shares For instance, we had an interest in shaies of German 
companies which were acquired by foreign capitalists , to avoid the business 
of these companies stopping, piefeience shaies were issued 

Mr Raindas Pantulu The experts’ view is that while the banks might 
take necessary steps to prevent then interest pacsisg thiough foreign hands, 
they do not want any statutory provision 

Ml Cuiue Yes 

Ml Ramdas Pantulu I think theie ougbo to be some means by which 
the shareholders of a bank should know how many shaies aie held by 
non-nationals and how manA by nationals What objection would you 
have to a provision leguiiing banking businesses in India to own a separate 
legistei of shales^ 

Ml Cuirie 1 do not see any objection on piinciple if ifc is considered 
snecessaiy 

Ml Ramdas Pantulu Theiefoie you were not light in saying m the 
memorandum that it should not be adopted Would you modify j^our 
gioup (i) “those which would hamper free competition and the develop- 
ment of banliing and which ought not to be adopted’’ to include item (64) 
<of the Statement prepared by Secretaiy’ 

8ii Purshotamdas Thakuidas Mi Guiiie has already said that he sees 
no objection if it is considered necessary This is subscribed to by all five 
experts’ 

Ml Cuirie Yes 

Mr Ramdas Pantulu You say that “the experts place great rmport- 
ance on the necessity of sound auditing but they do not consider that any 
special form of Government inspection wnuld serve a useful purpose or 
be any greater safeguard than the present system of auditing by autho- 
rised accountants ’’ In the last sentence of the same paragraph you say 
“the experts feel, however, that the strengthening of the Companies !A.ct 
with reward to auditing so that the Auditors must make a report and be 
responsible for its accuiaev is all that is lequiied ’’ In connection with 
tins I would place before you the present position of the Companies Act 
Bection 145 of the Indian Companies Act says that “the auditors shall 
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Sir Purshotamdas Thaltmdas It would piactically nanow the maiket, 
but Tie do not want the matket left so broad that what is consideied to 
be in the ultimate anteiest of the community at laige is saciificed to it 
If It IS considered advisable not to allow a Japanese bank to have a 
conti oiling mterest in a good Indian bank, is it not light that its share- 
holders should be exposed to that risk^ 

Mr Gume Is not that a matter foi the shaieholdeis to decide? The 
bank is after all their property 

8n Purshotamdas Thalmrdas Then you feel that theie should be no 
piohibition to such a stipulation in the articles itself 

Mr Currie If theie is a stipulation in the articles, then at least the 
shareholders know where they are 

Sir Purshotamdas Thahuidas You won’t disapprove of that 

Mr. Currie No 

Sir Puishotamdas Thakurdas There is a good Indian institution which 
has existed for 50 years, and it now attracts the attention of some non- 
Indian mvestois What would 5'’ou say to that? You would say that the 
shareholders are wrong in arranging to check it? 

Ml Guriie If shareholders decide for themselves I should approve 
of it 

Sti Purshotavidas Thakurdas All that you say is that it should not be 
embodied in a statute 

Mt Gunie Because I feel that shareholders should have the right 
to decide it for themselves 

Sn Purshotamdas Thakuidas You had similar restrictions put on some 
companies in London lately Did their shares sufiei on the stock-exchange 
as a result of those restrictions*’ 

Mr Currie It is very hard to tell that 

Sir Purshotavidas Thalcwdas I am only asking it for information 

Mr Cut lie These lestnctions were mostly introduced at the time when 
Americans weie trying to buy stocks of evei’y company in the world 
Shareholders immediately called meetings and changed their articles of 
association to pi event Americans getting control over their firms 

Sir Purshotamdas Thakuidas Did it afiect the price of then stocks? 

Ml Gume It is really very hard to say Shares were already very 
much apprecrated by the new demand 

Sir Purshotamdas Thakurdas I want to know whether they were allow- 
ed to he quoted on the stock-exchange owing to this restriction On the 
London stock exchange the usual rule is — ^may be a rule or a convention — 
that shares must be freely transferable to anybody Were not those shares 
struck off the list? 

Ml Currie No 

Sir Purshotamdas Thakuidas Do yon not say that you should not 
transfer a share to a foreigner^ 

Mr Currie It was more a question of alteimg the articles of associa- 
tion in regard to voting power than of preventing others holding shaies 

Sir Purshotamdas Thakurdas They did not say that you cannot transfer 
shares beyond a certain point to non-Biitishers 

Mr Currie No 
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Mr Cnme No 

8ii Pwsliotamdas Tliakxiidas Tlieie is just one omission in the list 
ciiculated yesteiday It is a point which was put up to us I may lefer 
you to paia 142 of the note on "Eegulation of Banting” which luns 
as follows — 

“L quidatwn of non-Indxan banhs —-It is suggested that some special 
safeguaids should be provided foi protecting the interests of 
Indian depositors and of othei Indian cieditois in the event 
of the winding up of non-Indian bants ” 

Members vill lemembei how this came up in the course of the examina- 
tion of ceitam witnesses, and I felt I might complete the list before we 
passed on 

Lala HaiLishen Lai That would be “(65) Special safeguaids for depo- 
sitors and othei creditors in India in case of liquidation of non-Indian 
banlvs” Undei 3'oui proposals which necessitate amendments in the 
Indian Joint Stoct Comiianies Act, j'^ou say — 

“(a) The Act should give poweis to the Eegistrai to refuse the 
registration of bants whose Articles of Association are not 
in accordance with the law ” 

Does that mean that jou would make all the provisions where the Articles 
of Association should not be registered in the Act itself and that the 
Eegistiai will simply scrutinise whether the Aiticles of Association comply 
with the requirements of the law or not^ 

Ml Ouriie I vould give the Begistiai more discretion These are not 
specified in detail, because I feel that diSeient banks might have different 
requirements 

Lala Harlcishen Lai You will leave some discretionary power with the 
Eegistrai and you vail have certain lequnements enacted m the law itself? 

Mr Ouine The requirements to be enacted m the law are given on 
page 4 Our intention was that the Eegistiar should be responsible for 
seeing that the provisions for all these banlrs were in the Articles of 
Association 

Lala HatUshen Lai If there are ceitam provisions in the la-\^' and the 
Eegistiar is asked to see that they aie complied with, the matter is simple 
But the difficulty comes in wheie, in addition to the provisions in the 
law, the Eegistrai is given discretion to rule that a certain provision shoiua 
be made in the Articles of Association Is that your idea? 

Ml Curiie Yes 

Lala Harlcishen Lai T’ori will have two means of controlling tins 
part of banking, one is the Act itself and the other would be the Eegistrar’s 
discretion 

Mr Curne Yes 

Lala Harliishen Lai Biom what class would you recruit such a 
Eegistrai whose discretion in banking matters and in the future develop- 
ment of banking in the country would be binding on banks? 

Mr Cunre The Eegistiar is the Eegistrar of Joint Stock Compames 
He IS responsible for loolnng into the various provisions in the Articles of 
Association and il he thinks that any of them are not right or binding’ 
enough, he would lefei the matter to the Eeserve bank 
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make a lepoit to the members on the accounts examined by them and 
coitifj that the balance sheet is diaiin up m confoimity with the law 
and that it exhibits a tiue and couect view of the state of the company’s 
affaiis accoiding to the best of then mfoimation and the explanations 
^nen to them and as shown by the books of the company ” Section 282 
of the Act lays down the penalties foi a bad certificate It says — 

“Whoever m anj retuin, lepoit, ceitifieate, balance-sheet oi other 
document, leqiiued by oi foi the pniposes of any of the pro- 
MSions of this Act, wilfullj' makes a statement false in any 
matciial paiticulai, kiiowinsr it to be false shall be punish- 
able etc ” 

Therefore in oidei to make an auditoi liable foi an maccuiate oi untiue 
statement, voii have got to show' iindci section 282 of the Act that he 
wilfully makes a statement false m an\ mateiial paitieulai, knowing it to 
he false I want to know the position of the law m othei countiies and 
whethei it is neccssan to piove m n coint of law' that the auditoi wilfully 
makes a statement false in nnj mateiial paiticular knowing it to be false 
It IS almost impossible '> 

C JO lie In England the aiiditci is lespoiisible foi the statement 
he makes and ho has also to make a lepoit to the general meeting and 
11 IS up to him to repoit on anv mattei on which he is in doubt 

Mr Raindas Paniulu What I want to know is whethei he is made 
icsponsible foi omissions duo to gioss negligence on his pait oi only for 
■wilfull} making a fahe statement knowing it to be false 

Ml Currie I think lie is icsponsible foi both 

Dr Hydci The cxpeils icfei to it m (/) of then pioposals which neces- 
sitate amendments ni the Indian Joint Stock Companies Act 

Mr Ramdas Pantuhi You suggest that join pioposal (/) may be put 
into law ’ 

Ml Guruc Yes 

Mr Ramdas Pantulu In Appendix 1 of }oui note you lefei to Associa- 
tions of Indian Joint Stock Banks, Exchange 33anks and Indigenous 
Bankets and sai that each of these Associations should endcavoui to ioim 
lilies for thou lespective mernbeis so as to make then piactice more 
ctheient and as fai as possible identical wothiii then owm Association 
Would vou ha%e an> objection to include in >oui list the Association of 
Provincial Cooperatne Banks, because they also can lediscount then 
papei with the Iteseive bank^ 

Mr Cviiie I contemplated doing that oiigmally, but I was undei the 
impression that thei' would be inembeis of the Indian Joint Stock Bankeis' 
Association 

Ml Ramdas Paniuhi Thev w'ould not be, because a sepaiate Act 
go'ioms them 

Ml Cm TIC Then I would have no objection to have a separate Associa- 
tion for them 

Ml Ramdas Pantulu Theie is already an Association and they are 
woiking under the Co-opeiativc Societies Act You have no objection 
lo include it? 
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have been submitted to the Eegistiai and Jie may have only looked at 
half of it and put down his notes Then a new Ecgisiini comes who has 
nevei done such woik before and be looks at the other half fiom another 
point of view 

Ml Saikei So fai as insuiancc is concerned, the Eogistiar acts m 
<jo-operation with the Government 

Lala Bailishcn Lai I do not think thc'^ aie bound to In some cases 
the Eegistiar may be inclined to take advice, in man^ cases he would not 
Some Eegistiais may and some may not 1 ha\e had long expeiience 
wnth Eegistiars and I feel that thej' aie not competent to deal with 
these matters 

Sn Puishotamclas Thalvidaa In Mcw' of such a state of nffaiis, the 
experts would be quite piepared to raodif} then Mews so as to give the 
pow'ei to the Reseive bank 

Lala Haikishcn Lai It would be much better foi the Committee to 
Jeaie a recommendation that such iii.itteis should be left to the Eeserwe 
bank lather than to people not competent to do them Coming to your 
proposal (b) “these Articles must prohibit othci activities than banking”, 
this ma-\ stand pioiided 1,011 define what is meant b\ banking “Othei than 
hanlnng” may mean other than anything in some cases 

D? Trip Should not that be left to the Eesene bank’ 

Lala Hailishoi Lai Of course the Ecseue bank wull undeistand what 
IS meant by banking Would vou not add the woids ‘at the time’ after 
clause (b)’ Theie are many classes of banking, e q , co-opeiatne banlnng, 
•commeicial banking, industrial banking, agiicultunl banking, and banlnng 
would also include foieign banking One foicign bmk might have a pro- 
vision wdiich docs not appeal to the authorities heic and still it may 
caii\ on that business as a part of banking while the indigenous banlf 
cannot do it 

Ml Lainond All banks opeiating will come under these rules 

Di Tup With the exception of foreign exchange banks established 
m other countries 

Ml Bucldey There are provisions m the English Companies Act 
relating to foreign companies incoi pointed outside England and therefore, 
I see no leason why there should not be pro-MSions m the Indian Companies 
Act relating to banks w'hich are incorpoiatcd oiitside\ India and are 
working m tins country 

Lala Hailishcn Lai The provision is there that comjianics registered 
outside British India can be recognised The Baioda bank, for example, 
IS not legisteied in British India, but under the Companies Act of Baroda, 
but it 18 recognised here as a company That is a diftorent provision 
forming what is called “corporate person” It is only to the extent that 
business can be done by a corporation m Bntisli India but beyond that 
tire piOMsions do not go 

Di Tup Banking is a conception that is quite general 
Lala Hadiishcn Lai In certain countries it is piOMded that certain 
securities are valued, and in certain otlieis tlie\ are not valued and these 
^le mentioned m the banking laws The scope of banking rs also un- 
defined For evample, there is a difference of opinion in fhis country 
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Lala Harkislien Lai But that is not provided for heie You said that; 
in addition to the limitations laid down by the Act the Eegistiai should 
have fuithei discietionaiy powei to limit the company’s activities 

Mt Clime Yes 

Lala Harlushen Lai But wheie would you lecruit such a man from? 
He vould be reciuited horn all soits of people and veij likely he would 
not know’’ anything about banking matters and would not be speeialh/ 
trained in banking 

Mr Gumc I lefei to the oidmary Eegistiais of existing Joint Stock 
Companies 

Lala Haikishen Lai Thej aie at piesent leciuited fiom the Civil 
Service, sometimes they are lawyeis, but nevei a banker 

Ml MacDougall Would a lawwei not be a sound man to hold a posi- 
tion of that kind ? 

Lala Haikishen Lai He w'ould be a sound man, but he will not have 
any knowdedge of banking The difficulty w'ould be that if a Eegistrai 
weie to use his disci etion, he would use it one day in one w^ay and on. 
anothei day in a difteient w^ay, the result would be that a cuiious system 
of banking would develop m -the countiy Besides, the Eegistrais are 
provincial The Eegistrais might use their discretion in a way that a 
bank wdrich is intended to be more than one province bank ought not 
to do If there was a bank at Lahore W’-hich was dealt with by a certain 
Eegistiar and it goes to Allahabad, the Eegistiai at the latter place 
have a different conception of his duty m regard to his discretion Therefor© 
it seems to me that there should be no discretion left to the Eegistrar who 
ought merely to see that the Articles of Association fulfil all the requiie- 
ments of the law’- as laid down foi the time being 

D? Tup I see your point quite W'ell We felt difficulty for puttmg 
everything in the Act, because theie aie various types of banks and one 
cannot put into law all cases that may arise Theiefoie w’^e thought that 
ceitain discretion ought to be left to the Eegistrar In our country, the 
Eegistiar before taking his final decision would ask the advice of the 
Ministry of Einance or the Eeseive b.mk I w^ould like to know if your 
point would be met if the Eegistiar ’s decision was sub3ect to the advice 
of the Eeseive bank 

Lala Haikislien Lai I w’-ould sa’y that if the Articles of Association 
have to be looked at fiom the point of view of w’’hat is absolutely neces- 
sary for banking at any particular time, I w’’ould leave that part of it 
to the Eeseive bank, not in the Act noi to the Eegistiar, because the 
Eeseive bank will have the cxpeiience Other legal matters may be left 
to the Eegistiar So far as the stipulation of safeguards are concerned, 
I should leave it only to the Eeseive bank, if it is necessary to be left 

Dr Tup We doubt whether it is possible to take it away from the 
Eegistrai and give it to the Eeserve bank The lattei can co-operate 
and the advice of the Eeseive bank on points on w’hich the Eegistiar is 
not an expert w’^ould in practice be followed If you have any doubts 
in the matter, we have no objection to giving it to the Eeserve bank 

Lala Harktshen Lai The situation in this country is that the Eegistrar 
is not a permanent functionary He is recruited from various places and 
he goes on long leave at no notice The Articles of Association may 
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Lala Harkishen Lai But an England the}' aie both separate as they 
are heie The point is that theie may be a piovision in the memo- 
randum about doing ceitain kinds of business but there may be no such 
provision in the ai tides of association As the business glows in volume 
the company might decide to change its aiticles and then the Eegistiar 
would be pow'eiless I think development does not leally depend on 
strict regulations That may be, but you aie thinking of the articles of 
association and not the memorandum 

Dr Trip Yes 

Lala Haikishen Lai You say that the authoiised capital must not 
be more than double of the subsciibed capital and the paid-up capital 
should not be less than 50 pei cent of the subsciibed capital You have 
not said at what stage it is that you uant to leach this piopoition 

Dr Trip Befoie they stait business, i e , befoie registiation of the 
concern 

Lala Haikishen Lai The subscribed capital does not come m this 
eountiy all at once People ivill generally say, let us see how the busi- 
ness IS getting on and then if we find that it flourishes we shall take shares 

Dr Tup Eoi that purpose then you can fix your authorised capital 
at a lover level and then proceed with the business 

Lala Harlmlien Lai In our country the general practice is for 7 or 
more respectable persons to ]om together and issue the memorandum 
of association promising to take up so man} shares in the company It 
IS only after registration that the public is asked to subscribe to the 
capital It Is in this way that most limited concerns have been started 
m this country and they ha^e also flourished That being the case, I 
■do not think this hmit which you are trying to place will prove work- 
able at present , 

Ml Guine Do you mean to say that in this country any company 
W'hich IS started w ill commence to do business mstantly ^ 

Lala Haihishcn Lai Much depends on wdiat class of company it is 
If if is a manufacturing company then it would not order machinery un- 
less a suflicient amount of capital has been subscribed 

Di Tup When w'e made this suggestion, we wanted to ensure that 
there was a provision that no registration takes place befoie the original 
founders of the Company have taken at least one-fifth of the authorised 
capital That is the case in Holland 

Lala Harlnslien Lai But here you do not mention that the amount 
should be subscribed befoie registration 

Dr Trip Yes, we would like the words “before registration” added 
to item (d) at the end under proposals wuth regard to the amendrng of 
the Indian Joint Stock Companies Act 

Lala TJailiisiicn Lai Biomoteis of banking in this counti’y will never 
start a concern with a small authorised capital Therefore, banking 
will necessarily be in the hands of small people Big and rkpectable 
people wall never start banks with small capital 

Sir Pursliotamclas Thalmidas You say the limit in vour countiv is 
one-fifth before registration but I cannot “see why you insist upon one- 
Tialf in this country 
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whethei tlie lemittance business is a pioper function of co-opeiative banjks 
Some considei that it is not a legitimate aspiration for the co-operative 
banks to do lemittance woik Co-opeiative banks aie banks' and they 
may be peimitted to do lemittance woik Without expiessmg an opinion, 

I am simply explaining that even m this countiy with diffeient classes 
of banks some functions aie eonsideied proper and some not propei 
'Supposing theie is some kind of combination of these dilfeient functions, 
would the Registiai confine his activities to the co-operative bank or to 
the commeicial bank^ It is rather a laige question 

D? Tup If you have a co-opciative bank which is undei a special 
Co-opeiative Act 

Lala Harlishen Lai Co-opeiative Act is also an enabling Act and 
not a restiictive Act 

Dr Tup But j'ou have the Begistrai all the same 

Lala Haihislien Lai Co-opeiative Banks have distinct Eegistiais of 
then ovn and eveij thing is diffeient fiom ]Oint stock business 

Di Tup Then the question with legaid to co-opeiative banks woulff 
not arise 

Lala Haihshcn Lai Banking neithei in India noi elsewheie is de- 
finite so fai as the scope is concerned Unless tbeietoie the scope is 
defined nothing can be done 

Di T)ip It is quite tiue but we have boine in mind that banking 
will not include the possibility of mining, shipping and such othei things 
that are quite diffeient 

Lala HaiKishen Lai A bank might not do mining but might take 
shares in a mining concern and assist it in othei vays When the Reserve 
Banli comes into being it might give advice to the bank that at a paiti- 
cular time of the season coal mining is very iisky and the bank should 
not advance its funds But the Eegistiar of Joint stock companies can- 
not do that 

Dr Tup In any case it can only be ar^ advice Nobody can pievent 
banks fiom doing this oi that thing As a matter of fact I Icnow of in- 
stances of banks which had to lun mining concerns because the concern 
was placed as secuiitv with the bank 

Lala Hailtshen Lai How Tsoiild -^ou saj’’ that the paiticulai activities 
of the bank ought to be piovided foi in the articles of association 

Di Tup You aie cpute iigbi You cannot pievent a bank in prac- 
tice fiom doing a business Theiofoie all legislation in that lespect will 
have only a limited impoitance 

Lala Hailvishen Lai Therefoie neithei the activity noi banking can 
be defined legally 

Dr Tup That is tiue no doubt technically 

Lala Harlishen Lai In your country aie the articles of Association 
distinct fiom the Memoiandum of Association‘s 

Dr Trip We have no memoiandum of association in oui country^ 
We have only the ai tides of association 
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Dt Trip We aie of opinion that foi the needs of a small up-country 
toun a small bank uould sufBco and it will do a gieat deal of good Hence 
the difficultv m fixing up a limit loi nominal cap.tal 

Lala Harlishcn Lai If that is so, if ^ou will peimit me to suggest, 
^ou ought to uoik it the other v..iy Undei rhe Companies Act so much 
Jins to be piovided — take that as A That A should be subsciibed, 
douli^ed that A should be authoiised foui tunes Start from there because 
thcic IS piovision in the Companies Act that a minimum capital sub- 
‘-ciibed ni couise that is subsciibed. not paid up You sav instead of 
the uoid ‘subsciibed” Jet u^^ put in the woids ‘ paid up” 

Mr CwTie What diffeience does }our proposal make? 

Lala Harlishni Lai This leallv onh helps the small banks which 
1011 do mi uant to advocate 

Mr Ciirue You seem to implv that the size of a bank is mcieased 
bi ]t« authoiised capital It depends on its paid up capital 

Lala Harhshen Lai If that is the case people would not put in 
much subsciibed capital Therefoie if you uant to piovide against that 
it has to be provided undei law If the people did not see that should 
Me have to pai a fan amount of money on legistiation^ We do that 
becau'=e we think theie is some advantase As a mattei of fact from my 
expeiience the countiy itselt does not know the diffeience between the 
woids autiioiised, paid up and subsenbed Sometimes they leave out 
the void authoiised Then the l<aw laid down that the word authorised 
should bo mentioned in all the prospectuses and the adveitisements 
To me it IS a veiw small matter but it is nor. woikable the way that it 
IS Molded If you woid it difteiently one might understand it 

Di Fucclcuch In m'\ country oui Companies law piesciibes that the 
whole sliaie capital must be subsciibed before the legistiation You do 
not have this diffeience betMcen authorised capital and subsciibed capital, 
but the whole shaic capital must be subsciibed bofoie a company can be 
registered With legaid to the paid-up capital at least one-fouith of the 
subscribed capital must be paid up before registration, and the registiar 
or the law' court has to examine whethei these conditions aie fulfilled 0i 
not, and in case they aie not fulfilled then legistiation cannot be done 

Sir Purshotamclas ThaLiirdas There is nothing like authoiised capital 
m Germany'’ 

Di Fiudnich No 

Lala HaiUilicn Lai According to these recommendations a bank can 
be started with Es 4 authorised capital, Es 2 subsenbed capital and 
Ec 1 paid up 

Dr Tup If lou paid up Es 4 i^ou can make an authorised capital 
of 1 croic then peihaps 3011 could get some depo'^its 

Lala Ilarl.ishcn Lai That is all light This Act went further and 
said in the adicitisement lou ought to mention authoiised capital, siib- 
Foribod capital 

Dr Tnp That is m the wuong direction, I think 
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Dr Trip We were undei the impression that many small 30 int stock 
hanks weie started and even these small banks showed huge authorised 
•capital ' 

Lala HaiLislion Lai Theie aie two classes of ]omt stock banks One 
set IS the so-called mushioom banks These classes of banks with small 
paid-up capital sometimes live up to 50 years Secondly theie are the 
tug ]omt stock banlcs Instead of preventing the growth of such mush- 
ioom banks jou would by tour 50 pei cent piovision be encouraging their 
growth and discouraging the growth of really good banlcs 

Dr Trip They can laise the capital later on Can’t they^ 

Lala HaiLishen Lai The difficulty is that big people with a view to 
-starting big concerns would not start business on a small scale 

Dr Trip Do jou think that a bank with an authoiised capital of 
Rs 1 cioie can commence business wnth only 10 shares of Rs 100 each 
subscribed’ I consider that it would be very worong to do so although it 
IS started by big men > 

Lala HarKishcn Lai The first bank that we started was with an 
authorised capital of Rs 2 lakhs of which we proceeded to allotment with 
Re 43,000 subscribed Gradually the capital was increased and now its 
authoiised capital is Rs 50 lakhs and paid up capital is Rs 30 lakhs 
At present it fulfils the condition which you want to lay down but the 
present state of affairs has come about in the course of 50 years oi so 
The othei bank which I, along with some of mv friends started, the 
Recples’ Bank of Northern India w'as started with a capital of Rs 60 
lakhs of which Rs 5 lakhs w'as subscribed when business was started 
Then later on we lawed the capital to a cioie of rupees Today its 
subscribed capital is Rs 96 lakhs We decided that 5 per cent of the 
share amount should be paid on application and afterwards one rupee per 
jShaie per month for 50 months and in this way we had absolutely no diffi- 
eultv in collecting the money required By doing so we encouraged poor 

people to take up shares in the Bank The other idea of doing so was to 

fix up a certain proportion of the paid up capital with the amounts taken 
in as deposits with a view to get a fairly decent dividend 

Dr Tup But what is ■>oui objection to stait business wuth an autho- 
nsed capital of Rs 1 lakh’ ' 

Lala Harhshen Lai I would not put my signature to the prospectus 
of such a bank for the simple reason that the public will consider me a 
fool for trying to start banking with such a poor capital This I say as 
a result of my 33 years’ experience in Banking The first bank that I 
contemplated was in 1893 and the other bank was started in April 1925 

Dr Tup But we have the conception that something should be Hone 
to prevent the starting of institutions wnth huge authorised capital and 
very poor paid up capital So we thought the only w’ay to get over that 
state of affairs is to ensure a certain proportion 

Lala HarLisJien Lai People will start banks with a nominal capital of 
Rs 5,00(5 and a paid up capital of Rs 1,250 which satisfied your recom- 
mendation Assuming for argument’s sake, that these small banks are 
an evil — ^though I would not commit myself to any statement either for 
n. against — do you mean to say that this will conduce healthy growdih of 
banking in this country’ 
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Sn PurshHamdas Thalairdas Then von ngiee vnth them bufc all you 
want to do is to go np fioin the bottom 

Laid Hmh<ihen Lai les I am not saying it is really necessary, but 
without that It maj be only lls 5,000 Until that is done it is not 
effective because the language is not undei stood 

Bn Pwsholamdas Thaliodas I suppose v.e have discussed this point 
1 do not think tlieie is am gieat difference of opinion 

Lala Pnlislicn Lai You ha\e lefeiicd fuithei to (c) clause 5 of sec- 
tion 55 of Dominion of Canada Act of 1023 I simph want to draw 
your attention to the fact that oui Act is based on the English Act and 
you recommend that the provisions of the English Act aie not good 
enoigh but the provisions of the Canadian Act are 

Ml Currie Tt is only this provision heie — “No remuneiation of 
auditois should be lalid unless fixed cl a general meetmff of the share- 
holders'* 

Laid Hailishen Lai 'riiat is done every daj In the fiist }ear the 
auditois raa\ be ippoinled bj the Diiectois and remuneration also fixed 
by them In the second leai the auditois always have to be appointed 
by shareholdcis and also the icmuneiation is to be fixed bv them 

Sir Puishotaindas Thalutdas The witnesses that Mr Cuine refers 

to had something else in mind Some witnesses befoie us complained 
that othei payments aie made to auditois foi doing other odd jobs 

Lala Uarlnshen Lai That ought to be provided as such then 

Sit Pinshotamdas Thalairdas Exacth Undei the Indian Act as at 
present the remuneiation foi audit is fixed bv the shaieholders Supposing 
it IS Es 1 000, that is all that is paid The giievance of the witnesses 

was that ovei and above this Es 1,000 thev pay the auditors say Bs 500 
moie foi looking at some bianch and that makes it worth the while of 
the auditois to connive at ceitain things I don’t think as a rule auditors 
draw moie than vhat is sanctioned bv the shaieholders 

Lala Harlaslien Lai That is m the Act itself Also the Act says 
that the auditor shall not be interested in any other manner in the com- 
pany which he audits, excepting as an auditoi and a shaieholdei He 
may be a shareholdei 

Sir PursUotamdas Thaluidas But you know those witnes‘?es at Poona 
said that some banks give substantial advances to the auditors 

Lala Hnihslien Lai That is against the Law But if you are provided 
against that ymu ought to say so It is aheady’^ there in general terms 

that they should not be mteiested in the company by salesmanship, by 
purchase, or borrower or lender Out of that an "evil has ansen which 
ought to bo provided against lather than this Is not that your view? 

Mr Currie Yes 

Lala Harlashcn Lai And if "you want to guard against uhat the 
evidence was that baksheesh is given . ' 

Mr CuiriG We were lathei under the impression that the law allowed 
for a remuneration for services apaib from the bank 

Lala Harlashen Lai It does not? 
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hoXa Harhshcn Lai My own view is tliat it has helped a great deal. 
But the public does not even now understand the difference between 
authorised, subscribed and paid up. 

'Dr Tnp Therefore for that reason we want to avoid those general 
figures of authorised capital to be put in advertisements because people 
don’t understand what the real meaning of authorised capital is, and if 
you make this provision, then I do not see theie is possioility of putting 
m the advertisement those words ‘authorised capital’ with regaid to the 
paid up and the subscribed capital 

V 

Lala Haihsher^ Lai “No allotment shall be made of any share 
capital of a company offered to the pubhc for subscription unless the 
following conditions have been comphed with, namely, first the amount 
ha\mg been fixed by the memoiundum or articles of association and 
named m the prospectus as minimum subscriptions upon which the 
Directors can proceed to allot’’ That is the only provision It may be 
anything At piesent it is this and this is an improvement on the old 
law Thus us It IS to my mind the veiy small banks are no good as very 
large banks would perhap-, be no good, and the minimum capital so far 
'as banlnng is concerned, should be a very low minimum, but a minimum 
fixed The rest, authorised and subsenbed, should come in relation to 
•that 1 personally would like paid up, then all this trouble about what 
may be called fraudulent, banks would disappear My own expeiience 
of the Punjab is tins, that up to 1913 when the banlang plague ''ame the 
banks were very good, started by serious people and worked by serious 
people and the results not only of the People’s Bank of Northern India 
but other banks also, were veiy' satisfactory in liquidation Hardly any 
camo down below 12 annas or 13 annas in the rupee to pay Liquidation 
took up to 1919 'Then began the staiting of banks wducli weie not honest 
banks The desire of banking m the Punjab w as intense so that as soon as 
a bank staitod people began to boriow’- The Eegistiais of jomt-stock com- 
panies and otheis did not know w'hat to do Then I thought of the 
People’s Bank of Noithem India Since then the Punjab has not 
legistercd one single bank of that description because we met the need of 
the people kly own view' so fai as banking is concerned, is that we ought 
to have a minirnura capital i 

Sit PiiT^lioiamdas Thai xirdas And the autlioiised capital may be any- 
thing ? 

Lala Harltshen Lai No, this is alright 

Sjt Pur^hotamdas Thalurdas If vou ecme to that ratio vou could not 
have a bank wnth an authorised capital of a cioie and paid up capital of 
Bs one lakh 

Lala Harljshcti Lai No For example a lakh of rupees minimum 
paid up Then of course the rest may follow 

Pr Trip But w'e W'eie of opinion, kli Chan man, that one lakh capital 
would be far too much 

Lala BarlisJien Lai Very w’ell. let us say 50,000 kly point is to 
provide against the evil w'e have felt In the Punjab we have felt that 
evil ' 
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"Mt BucUey Unfortunately Calcutta bad a bitter experience of an. 
auditor wlio was considered to be first-class and tliat was no guarantee 
at all in the end 

Dt Trip If you change the auditors then you have the possibility that 
after two years a real good auditor comes in 

i\fT Buckley My point is that the actual cases where the auditor 
turns out to be a rogue aie veiy rare and this piovision is inseited to 
prevent that sort of thing happening but it seems to me that there aie 
disadvantages which would outweigh that advantage 

Lala Harkishen Lai A bittei expenenee of my own is that the auditors 
ate as honest as any other people m the surroundings But the actual 
difficulty m this country, so far as Indian concerns are concerned, is that 
they are not paid adequately When we put the matter before a general 
meeting and sa;y our wort has doubled and therefore we ought to double 
the auditor’s pay every shaieholder ob3ectB Then a bargain is made 
i'lie result is that the auditor takes too much work on his hands and' 
cannot do it efbciently That is really what is the chief complaint, 
because in a bank it a man has to form some opmion about the outstandmgs 
he must have some time 

Sir PuTshotamdas Thakurdas Have you the same restriction m. 
Holland, Dr TnpV 

Dr Trip In Holland auditors are selected and remunerated by the 
management They are paid verj well 

Chairman The Diiectors fix their remuneration? 

Di Trip The Managing Diiectois even, the Board of Directors do 
not concern themselves with it 

Mr. Lamond They are not changed every two yeais? 

Dr Trip No 

Ml Currie In England the shareholdeis on the advice of the directors 
noirnally appoint then auditoi'; and fix then lemuneintion 

Dr FiicdeucJi In Germany these auditors have special associations 
and these associations prescribe that every member of the association 
is to chaige a certain amount of money foi his w'oik and it is not a 
matter foi the companies to fix a fee for these auditois, but it is a 
matter fo. these special associations They prescribe that eveiy mcmbei 
of the association has to take at least such an amount for activity of so 
many horns a day 

Sn Paiehotamdas Thakunlas Arc the auditors changed every two 
years as in Canada^ 

Dr Fnrdciich That is at the wull of the company We have no 
spec’al piesciiption 

Sir Purshotamdas Thakurdas W%o elects the auditors, shareholders or 
management? 

Dr Friedcuch It is a matter of the management Thev aie not 
appointed by the shaieholdcrs, but they can urge a general meeting in 
order to appoint a special auditor if they desire 

^Sir Purshotamdas Thakuidas At present Canada has the strictest 
rules 
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Sir Pmshotamdas ThaLutdas Mr Masam says that there is nothing 
m the Indian Act to pievent the auditois being paid foi any e\tia woiK 
m a jomt-stoclc company 

Lain Harlishcn Lai If that is the case that, also is to be considered 

Ghairman I think that is what the^ suggest should be discouiaged 

Ml Gaseds Mi Chaiiman, m the beginning mc mentioned the Cana- 
dian system oi auditing In clause 12 it show s that an auditni may not 
undertake any othei duties It bais him fiom doing ans thing except 
nuditmg foi lemuneiatiou as agieed to 

Sii Purshoiamdas Thalmdas We should tighten up the Indian pro- 
vision 

Ml BncUeij “(e) h. piovision should be niseitcd iMth legaid to audit- 
ing on hnes simildi to clause 5 of section 55 of the Dominion of Canada Act 
of 1923 ’’ Clause 5 ot section 55 leads (Dead clause) Well, I have heard 
objections to that, on the giound that a man who is doing the audit of 
a bank’s books gets so acquainted with them that the next time he 
does them he is able to do them much quickei 

Mr Gassels As a matter of piaeticc that auditci when his two vears 
is up will probably be an auditoi of anothei bank' Ihey aie constantly 
changing banks 

Mr Buchley What I wanted to say is this It is not a question of 
an auditor being thiown out ot woik Take foi example an inspector of 
say an Exchange Bank If he has alieady done an inspection the year 
before he is absolutely an fait with eieiythiug If you aie going to 
change him eveiy two yeai& I don t think it is entiiely sab'sfactoiy 

Mr Gassels A new man will come along who has been auditmg 
another bank He Imow's just as much about one bank as he does about 
another 

Mr Buchley One bank may have doubtful debts They' aie totally 
difieient fiom another bank’s The man, foi example, who is auditmg 
bank A knows in a paiticulai year that the doubtful debts aie so and 
so If he canies on the following year he knows exactly w'hat doubtful 
debts to look foi to see how they aie getting on If after two y6ars a 
new' man comes along you lose the continuity I do not thmk this is 
an advantage to pievent collusion 

Mr Gassels But you have a new' bioom He is piobably just as able 
an auditor as the man w'ho has left 

Mr Bucldcy I was just w'ondeiing whethei the advantages might 
be outweighed by the disadvantages 

Dr Trip "We lead the papers about the difhculties which have been 
expel lenced in this country and we did not get the conviction that all 
the auditors weie first-class auditors, so we thought it would perhaps be 
w ise to change the auditors That is the point, if you have all faist-class 
auditors then I would be in favour of keeping the same auditor all the 
time, but if you have auditois who do not audit in a collect way or do 
worse things then I think it would be a good thing to change them 

2 K 2 
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Tiien the receipt itself is neither a negotiable instrument, nor is it a bond, 
We should, first of all, make cleai the nomenclatuie before we go further 
Have ;you seen m India what banks call a tiust leceipt? 

Dr Trip I have seen it in Dutch East Indies Thev also call it a 
trust receipt Just as you say, is the case heie, theie also it is not in 
the law 

Lala Hail<tshen LaJ To my mind it is no document It is simply 
trust 

Sir PuTshotamdas Thahurdas Moral trust 

Lala Harlcishen Lai The first thing is whethei undei oui law a trust 
can be created verbally If it cannot be created verbally then we have 
to see whether the document is such that we can call it a trust document 
Supposing it cannot be created, what is that document, it is worthless 
Money has been advanced on trust — that is the correct word — and unless 
50U define trust receipt under law, a breach of which will be treated, 
not as a civil, but as a criminal offence, w^e cannot go any further 

Sn P'lnhota inda’i Thal.indas Is there amthing like that in Canada^ 

Mr Gassels Trust receipts are used very largely, and any breach of 
the trust is a criminal offence 

Lala Harlislien Lai You are lefeinng to Schedule 0 of the Act 

Mr Gassels I do not know what section it is But what I say is a 
fact 

Lala Bailtshcn Lai It looks like what we call hjpotbccalion in this 
country 

Mr Gassels It is not hypothecation because the boiiow^ei keeps the 
gcods m his own possession The bank has no control In a case of 
bypothecation we make a loan to a man against the security of stocks, 
bonds and debentures We have these in oui own possession He signs 
a letter of hypothecation w^ich gives us the right to sell the stocks or the 
goods, if we like, in payment of the loan 

Lala Harlcishen Lai A document to facilitate advance in that shape 
should be recognised by law — you may call it by any name — and breaches 
of that must be treated under the law 

Mr Jtamdas Pantulu The bank has a hen on the goods and onl} lets 

the borrower hold them in trust foi it, and if he disposes of them in 

violation of the trust does it not come under the criminal law of the 
country'^ s 

Lala Harlcishen Lai Both the things should be on all fours the law 

and the document They are not so at present Neither is the docu- 

ment a legal document, nor are the obligations definitely laid dowm as 
trustee obligations 

Mr Raindas Pantulu If a man takes delivery of the goods on a trust 
receipt, agreeing that he will hold them in trust for the bank, and drs- 

poses of them, he commits a breach of the Indian Penal Code, and he 
can be prosecuted 
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Jjala Hailashen Lai In Canada there aie special banking auditors 
In oui case they are general auditors 

Mr Cassels ' In Canada they are not special bank auditors they are 
chosen out of a list of charteied accountants association, since it is those 
members of the association who aie eligible undei the Act foi bank audit, 
that IS they have been in business for 6 consecutive years That libt is 
sent up to the Minister of Finance and he has the right which he never 
uses of declaring anybody ineligible and out of that list the selection is 
made 

Lala HarKishen Lai Can you give any idea of how these auditoi’s are 
paid so as to be out of temptation and have sufficient time to do the audit? 

Sir Purshotamdas Thakurdas In an important country auditors aie 
paid between £2,000 and £3,000, which includes the cost of the stafi em- 
ployed to audit head offices and branches within' the country and over- 
seas Out of pocket expenses such as travelling expenses, hotel expenses, 
of the staff aie paid by the banks 

Lala 'Harkislien Lai Please make it clear whether the programme of 
audit of branches is fixed by the Directors or by the shareholders 

Sir Purshotamdas Thalcurdas The programme is fixed by the manag- 
ing hoard It would be so in India too 

Mr Cassels No Auditors aie men of high standing and they have 
their reputation to piotect It is left to their judgment as to what they 
should examine in consultation with the Board of Directors They will 
not go to a small place, but will take up the audit of a place where there 
are laige deposits, investments, loans It is at their discretion 

Lala Harkishen Lai So the Directors and the auditors consult to- 
gether The idea that I got was that auditois weie free to fix their own 
programme of audit 

Sir Purshotamdas Thalcurdas That finishes the Auchtois section 

Lala Harhishcn Lai Page 3 of Banking Kegulation (p) The words 
‘trust receipt’ and ‘fiaud are not explained So far as I am aware there 
is no such thing as trust receipt in Indian law This is a name banks 
have invented Whether it is at all a trust receipt at any stage is quite 
a different matter My attention has been drawn by Mr Buckley to 
Schedule C of the Canadian Act that also is not a trust receipt I do 
not know what name the}' give it in the Act itself, but here it is not called 
a trust receipt Unless a tnist receipt is defined 

Sir Purshotamdas Thahurdas We know what is meant by a “trust 
receipt when we use it 

Lala Harhishen Lai But what I say is that trust receipt is not a 
legal name, it is a name given by banks If a trust receipt becomes a 
trust receipt under any law, the consequences of a breach of that law 
will follow ) 

Sir Purshotamdas Thalcurdas You think there will be any ^difficulty 
in defining trust receipt 

Lala Harhishen Lai I think there will be very great difficultv The 
first thing is whether a trust) can be created Banks lend monev The 
borrower draws the money by cheque and gives a receipt The secu- 
rity against the receipt is to-day one set .oi one class of articles and to- 
^monow another, and these all vary in quality, quantity, price and so on 
The question is whether a trust can be created m such circumstances^ 
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Lala HaiKishen Lai In liquidations in. India it lias been beld that 
deposits aie debts due fiom tlie bank and if the bank cannot pay more 
than 6, 7, or 8 annas in the rupee, the deposits aie valued at that late 
Meanwhile the notice late, which may amount to, say, 2 annas, should 
not be given, knowing that the bank is undei liquidation If it is done 
it vould amount to bieach of tiust If a bank does it, eveiybody would 
come and demand his fixed deposit, though it was not due then 

Mr. Currie There is an option to the bank. 

Lula Harlcishen Lai Therefore, I vant conditions laid down, because 
in some cases depositors do come and say that at the time of deposit 
the bank agreed to let them vithdiaw whenever they wanted and then 
practically the whole deposit is due on demand 

Mr CuiTie The hank does not have to do it 

Lala Harkislien Lai I am asking this question because this practice of 
nu’king loans against deposits is becoming a little loo common I want 
to know what the practice in other countries is and whether jou, os an 
eminent banker, think it is the right thing to do 

Mr Currie All I can tell you is that it is done 

Lai a Harkishen Lai To what extent? Is it a common practice and 
do miriy people tie such a thing? 

' Mr Came It is not a vei}^ common practice 

Lala Harhshen Lai And fiom the banking point of view, vould you 
not deprecate that practice*’ You will not encourage it*’ 

Mr Curue 1 should not encourage it, but I should look upon the 
deposits as practically a security 

Lala Harhshen Lai As good security vithin the value of the deposit 
in the bank? 

Mr Curne Yes 

Lala Haihshen Lai If you told the depositor that the value of his 
deposit was 10 in the pound’ 

Mr Cai ic I do not think such a case will arise 

Lala Haihshen Lai Such cases have arisen at the time of liquida- 
tion 

Mr Currie That is a diSerent thing Until a bank actually closes its 
doors, it has authoaity to cany on 

Lala Haihshen Lai My idea is that if the directors or managers are 
conscious that the bank cannot go on for a long time they should not take 
deposits ’ 

Dr Trip That is right 

. Lala Harhshen Lai If they do, they really cheat the pubhc 

Dr. Trip In mv countrv I have the impression that it is not much 
'done It IS an exception It is mostly done this way The customer 
goes to the bank and discusses the question and then he is allowed to get 
the inonev back, so that the character of the deposit is changed 

Lala Haihshen Lai That is quite common 

Dr Trip It also occurs that a deposit is made to another bank, so 
t'hat it is not the depositor in the bank who gets the money, but the de- 
positor in the other bank 



535 


Lola Hailiislien Lai There are so Tnany 'ifs’ there that it does not 
coroe 'Within the purview of the definition Therefore, to facilitate bank- 
ing, a document should be created, call it by any name, which should 
enable hanks to lend money in a certain fashion and a breach of that 
should he punished under some law 

Mr Buclileij A document drawn up on lines similar to what hanks 
cal] trust receipts and bearing the same stamp 

Lala HarLishen Lai With regard to stamp duties, the w'hole question 
has to be considered because certain documents are stamped illegally If 
the w'oids ‘trust receipt’ do not appeal in the Stamp Act, the document 
is no good, moreover, wo have to consider the stamp on pionotes, on 
hnndis and bonds, on mortgages, on debentures and so on Another 
question which does not arise out of your note or the evidence, but one 
which sometimes gi\es tiouble to bankers, is about making advances 
against one’s own fixed deposits If A deposits Es 5,000 for six months, 
and he comes aflei a month and sais he wants mouc^ on the security of 
ms deposit, some banks do advance monej Two points of view are 
made m this connection One point of mcw' is that of the bank itself 
and at certain stage'’ If the banks generally recognise this practice of 
giving advance on deposits, then the deposits cease to be fixed deposits 
The other point of view is that so far as the law goes, deposits are a 
debt to the bank from the depositor A debt to the bank means that in 
ease of liquidation or winding up, all debts have to be considered equally 
If a man gets monev in adiance against his deposits, the courts would 
noi allow it, but the authorities of the bank give preference at the time 
wdien liquidation is in sight Supposing deposits aic being withdrawn and 
some people who have fixed deposits wanted advances against those de- 
posits, a banker would be given preference, but preference is not allowed 
It Is a cnranial offen'ce I should like to know what the practice is in 
Europe and the parts of the w'orld >ou represent how' far are deposits 
made and in what form*’ I tell the people who approach me that I can- 
not give advance on these deposits Thev snv’^ that other people give ad-' 
vnnees It is quite a common piactice here 

Ml Currie When a man has a large amount of money on deposit, he 
makes airangements to withdiaw Ins long-term deposit on the. understand- 
ing that he does not get the rate of inteiest that he would get on his three- 
months’ deposit 

Lala Harlnshen Lai Is that a common practice’ , 

Mr Currie Yes 

Lala Harhshen Lai If a deposit is made, say for six months or 
e ght months and the man comes along m a month and wants to with- 
draw his deposit, you would let that deposit be consideied as if it was oa 
■notice and give him the notice rate and not the fixed rate. Is that a 
bargain? 

Mr. Curnc That is done 

Lala Harlcishcn Lai Supposing a bank is really on the verge of 
liquidation and such a thing is done, w'ould that he allowed by law' or in 
practice? 

Mr Currie I do not know of such cases having arisen 
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Lala Harlishcn Lai This is simply a recommendation to the effect 
that shareholders should be entit.led to see the books and accounts of a 
bank 

Sn Purshotamdas Thahurdas But that is already the practice in 
vogue as it is to-day "What is it that has been brought to your notice 
•which has made you say that this is a pioposal which ought to be met 
by the Ai tides of Association? 

Dr Trip Oui impiession was that in some Ai tides of Association the 
tune limit was so shoit that, having legaid to the distances in this 
countiy, the shaieholdeis weie not in a position to look at the balance 
sheet and the piofit and loss account, and be piepaied to aigue at meet- 
ings of shaieholdeis 

Sn Ph-shotomdas Thalrndas To that I \m11 say that no genuine 
shareholdei nho fiom the point of Mew of the bank's advance, -wanted to 
do it had anv difhcultv but theie ha%e been people in this countiy, 
cantankerous felloivs ivho get up and say things more foi the sake of 
hanassing the authoiities of a bank than foi anything else 

Dr Tup Especially with the object of getting to the Board of 
Management 

Sir Purshotamdas Thahvrdas All T am conceined with is that it would 
be difficult foi us to make a recommendation in the teims of youi pioposal 
(d) The Bombay Sh irdioldois’ Association in paiagraph 14 (8) of their 
memoiandum said 

“The piesent piactice of giving seven days’ notice of geneial meet- 
ings makes it impossible foi shaieholdeis to inspect the shaie 
legistei, to obtain pioxies and otheiwise take effectne action 
at meetings The shaie legistei being geneially closed 
duiing the inteival between the balance sheet and the meet- 
ing its inspection is not possible undei the lav No doubt 
the bank will give a list of shaieholders, but that means 
delay which in the case of big banks is \eiy gieat . ” 

It all refers to the shaie legistei and not to account books 

Dr Trip Eefeience is made to it in paiagiaph 100 of the sub-com- 
mittee’s report on the Eegulation of Banking 

Sir Purshotamdas Thahuidas That again refers to shaie legisters, 
and not to mspection of books and accounts or checking the balance 
sneet I have not heaid any geneial grievance about the examination of 
the balance sheet I do not know if any shaieholder goes to a bank with 
the intention of examining the balance sheet The audited balance sheet, 
together with the profit and loss account and the Diiectois’ report, is 
circulated within a ceitain peiiod befoie the date of the geneial meeting 
m accordance with, not the Articles of Association, but the Companies 
Act 

Lala Harkishen Lai There is anothei proposal undei (h), “restiiction 
of the power of a bank’s dnectors to refuse to register shaies” This is 
very raiely acted up to, but it is one of the aiticles that appeals in Table A 
of -the Companies Act 

Dr Trip I undeistand that this power is abused by the directors. 
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Lala 'HarUshen Lai That i? quite legitimate If one bant owes 
■another, on the secuiity of that debt, you may or may not advance It 
does not lun the list to which I am referring I was leferimg to cases 
wheie depositors insist upon withdia-wing their deposits on the ground that 
the aiiangement was agreed to at the time of deposit 

Dr. ^rip I am not absolutely sure, but I daresay it is not piactically 
dene m my country and it is not allowed by the bants 

Lala Harhi shell Lai That is practically my experience, Mr Currife 
says that it is done, but rarely May I ast Mr Cassels what his experi- 
ence about loans on fixed deposits is^ 

Mr Cassels I have never tnown the case of a loan against fixed 
deposits The mam deposits are for three months and if a man comes 
along after one or two months, it is done by agreement 

Dr. Friedench In our country it is done, but it is an exception. 
Where it is done, the auditor has to consent and to see that the depo- 
•sitoi IS paying out of the deposit his dues 

Lala Harlislien Lai Under your “proposals which ought to be met 
by the Articles of Association”, you refer m (d) “provisions in order to 
enable shareholders to inspect the balance sheet and profit and loss 
account and to take effective action at the general meetings” I do not 
understand this Are these not provided for? 

Dr Trip Enough time is not given to the shareholders with a view 
■fo discuss the points at the general meeting 

f 

Lala Harhishen Lai Then the point ought to be made clear 

Sir Purshotamclas Thalurdas Has it been brought to your notice that 
undei the present Act enough time is not allowed to the shareholders to 
enable them to inspect the balance-sheet and profit and loss account ? 

Dr Trip I gathered so 

Lala Harlxishcn Lai Generallv shareholders are not keen to look at 
the books, etc , but if they do, sometimes objection is raised 

Sir Piirshotamdas Thahurdas We have no trouble about it m 
Bombay I have never heard that shareholders who wanted to inspect 
books were not allowed to do so 

Lala Harhishen Lai They are allowed to look at certain books, but npt 
at aU books 

Sir Piirshotamdas Thah'iirdas Is it the experts’ recommendation that 
all books should be left open for inspection? 

Lala Harhishen Lai So far as the people’s account'; are concerned. 
On the other hand, the convention is all the world over that these are 
confidentiol and should not be showm to anybody except under the law 
and the Articles of Association 

Sir Purshoiamdas Thahurdas I want to know actually the nature of 
the complaint which has necessitated this recommendation 
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, Mr BushfortJi The point made by the Calcutta Stock Exchange in 
icis connection was 

“Theie have been instances of lefusal to tiansfei shaies out of the 
name ot a peison indebted to a company on the ground that 
the company had a hen on the shaies That, however, is 
not exactly an abuse of the powei of the directois, unless it 
is exeicised against a thud party who is the bona fido pur- 
chaser against value ” 

Lola Haikishen Lai If the lien has been cieated aheady and the 
seller knows that the hen is theie and he is indebted, he goes to sell 
why should he be pi evented? 

Sir Pul shotamdas Thahurdas I do not think it can be got over 

Lala HaiTxislien Lai Unless theie aie certain specific conditions laid 
down “The authoiity to refuse transfei”, these aie the woids Some 
people mteipiet it in the way that monopoly should not be cieated 

Dr Trip I gathered during oui conversations for the last few days 
that you, Lalap, are against discrimination 

Lala HarLishen Lai That is so, but if I am asked to accept a bribe 
I should certainly make a discrimination 

You want that three associations should be provided and the apex 
association should be brought about by convention and not bj- law 

Mr Curne That is so 

Mr Lamond You have suggested that the indigenous bankers 
should become members of ^he Central banking assoc at on Have you 
any suggestion to make wath regard to the rules on the points 

Mr Cunie I think it is a matter more for the Association to decide 
and how far an agreement could be ainved upon 

Dr Tup Indigenous bankers in the fiist instance should make their 
own association, should give up their trading functions and restrict their 
business to banking and should lay down rules in their association with 
regard to the publication of balance sheets and profit and loss accounts. 
All these things should be decided upon by the Indigenous bankers' 
association 

Mr Lamond You mean so long as these rules are agreeable to the 
Eeseive Bank^ 

Dr Trip Certainly 

Mr Lamond You say that the form of the balance sheet and profit 
and loss account of the Joint Stock Banks should be left to the control 
of the Board of Directors and the supervision of the auditors I am 
afraid specific rules must be laid dowm in regard to this matter 

Mr Cuuie This was put doivn in order to raise the argument that it 
is sometimes more dangerous to deal too specifically with balance sheets 

Mr Lamond I quite agree but the general public feel that the balance 
sheets do not always show the true position and they w^ant a balance sheet 
which they can understand I feel I cannot agree with ;your suggestion 

Dr Tup We can very well leave it to the directors and the auditorg 
"to deal with the matter 
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LaJa Harhishen Lai We have not had any case m court, so far as I' 
hncw, that this powei has been abused in India 

Sir PuTshotamdas Thahurdas I suppose Dr Tup is referring to what 
came before us in evidence in connection with the Bombay Shareholders’ 
Association 

Lala Harldshcn Lai They wanted facilities for transactions 

Sit PuTshotamdas Thakurdas They also wanted that the right vested 
in the diiectois of lefusing to register the shares of certain people should 
bo modified 

Lala HarJiishen Lai Brokers want to have the povei to transact busi- 
ness In some cases the dnectois claim discretion and say that they 
Lave to look at things from the management and administiation points of 
view Therefore, I feel that the Articles of Association should either 
specify the discretion to the directors in a certain way oi leave in general 

Dr Trip The proposal of the Shareholders' Association was that the 
pover even to refuse registration in the case of fully paid shares should 
be abohshed 

Lala Harlashcn Lai Wlicthei fully paid shares or not, brokers will 
look at it fiom then point of view and directors from then point of view 
If a man applies to my bank for transfer of shares, it is true that there 
may bo sonic who sav “let him not be a shareholder’’, but generally it 
is in the interests of the diiectois to have as large a clientele as possible 
Leaving that aside, what ^\ould you do in the case of corneiing’? Suppos- 
ing 75 per cent "want the shares to be transferred, what are the directors 
to do’ Aie they simply to transfer them, because the biokeis want it to 
be done? 

Dr Trip To a certain extent this is mixing up two things If they 
are deposited beforehand, they must be deposited with the company before 
a certain time 

Lala Harhishen Lai If they are deposited, then the shares may stand' 
in another name and the shares are not tiansferied by beaier deposit. 
It comes to the same thing 

Dr Trip That is a question of the closing of books 

Lala Harhishen Lai Unless the bearer deposits, it is no good he 
does not require new registration and theiefoie the broker's object is 
gained It is quite a different matter 

Dr Trip It is not merely a question of proxy The man is entitled 
to sell or buy his share 

Lala Hrhishcn Lai This reservation in favour of the directors is made 
to avoid the shares passing out into the hands of opponents and competi- 
tors Either it ought to be left as it is, or if it is to he more restricted, 
the conditions under which the restriction has to act ought to be specified. 
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•tbal> the maimei m \\hich account's axe tUawa up at piosont loaves much 
to be dosued because even those xaIio axe convoinant with nccount-keoixmg 
aie unable m inanv case? to gauge fioin the balance sheets the actual 
positioxi of a bank conceimng assets and Imbihties This, it is ingod, is 
one of the leasons vln many people hesitate to iclv upon balance sheets 
of banking inditutioiis ’ Msa I know whothov the oxpcils aie agiocd 
with the view that inoie infoiinntion should be giAon in the balance 
shoots^ 

Mr Cimn Wo d(. not tlnnk that un fuiihei mfoinuvtion need bo 
gi\en in the balance sheets 

Mr Lav} 011(1 One of the chief functions undei the Canadian Bank 
Act IS the establishment and eontiol of Bankeis’ dealing Houses I 
odmit this IS a aciv useful function As foi this couutiy dealing Houses 
aio of lecent giowth and then lulcs haA'e been moio ox less diaivn on the 
lines of Cloa.uig ‘Houses that axe m oMstence in Lncxpool, Biimingham 
and other places m Bxitaiu Do jou not agxae that the lulcs of these 
Clearing Associations in this countxA should bo based moxo oi less uniform- 
ly and one Cleaiing Association formed foi the aaIioIo of India? 

Mr Cas(<eh T a^iee that it Avill'bc bettex to have one dealing Asso- 
ciation for all India 

Mr Bucllcu The quobtion of advancing against shaios under blank 
1;ransfoxs aa as taken up by GoA’ernmont some time ago and Avas referred 
to the Anxious Chambeis of Commcico fox opinion on the giound that 
Govoniment aaoxc under an impression that banks did a A'exy large 
business xu this paitieular line As far ns the Exchange Banks are con- 
cerned at least the liigor and the oldoi ones do not as a xulo advance 
against shaios undci blank txansfoi, in the fust place for the leason that 
the slinxcs AAxth blank txansfexs attached are pxacticalh bcaicr scrip 
and thcxefoxo it is a question of snfegunxd and secondly, aa'o do not en- 
couiage OAOidxafts against speculation in shaios T AAont to laise a dis- 
cussion on this point with a moav to making a recommendation that it 
IS illegal to caxiA shnies on blank tiansfcrs 

Leila Haili^hcn Lai Whv don’t a on sai, that the stamp duty should 
be 1 educed’ Then this difficultA’- could be got ovoi 

Sir Purslwiavnla^ Thalindas So far ns the oxptits axe concoined, 
they saA that the pxactieo in then countiies is to liaAm hoax ex sciip wdiich 
is not the case in tins countiv Wo haAo got, thexefoie, to decide among 
ouiselves the point aftci looking into the practice in this country I do 
not think aao need discuss this point wuth the cxpoits 

Mr Currie It lefcis to all joint stock companies and not only banks 

Mr Buchlcy I AAould like to laise anothoi point AAdnch is not beforo 
Axs I understand. Dr Eiiedcxich, m Germany about a A'oar ago you 
passed a Isaa' that post dated cheques could be paid on piesentation w’lthout 
anv ponaltj 

Dr Fricdcuch That is so It aa^s xeallv a custom AAith many people 
in our countxy to issue cheques post dated To make the banker’s icspon- 
Eibxhty shorter and to make it easier aa-c passed a laiv that post dated 
eheques should be paid at the counter on piesentation 
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ilfr Lamond People generally contend that the present form le 
fenlty I agree that you must not legislate too much but at the same 
time you must show a balance sheet which will command the confidence 
ox the public 

Mr Curne When you in the balance sheei) show bad and doubtful 
debts on the side and ahow a corresponding reserve on the other then it 
may create a wiong impression in the minds of the public, I think 

Mr Lamond I am certainly with you in that respect I am against 
showing the bad and doubtful debts and the conesponding reserve in the 
balance sheet 

Lala Harlmhcn Lai I have read in banking ]Ournals that such and 
such demands of the public have been met by the bank concerned and so 
on 

Sir Purshotamdas Thalcurdas But is the investing pubhe in this 
country so well educated to undeistand these technicalities as they are 
in' England or other countries ? 

Dr Hydcr I think even in England there was a demand for the pro- 
ductions of umform balance sheets givmg more mformation 

Lala Harlmhcn Lai But you do not look at it from the banking point 
'^of view and what other people have felt in other countries The balanco 
'sheets published by the Imperial Bank of India and the Bank of England 
give absolutely the minimum details which are necessary for pubhe 
edification The general practice is for the Chaiiman of these Banks to 
make a speech in piesenting the balance sheets which will give further 
infoimation required by the public at laige interested in the bank 

Dr ILjdcr I understand that theie was a demand m Germany for 
moie information being'made available in the balance sheet so as to show 
the tiue position of commeicial banl\ing 

Mr MacDougall Is it to the advantage of business that balance 
sheets a e literally followed as given m the Indian Companies Act I do 
fairly detailed balance sheets In some cases vou will simply be giving 
extremely valuable information which w'lll help your opponent’s trade 

Dr Hydcr If the balance sheets aie piesciibed to be drawn up m a 
particular form then your difficulty could be gox over and there woidd be 
no objection 

Mr Lamond ‘Without going into the question of detail, we are now 
only on the question of unifoimitv 

Lala Harhshen Lai So far as India is concerned, there is more 
umfoimity than m other countiies provided the form of the balance 
sheets are literally follow'od as given in the Indian Companies Act I do 
not know exactly what change you aie advocating m the balance sheet. 

Mr Bamdas Pantuhf The following appears in the Memorandum 
approved by the sub-committee on “Banking Beguiation” in paia 76 
which reads — “There appears to bo a general demand that balance 
sheets should contain moie infoimation than what is embodied theiem 
ai piesent Eoim F of the balance sheet prescribed by the Indian Com- 
panies Act IS not considered comprehensive enough and it is suggested 
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cccounts Tviiich belong to other brancheg by virtue of its being a Govern- 
ment bank? 

Mr Gume Well in future Tve do not consider that the Imperial Bank 
will have all those Government funds because it will not be the Eeserve 
Bank 

Br Trip, Do you think that one of these deposits would not have been 
transfeiied to the Imperial Bank if they had not had these Government 
balances'? 

Mr Rushforth That is evidently the suggestion here 

Dr Trip I do not believe that I think it is due to the good name 
of the Impenal Bank 

Mr Rushforth I do not read it hke that at all I ]ust wanted to bring 
that point to your notice The only other thing that I wanted to mention 
was another point on the protection of banks Suggestions have been 
made on the hues of the Leeman’s Act m England that m the transfer 
6t shares on the Stock Exchange the number should be given Banks 
have suffered in India through these bear raids on bank shares Another 
'Suggestion was that transaction on bank shares should be for cash dehvery 
only and forward transactions should not be allowed 

Mr Currie Are there a great many forward transactions being trans- 
acted 9 

Mr Rushfoith 1 could not tell you at the moment Erom lime to 
time there have been and there is nothing to prevent them 

Mr Lamond The Bombay Stock-Exchange have stopped them tem- 
porarily 

Mr Rushforth It is a question whether you think anything should be 
done to pi event these beai tiansactions on the Stock Exchange in respect 
of bank shaies in the Indian banks? 

Mr Cassels The mattei is covered if the scllei has to give the num- 
ber of the shaies 

Mr Rushforth Would yoi be m favour of a regulation somewhat on 
tht'^e hues? 

Ml Cuine Yes 

Dr Tnp What is the harm that is expeiienced in the banks If you 
have beaiei shaies as 'we have in Holland, what is the difference between 
the beaier shaies and these suggested shaies? 

Mr Cassels The leason ^s if the seller has to give the number of the 
shaies he is selling he cannot sell a bear 

Mr Lamond He need not give the numbers until the date of delivery 

Mr Cassels He is supposed to give the numbers when he makes the 
sale 

Mr Currie That does not cover your forward dealing 

Mr Cassels It coveis shortage If the stockbroker goes into the 
market and sells bank shaies he must know vhat shares be is going to 
deliver and if he does not have the shaies he cannot give the numbers, 
w'hich shows that he has not got the shares 

Mr Rushforth Dr Tnp does not seem to be in favour of any such 
restriction 

Dr Tnp I am not in 'favour. 



643 


Mr Buclley' We considei it not quite honouiable to issue post-dated 
•cheques The reason for issuing them is not fai to seek, viz on the day 
the cheque is issued the diawei has no cover at the bank but expects 
some money to be put to his credit on a futuie date In this country the 
position is that if a bank pajs hy oveisight a post dated cheque it is "held 
hable 

Ml Casseh The position m other countries is exactly as Mi Bucklev 
has ]ust said that the bank is liable if it paj'S before the due date marked 
on a cheque We, hove-sei, consider it quite honourable to issue post 
dated cheques As a matter of fact, I myself have done so 

Mr MacDougall In commercial cncles it is the general practice to 
release the goods only on receipt of a cheque horn the customer and that 
being so post-dated cheques are commonly in vogue 

Mr BvcHcii Why should a bank be penalised for cashing a cheque by 
.oversight when presented before the due date’ 

Mr MacDougall If the bank commits a mistake then it must accept 
'responsibility 

Dr Fnedeiich Such post-dated cheques il issued without cover at 
the bank \\ill be considered a fraud in our country And so the real effect 
of the law which was recently passed is leally foi the good of the people 

Mr Gassels Supposing you had some one vho owes you money and 
he gives you a post-dated cheque You have that document on which to 
sue him in case of accident It is useful in that respect 

Ml BucTxley The man may have the money in the bank but the bank 
in the oidmaiv course of business may pay thiough an oversight 

Mr Devadhar The percentage of such post-dated cheques is quite 
small Why do you want to deprive the people of this great facility’ 

Mr Bucldey I do not wish to depiive people of that facility at aU. 

I do not wish to prohibit people giving post-dated cheques What I say 
IS if a bank by oversight pays a post-dated cheque before the date of the 
cheque it should not be liable 

Mr Bushforih Mr Cuine, you weie discussing with Mr Pantulu 
the question of the Imperial Bank opening branches We have asked 
most of the banlang vituesses who ha^ve been before us if there have been 
any cases where they have had to close down branches because of this 
competition and I think that the leply has been m the negative I should 
rather like to have your opinion on these statements which have been 
made by the Allahabad Bank The first one is legaiding the effect of 
the openmg of branches by the Impeiial Bank on Indian ]oint-stock 
branches They say it has been detrimental to the existing branches in 
the various centies wheie the Impeii.^1 Bank opened branches They 
further state that it is easier to build up a business by attracting customers 
away from an established bank by the offer of lowei rates than by pioneer 
banking in an entiiely undeveloped district, and that the iisk of such in- 
trusions of which they have had expeiience must act as a deteiient against 
a policy cE hianch development on the pait of the indigenous Banks Do 
you think that anything calls for consideration in eithei of those statements ’ 

Ml Gwne As legaids the Imperial Bank or the Beseive Bank 
Mr Rushfortli The branch activities of the Imperial Bank I gather 
that you are in favour of unrestneted competition and you do not consider 
the fact that the Imperial Bank might go to places and take away 
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Devadhai We aie to take it that you would not be m favour oh 
icslnctmg the business of Co-opeiative Banks too*^ 

Ml Gurne No 

Dr Fiicdcricli Xt is not cleai what is meant by Co-opeiative bankings 
Of couise Go-opeiative Banks may have co-opeiative banking because the 
Co-opeiative Banks aie alw'-a 3 s foi the membeis with legaid to eiedits 
Of com BO I should be against anj lestriction in case it is meant that the 
Go-opeiativc Societies should not be allow'ed to take deposits fiom non- 
membeis 

D) Tup The question ot Co-opeiative banking is a special question, 
so when we came m this inemoiandum to banking legislation w'e thought, 
it wise to leave the co-opeiative banlung outside om puiview 

Ml SaiLei Can vou give us an idea of the note issues and other liabi- 
lities of the piincipal banks in Canada'-' I ]ust want a lOugh idea 

Mr Cassels I think I could get it foi you I could tell you pietty 
w,ell that the total note issue in Canada up to 30th Septembei last was 163 
million dollaib All the othei liabilities aie on othei sections 

Ml jS'aikc) Item 43, jou saj if that piovision is made then theie 
will be competition in the development of banking In Canadian Banks 
have the Managing Diicctois to be Canadians^ 

Ml Cassels The majoiity I think the Act leads “the majoiity of 
Dneetois must be natuialised subjects of His Majesty domiciled in 
Canada” 

Ml Saikci li we make a piovision like that w^ould that hamjier the 
giowth of oui banking^ 

Mr Cassels It might When this provision w^as made in Canada all 
the Diiectois of the banks at that time came under this categoiy There 
was nobody left out, so that there were no distinctions to be made It 
was perfectly easy foi the few banks to get together and lay that dowm 
as law But anv new bank coming into the country has to abide bj" these 
legulation^ 

Ml Sailei If a similar provision is made here w'Ould that 

Ml Cassels What can jou do about the foreign exchange banks ^ 

M? Ca,lxci You say the new banks must conform to these regulations 
Do 30 U think that for the development of our ccuntr-^' more foreign banks 
arc necessary^ 

Di Tup I do not say that I do not tlunlc it would be wnse to mtei' 
fere with the present conditions of the country, and the piesent conditions 
of the countiv are veiy well served wuth legard to foreign trade bj’’ the 
existing foreign exchange banks As a consequence of that opinion w’^e 
left out this piovnsion because we think it would do harm to the banking 
position of the country 

Ml Sarlvcr I am tallung of the future 

Di Tup I cannot see that there would be much liarmi if you wanted 
such a provision for new banks being established in this countiv We 
took it that this provision w'ould also apply to the piesent state of affairs 
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Mr Currie I do not see that the lestnction js going to be very much 
needed I think that the selling of a large quantity of bear shares of a 
bank v-ould be a very dangerous proceeding ^ 

Mr Cassels It would not be a dangerous pioceeding, it would be a 
veiy deplorable one foi the standing of the banlt 

Mr Bushforth It was veiy noticeable on two occasions m India It 
was really those occasions which biought the question up, and something 
ought to be done to stop it 

Dr. Tnp Do you not have that with regard to all kmds of shares ^ I 
am not much in favour of stopping even speculation Speculation can 
have a very useful effect 

Mr Currie The point is that speculation affects the credit of a bank 
very much more than any other concern I can see no objection to 
demanding the numbers of the shares 

Mr Bushforth I think the less lestrictions, the better, but if m special 
Indian circumstances they are going to br advantageous I think we ought 
to be prepared to introduce them 

Dr Tup We have never experienced such a case in Holland 

Mr Bushfoith At any rate you would have no definite objection to 
at 9 

Ml Cassels Do you foresee any hardship cn the point of preventing 
a man from selling bank shares'^ 

Mr Bushforth I see none mjself except from the point of ^lew of 
the bank 

Mr Cassels The fact that the bank is a quasi-public body is sufficient 
to safeguard attack in the stock market which would not only depreciate 
the value of those shares but would have a very serious effect on the entire 
market and on the standing of the bank 

Mr Bushforth Dor mstance only about 3 days ago the "Statesman” 
had a leaderette on the bear raid on the Imperial Bank shares I do not 
know if it was mspired or not but at any rate the fact called for comment 
in one of the leading newspapers 

Mr Cassels The inference being that somebody was selling the shares 
who did not own them That happens with every stock It is all light 
vith ordinary stock, it is only a question of whether the bank should not 
be protected Therefore I would be rather in favour 

Mr Devadhar On page 2 you have 5 divisions, the various proposals 
for consideration Under No (i) “Those which would hamper free com- 
petition and the development of bankmg and which ought not to be 
adopted” Are we to understand that you would certainly not be in 
favour of restriction with regard to 10 and 11^ 

Mr Gume The first is rather a special subject and we do not deal 
with that very much here 

Mr Devadhar You have simply grouped 5 divisions and I should 
like to Imow whether the first group also applies to Nos 10 and 11 

Mr Curne No 10 is alreadv more or less covered by the operations 
of this business of Co-operative banks by special legislation 

Vor, TV ^ ^ 
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Ml Lamoiid Tnere was no loss m that case 

Sit PuTshotavidas Tholcuidas India is the only country where foreign 
banks woik with capital obtained locally There is no other country 
appioaching it I wonder whethei you are disposed to see the demand 
for protection from the Indian pomt of view If you must allow these 
banks to work with local deposits, m case of a failure> the Indian assets 
should be reserved for Indian creditors Whether it is feasible or not or 
to what extent it is feasible is a different thing, I cannot see, as Dr Tnp 
does, it would be unwise it would be only fair to the Indian taxpayer that 
Oovemment should ensure this to the extent they can 

Dr Trip Banks in a country are of such great importance to the 
whole economic structure of the country The expenence of Europe has 
been that if a bank gets into difficulties Government has to step in to help 
it I am absolutely convinced that m the case you referred to, if Gov- 
ernment had not stepped in, there would have been losses Even if you 
had a provision in the legislation m thi^ country reserving the assets, what 
aie these assets? Especially those of foreign exchange banks are only bills 
that travel from here to all parts of the world 

Sii Pursliotamdas Thakurdas Whatever they may be — ^they may be 
local inland bills m the portfoho, cash, on hand I know of one case 
where the manager did not know the previous evening that he would have 
to close down his branch the following mornmg The position of the locsd 
branch was qmte solvent Would you consider it unfair on the part of the 
Indian legislature to secure the position of the local depositors? 

Dr Tnp I feel that it would raise very great practical difficulties In 
the case of insurance compames it is done bv compelhng them to give 
securities The operations of foreign exchange banks involve very large 
amounts and I think such a provision would hamper possibihties Some 
foreign exchange banks may even say that they would prefer not to work 
m this country, and I do not know -Aether it would be to the good of the 
country 

Sir Purshotamdas Thdkurdas Witnesses before the Committee have 
stated that foreign exchange banks should be requiied to deposit, with 
provincial Governments, secuiities of the market value of Es 5 lakhs m 
respect of every office m each province on the parallel of msurance com- 
pames There is very strong feehng, and I personally feel after having 
heard the witnesses and your ovti view that you cannot indicate any form 
of protection even in case of hquidation, that it is a httle hard that the 
Indian investor cannot have any such protection to the extent possible 
Eoieign banks may have no assets here in. which case of course heaven will 
have to help the depositors But if they have assets m India why should 
the Indian Government allow them to go into the common pool out of 
which probably they will get only one penny? 

Mr Currie If you are to attach the Indian assets of an exisiang hank 
y on will have to give up your claim on other assets 

Sir Pursliotamdas Thalmrdas That is' true After all the law of the 
land rules supreme 

Mr Gut Tie In England a creditor would not have any claim on the 

other assets of the company or the surplus if he attached the assets pledged 
to mm 



547 


Mr Sailx.er'- On page 4 of yom memorandum you say tlie form of tbe 
balance sheet and profit and loss account should be left to the disci etion 
’ of the Board of Directois and the Auditors 

Mr Cuinc That we have already discussed with IVIi Lamond 

Sv Piirsliotamclab ThaP-urda’i 1 haie two ai three questions on which 
I would like some information 

Sit Pmshotamdas Thalnrdas Paragraph 142 of office note on Banking 
Pegulation The suggestion is made here that depositors of non-Indian 
banks working here with then head offices outside India should be pro- 
tected Is any such protection given in an} of the countries represented 
here^ 

Mr Gunie It is not so in England 

Dr Fnedencli Not in German} 

i\f? Ca<!sch Canada has no foreign banks 

Di Tup There is a big German bank in Holland which has not been 
formed under Dutch law^ We make such provisions wnth regard to 
insurance business, not with regard to banks 

Sti PuTslioiamdah Thalmidas Bearing in mmd \oui recommendation 
that foreign banks should not be disturbed, and the fact that the affairs 
of foreign banks are not known in India as accurately as they w’-ould be if 
they had then head offices in India, do you not think that the demand 
that in case of liquidation then Indian assets should be reserved for Indian 
creditors is a reasonable one^ Or would you consider such a provision b\ 
statute unreasonable^ 

1 

Dr Tup I must sa} we did not discuss the point, but m-v personal 
view IS that although on principle it would not be unreasonable, it would 
not be -wise to do it For, if every country where a foieign bank is work- 
ing did the same it would have to split up its assets against its liabilities 
in several countries, and the position of the whole institution and perhaps 
of all the creditors would be weakened 

Sir Pmshotamdas Thahvidas I have been seeking information as to 
whether there is any other counti\ in which foreign banks work with local 
deposits to the extent they do in India, and I still have not got anybody to- 
tell me that there is another such country 

Dr Tup Apard from Dutch East Indies ' 

Sir Purshotamdas Thahindas What is the proportion of indigenous 
deposits in foreign banks m Dutch East Indies^ 

Dr Trip I could not give you at the moment I wnll try to get you 
the rnfoimation 

Sii Pmshotamdas Thalmidas In India the position is roughly foreign 
banks, 70 cioies, indigenous banks 70 erores, and the Imperial Bank 
70 erores 

Lola Hailiishen Lai Indigenous banks only '62 erores It is less than 
cne-thiid 

Sir Purshotamdas Tlialcurdas It is roughly one-thud The whole point 
IS that foreign banks have more than one-third I Imow a our opmxon that 
thev should not be disturbed Suieh the Indian tax-payer must have some 
statutory protection in case of anv of them going dowTi We had one case 
tw'o years back 


2 L 2 
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the stock exchange On the ^hole they succeed m creating want of wn- 
fidence The Indian mvestoi is sensitive and anj vague rumour set afloat 
upsets him It has been suggested that some oigamsation should oc avail- 
able against such tiuculent shaieholdeis and such efforts Is there any- 
thing hire that m any of the countnes’ 

Ml Gw lie I have not heard 

Di Tup IMy impiession is \\e had similai cases I am convinced you 
‘can iieAei pievent such things by legislation The onlj thing thau was 
done n<is a dfdaiation b^ the Resei-ve Bank that the Bank was quite 
sound 

yl/i CabSiJs T lemembei onh one case It stalled leally as a mattei 
of blackmail, which was lefused No legal lestnctions could have any 
effect 

Di Fuodciich No legal lestiictions m Gennany 

Di Tup If ^ou have a leseive bank m the counti’v they can make a 
statement about the leal state of aflaus That is the only useful thing 
I can think of 

Ml Ramdas Pantvhi Theie aie two conciete instances fiom tther 
countries Legislation to ple^en^ \e\atious complaints on the lines of the 
English Vexatious Indictment Act and of the Costs in Ciiininal Cases Act 
has been leeommended That is ically a piotcction 

Sii Pinshotamdas ThahiiTdas Para 163 lefeis moie to defamation 

Ml Ravi das PavtuUi We can niocced ciimmally m case of vexatious 
complaints 

Sn Pwshotaiiidas ThaKwdas It does not lefci to banks alone Befoie 
the suit was hcaid .md the vaiious details gone into the bank might pio- 
bably be finished I wish to ask a question legaiding Appendix I of your 
memoiandum Tlieie you suggest that Indian banking should be oiga- 
nised into 3 ^ohintaiy associations and on Mi Eamdas Pantulu’s sug- 
gestion ^ou added a fouith, pioMncial coopeiative banks It stiikes me 
veiv much, if I ma^ '5a\ so, as a case of difteience without distmcvion 
Instead of dividing these foui limbs of Indian banlcing intO' foui eompait- 
ments, why^ not have one association and let it woidv as one body where 
main questions aie coneemed and m sub-oommittees accoidmg to the re- 
quiienients of vaiious inembeis What is the diffeience you make between 
exchange banks and Indian pint stock banks’ 

Ml Cwup I think that thoie wall be no objection if both aie in 
the same association 

Su Put shoiaiiidas Thalnrdas What is the distinction you make 
between indigenous bankois and these two classes of banks wdnch you aie 
pippaied to amalgamate into one*’ 

Ml Ginm Indigenous bankets aie paitially bankeis and paitially 
tiadeis We thought to begin with a gieat many of the lules lelntmg 
to joint stock banks w'^ould not be applicable to indigenous bankeis, that if 
w^e started with one bankets’ association it would exclude a gieat manv of 
the indigenous banlicis, and that theiefoie it would be better to have a 
separate indigenous bankets’ association w'hicb could improve and modernise 
the piactices of the indigenous banker and which w'ould at the same lime 
he in touch with the central bankers’ association and through it with the 
othei hankers’ associations 
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Mr Sarkei To the extent of security you get the full value and for 
the portion unsecured you get a share along with othei creditors 

Mr Currie I do not think he can get it 

Mr Barker In India it is the case 

Mr Cassels The practice in England is that if a bank has securities 
for advances made to an insolvent, it has the option either to hand over 
the secuiities to the liquidatoi and take its chance with the general body 
of creditors oi use them to liquidate the advances 

Lola Harkishcn Lai English law about secuiities is not the '.ame as 
the Indian law In England they have to make a choice, but heie we say 
in oui agreements that if the money is not lealised out of the secuiity, the 
balance will come for its shaie in the general assets The form of agite- 
ment is different 

Mr Cassels In case of liquidation of a company all the ci editors 
receive a circular letter from the hquidator giving them the option of re- 
taining the securities they have with them or handing them over foi a 
share in the general pool 

Sir P urshotamdas Thakurdas If any such legislation was passed, do I 
undeistand that it is your opinion that it would make the Indian market 
less attractive for these banks to work here, or would it hit the clientele 
of these banks here^ 

Mr Cassels I think it would be disadvantageous to the countiy as a 
whole It might induce foreign banks not to come here in future and to 
arrange to withdraw support to foreign trade at the present time They 
might say m the face of these provisions our only protection ivill be to form 
an Indian company with a small capital and lower our liability The 
effect would be a bad one so far as security foi depositors is concerned 

Mr Currie In any case you might assume that it would tend to make 
foreign exchange banks keep as much money out of the country as they 
could 

Sir Purshotamdas Thakurdas Piotection of banks fiom un3ust attacks. ^ 
para 148 As you might have noticed there are two distinct views Some 
30int stock banks think that law should give them protection from such 
attacks One share-holders’ association feels that no such protection 
should be granted The accentuated form in which this difference has 
developed in the last few years, I believe, must be considered as somevvhat 
exceptional to India and perhaps to Bombay I wondei if you have 
acquainted vourself with this somewhat novel trouble of ouis and if you 
have any views regarding paia 148 

Dr Trip That point was dealt wnth in Mr MacDonald’s evidence He 
was absolutely right in his position that in the interests of the banks them- 
selves it would be moie dangerous to do that than to leave things as they 
aie now 

Sir Puishotamdas Thakurdas In connection with that I thought! I 
would tell you the other side of the position Share-holdeis w'ho do not 
get adequate credit put questions at the general bodv meeting, challenge 
the balance sheets, and so on and so forth In the case of Police Court 
niosecutions auditois aie put in the witness box and examined days after 
days Simultaneously an attempt is made to nariow down the shares m 



Mr Ouine On page 2 of oui note, sub-section (in) of tbe objects of 
certain pioposals, we have made it cJeai that tbe power of tbe Reserve 
bant should be enbanced with tbe specific idea that no supeiionty complex 
should prevent any ebgible bank fiom attaining tbe right of joining m 
the Central Banking Association 

8tT Pul sliotamdas Thalourdas Youi scheme therefoie does not neces. 
sarily contemplate keepmg the various members interested in these groups 
separate ? 

Mr Currie No 

Dr Tnp Oui ideal would he that all the membeis of the separate 
associations would be membeis of the apex association too 

8ti Pw sliotamdas ThaLurdas Oi, the apex association may have all 
these associations and they may voik as sub-comrmttees accordmg to 
requirements The less you have big associations the better If you 
have a number of Banking Associations, vou will have the grievance that 
they are not getting adequate facilities, so that the whole can be made 
into one group 

Di Trip That would not be piacticable especially m the beginning 

8ir Purshotamdas Thalnirdas What is it that you think would not 
be practicable 

Ml Curne Some of the indigenous bankers are now very small and 
they are domg business w'hich is outside the scope of banking 

Sir Punhotamdas Thaluidas Assummg that there are a number of 
small banks, there ivould be at least 25 or 50 big enough for any purpose 
Would you not let those come into that common group? 

Mr Cume Certainly 

Sir Purshotamdas Thahuidas If you begin with them instead of think- 
ing about the small banks, I think it w'^ould help the matter 

Mr Gw fie But there w'ould be some bankers who would be left out 
in the cold 

Sir Purshotamdas Thakwdas They wiU look after themselves and form' 
mto an association and make themselves heaid But if you keep them in 
separate groups and then say that they can come into the apex bank once 
or twice a year and put forward their grievances, that W’ould not be 
satisfactory 

Ml Cume That was not our idea 

Sn Pdi sliotamdas Thahurdas That is hoiv it struck me I shall lead 
oui to jou the marginal note which I made as I read your memorandum 
“one body with sub-committees to deal with details of the special diffi- 
culties and facihties Why have three?” 

Dr Tnp Because we Ihink that there mav be indigenous bankers, 
especially in the begmnmg, who would restrict then business to banking 
and who may be prepared to follow* the regulations of then Association 
but thev are too small to be admitted by the Reserve bank for^ re- 
discounting facilities It would be advisable to bring them together, 
still they should be given inducement to become a member of the apex 
association by being admitted by the Reseiwe bank 
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Str Puisnotamdas Thalcurdas Suppose we put down the qualifications 
of the indigenous banks faiily stiictly, would you then object to then being 
amalgamated mth the othei two and made one association^ We have 
not decided the details of it Why I ask this question at the moment is 
the Indian financial woild seems to be divided into two gioups, one banks 
■and the othei ba/aais It is an uphill efioit to bung them togethei, and 
'even if you put them together now it will be 10 years or moie befoie yon 
will have a healthy unit m which they will all think and wnrk But if 
we bimg them togethei this result wall be achieved eailiei than othei wise, 
and some of those annoying things which one heais may disappeai Do 
you see an-y objection in pimciple to all of them oecupymg the same ..ssoeia- 
tion building, and having access to the committee loom^ They can of 
course divide tliemsehes into vaiious sub-comraitfcees and woik out then 
own difficulties and secuie facilities 

Mi Cuinc In pimciple I see no objection M} feai liowevei was 
that bj having only one association to start with gieat manj people might 
be left out of it I tbeiefoic wcanted something betwnen the Cential 
A'^sociatum and the nioie specialised ones in oidei to bung them ill togethei 
eventually 

Di Tup If the Ccntial Association should only include as membeis 
those wdio aie admitted by the Eeseive Bank foi giant of discount facili- 
ties, that would be a stimulus foi all the membeis of all these associations 
to tiy and be admitted b} the Beseive Bank Now they can all be membtis 
of one association, but some will be membeis of the apex association 

Di Tup In oidci to give an inducement to them to come into the 
apex association 

8n Pinshoiamdas ThaLuidas My point was that you lay dowm ceitain 
ruling foi membeiship of the apex association and leave it open wntbout 
-distinction, wbetliei a man is an indigenous bankei, a joint stock bankei 
01 an exchange bankei These distinctions must disappeai, paiticularly 
because sentimentallj tbej aio vciy unwise Tlieie is an inteiiority com- 
plex bi ought on, wbetliei it is intended oi not I am not concerned 
wlietliei it IS justified oi not It ought to go and eieiybody wdio woiks 
m Ibo field of Indian finance and has some qualification as a chartered 
bank oi national bank ought to have access to that paiticular institution 
I feai theiefoio that the apex bank membeiship wall have to be left open, 
inespeclive of wbethei an exchange bankei indigenous bankei oi joint 
stock bankei seeks admission 

Bi Tup Thai IS oui intention the only doubt is wbelbei be would 
have discount facilities wath the Reserve Bank 

Sir Pinsliotamdas Thahuidas If the indigenous bankei has that faci- 
litj', be shall be a membei of Bic apex association Wh^ then cln \ou want 
various special associations? 

Bi Trip We think that these associations could do veiy useful work 
m laying dowm lules foi then membeis to adopt and these lules should be 
specially adaptable by indigenous bankers, but as soon as an indigenous 
bankei is admitted by the Reserve bank, then he becomes a mombei of 
the apex association 



554 


Di Tiijj 1 quite agiee ^^^th joui explanation of the question My 
•expeiience has been that the Keseive bank has always to keep its decision 
flee, \\hethei it is piepaied to take the papei of a hank or not, and 
I do not tlnnk it even possible foi a Eeserve bank to lay down the rules 
to ■\\hich they should be bound, and on the basis of which they may say, 
“we piefei not to take so much papei of that man and so much from 
anothei man vho has the same capital ’’ 

Sn Pinshotamdas Thakuidas What -sou mean is this aftei having 
taken A to M as peisons whose papei thp\ will discount, J may have 
incuired a loss oi his position may have deteiioiater] that Ins ciedit may 
be leduced fiom 5 lakhs to one lakh foi le-discount purposes Even 
then the Eeseive hank would not disable him by not i e-discountmg Ins 
papei to the extent of at least a lakh? 

Ml CiiiiiG No 

Sii Pinslioiamdas Thakwdas ]\Iy ciedit may be five lakhs, I may 
liaic lost niy inonej and leduced nij ciedit to half a lakh, but I am 
still on the Impel lal Bank list, and as long as I am on it, I am ipso facto 
ehgible foi membeiship What I w’-ant to make cleai is that there would 
be a common point wheie all, iiiespective of then lace oi then avocation 
would be eligible foi membeiship Is that youi idea^ 

Ml Cm no Yes 

Sn Pinslioiamdas Thalmdas Does that meet \oui point, Di Hydei^ 

Dt liydci It conics to the same thing wiiethei you begin fiom the 
top 01 iioni the bottom and it centies louiid the limit of the extent of le- 
discoiiiit hicilities available If a man ig a membei of the Cential Bankeis’ 
Association, he must give to the Central Bank the light to deteimme the 
amount 

Sii Pinslioiamdas Tliakindas That does not matter We aie both 
members of the apex and we should be eligible to become members 

Di Ilydci Suppose, of the membeis of the Cential Association, 45 
-aic indigenous bankeis, out of these 45, the Epsciie bank wall say vhat 
the papei of about 30 is good , legaidmg the otheis the limit may be from 
5 to 1 They aie =lill members of the Cential Bankeis’ Association 

Sii Purshofamdas Tlialmdas How can they he 9 

Di Tup I lUw can onh iieconie membeis of the Association after 
they have been admitted bj the Eeseive bank 

Di IIyd( I If \»o 'triced fiom the othei end, theie ivould only be 
one Ceniial B uikeis’ Association which would laj”^ down standards and 
lules and there would be no doubt in the mmd of the Eeseive bank legaid- 
ing the remanimc 15 m 'ipite of then being members of the Cential 
Association Th- leniammg would saj ‘ We aie small people but we 
must hare an Association of out owm That is how’’ it appeals to me 
Lei us biine oinc.(-npc iliP lore'' of the standards set bv the Eeserve 
Bank We sh-'ll then be entitled to the privileges granted by the Eeseiwe 
Bank regarding le-discount facilities ’’’ 
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Sir Purshotamdas Thahurdas If the indigenous bank and the Indian- 
joint stoclc bank piefer it, the Cential bank would be open to them, 
so that the various inteiests could voik together m a common association 
You see no objection to it? 

Di Tup Does that mean that \ou 'will have the condition that the 
discounting facilities from the Deseive bank would lapsed 

Sn Pui sliotamdas ThdJcurdas Why should it lapsed 

Dr Tiip I do not see hov \ou conclude from vhat we ha^e said that 
the apex association w'ould be closed to ceitam groups of banks 

Sii Pui sliotamdas Thai uidas That is the impression 1 got 1 ma\ 
be wrong 

Di Tup I onlj”^ asked to make the point clear We never had that 
impression 

Sii Pui sliotamdas TliaKuidas All I can sa-^ is that I do not understand 
it in the sense that j^ou meant it 

Di Tup It may be my fault 

Di Hyder There is one pomt about which I am not quite clear. 
Supposing there weie not many associations, but only one simple body, 
that w'ould mean that eveiybodj vho is a member of the Central Asso- 
ciation would have the light to have then bills le-discounted I do not 
know' if you would give some discretion to the Eeseive bank to pick and 
choose or say that every member as a member of the Association should 
have that light 

Ml Gimie We would give the determining voice to the Eeseive bank 

Dr Hyder In my opinion \ou must leave the discretion as to whose 
bills they are going to re-discount with the Eeseive banlv If am sugges- 
tion relating to a particular bank came up for discussion and if it was 
a membei of the Central Association, the Eeseive banlc would saj* that 
the bank was a membei of the As'^ociation and that their bills would be 
re-discounted 

Sir Purshotamdas Thahuidas I looked at the question this way 
The Eeseive bank would lai down certain minimum qualifications for 
those whose bills it would le-discount I do not think the bank can be 
allowed to pick and choose A certain limit wall be fixed, Es 50,000 
one lakh, 5 lakhs or 10 lakhs Banks having a certain capital and 
acting up to certain requirements of the Eeserve bank will have their 
bills re-discounted 

Mr Gunie It is usuall-y the case with Central banks which have been 
working foi some years 

Sir Pui shotamdas Tliahuidas Theie wall be knowoi qualifications which 
would be known to everybody and banks and persons who want to aspire 
to it w'ould W'oik up to it Having done that, all those whose bills are 
re-discounted w'ould ipso facto be eligible to become members of the apex 
association, whether indigenous bankers or joint stock bankers oi Exchange 
banirs Then the distinction goes 



Mr Bamdas Pantulu Undei youi “proposals relative to subjects that 
ought to be left to the control of the Board of Directoxs and the supervision 
of Auditois”, you have (a) provision for adequate cash reserves 2^o 
question %\as asked on this matter, but a good deal of the tune of the 
Banking Enquiry Committee was taken up on the subject and some of 
the witnesses said that some kind of standard should be fixed. I only, 
want to know Avhethei in othei countries any regulations of a binding 
chaiactei exist or whether these are left to the Directors m each case. 
In paiagiaphs 73 and 74 of the office note, certain suggestions have been 
made m tins regard Have they any parallel m the banking system of 
any other countiy by way of regulations'’ 

Di Tup In my countiy there are proper regulations for the allocation 
of profits in the Aitiieles of Association In all cases the shareholders 
have the right to reserve more than is provided 

Ml Ramclas Pantulu I was thmking of the cash reserves to meet the 
depositors’ and the ci editor s’ claims It has been suggested that 15 or 
20 pel cent of free cash or Government securities must be always reserved 
as a matter of safetr to the investing public and there has been varying 
opimon in the matter Apart from what you keep with the Eeserve 
bank, do you consider it neeessai-^ for jomt stock banks to keep certain 
reserves either as cash or liquid? 

Dt Trip In my countij cash reserves are left entirely to the bank 
itself Banks are not compelled to keep even cash balances with the 
Eeseiwe hank Ther are absolutely free I should not be in favour of 
keeping cash balances m Government security 

Ml Bamdas Pantulu With regard to co-operative banks? 

Dr FnedeiicTi I have no infoimation with regard to cash balances^ 
but with regard to reserve funds 
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' Sir Puishofamutih Thakiadas You look at it fiom one point of view, 
it struck me fiom the othei point of view I feel that vhat would eithei 
appeal to, oi if I ma}' use the void, annoy the indigenous hankei oi the 
local ]Oint stock bankei, is these watei -tight coinpaitments and I peisonally 
feel that it v ould be unfoitunate to peipetuate them if we can avoid it 

Mi Buckley I agree with 50U Inasmuch as the Ghambeis of Com- 
merce have vanous inteiests and these inteiests aie all regulated and 
looked after by sub-committees, it seems to me that the banks may have 
one Association and a suh-commitiee of indigenous bankers, and a sub- 
committee of joint stock bankers, etc Up to now, there has not been 
any contact between the vaiious bankeis m the countiy and I feel that 
If ve had separate associations we vould not progress veil much turbher 
I think therefore that we should have one Association and sub -committees 
to run each section Because a bank is a membei of the Central 
Bankers’ Association, I do not see that d should expect the Reserve 
bank to take its paper 

Dr Tup It can only be a incmbei aftei it has been admitted by the 
Reserve bank 

Ml Buclxlcy Suppose a banker becomes a membei after his papei has 
'been taken and then something happens and his papei is no longer taken, 
has he to lesign his membership'’ 

Di Tnp Yes 

Sv Puishotavidas Thahiinlas There are various wajs in which it can 
be Full members of tire Central Banking Association and Associate 
members A cautious bankei would not care to be a full member seeing 
that the Eeseivc bank does not discount his paper after five years and 
he would suffer prestige, Uieiefoie lie would content himself with being 
an associate inembcri and taking pait in the Association without the 
Tight of voting I w'-ant them all to be brought together and let them 
see each other in close quaiteis and you mar find that it would keep 
things steady sooner 

Ui Tup In order to tulfil what jou have in mind wnth regard to 
indigenous banking, do ^ou not think that the"^ ought to have separate 
Associations to make lules and to make then members comply with those 
rules ^ Even if you have a geneial Association -^ou ought to have a 
separate Association of the indigenous bankeis 

Su Ptirshofamdas Thahvidas I think that if a few of them the top 
lights, weie in the mam body, they would perhaps build up the Associa- 
tion much sooner That is what I am expecting, I may be wiong All 
I wanted to get at fiom you was whether you really w'ant to perpetuate 
separate Associations If it is feasible to put them in a common form, 
would you welcome it? 

Dr Tnp Yes 

Dr Hydei As regards the superiority complex pomt of view , I think 
"that can be got over if you come withm the Central Bankers’ Association 
Secondly, you must give full discretion to the Reserve bank to discount 
the papers of individual banks 

Dr Tnp Absolutely I agree 
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Lola Hathtshen Lai Muiualh ngieed'* 

Di Tiq) Yes 

i\/7 Dcvadliai You said tlieie was a scpaialc rate for agiicultiual 
papei 

Dr Tnp Yes, it was I pei cent higliei 

Ohaiunaii I want to diaw 3 'oin attention to questions Yos Y24:7 and 
3248 fiom ni\ leading of these .inswois, it seems to me that they tiiod 
to do it, but found it h.id no tfioti and thc^ {oolc the opposite couise^ 

Di Tup It cannot fiaAc anj chect i] tJicie aio no bills, as w'as 
obviouslj the ease in South Atnca If they tued to do the same thing 
in Java, it would have no success edhei, because tlieic is no basis for 
a bill maiket theie 1 undeistand tliaf in this couuti} theie is the possi 
bilitj ot a bill maiket TJieio is i cuslom of bills m am ease and because 
theie IS a alu gie.it difTaenec in (la susons, theie is a stiong induce- 
ment to cieate bills In this fountn \<ni hue not onK to build up the 
bill habit but aou lia\c to build up also the accept. mcc liabit Tn oidei 
to build up the bill habit llu Pi(s»mai Jbink has to gm ,i Ioaaci late 
foi bills, but m nidci tn build up the icicptance habit, nt could consider 
the pos=ibihtv of giAing .i lowci i.itc to incinbci banks md baiikeis aaIio 
are the people A\ho should dcwclop thimsclA'cs in the dncction of accept- 
ance business You aaiII leinembei that m ansAAcnng Mi Subedni I said 
that I did not tlunk that I Aiould ulvocrtio it as a standing uilc foi all 
tune, but that in the bcpnminc aftei the TlesriA'o Pank had started 
working il it was of that opinion an inducement could bo guen in that 
AvaA in oidei to devolop_ the habit of bills accept mcps T stdl think that 
it AAOuId be of some use 

But it !-• not foi the dcAcdopnaent oi the bill habit‘d 

Di Tup The development ot Ihc bill habit aaouIcI be aimed at by 
making the late foi bills to the banks ,ind to the public a little lowci than 
the noimal cash eicdit latc 

Chanmnn Th it aac am ])iOAiding foi Though the suggestion A\as 
made to Piofessoi Kemmeiei the Committee did not put it m then 
lepoit 

Di Tnp The position m this icspect m South Afiica and India is m 
my opinion fundamentalH diffeient, because tboic AAoie onl-^ tAA’o banks ' 
in South Afiica AAdiich had .i A'eiA* stiong position and winch did not AAant 
to go to the Peseive Bank Tn the case of South Afiica the fiist thing 
to be done aaus to establish iclations between the public and the Beserve 
Bank diiectly, apait fiom the tA\o stiong hanks 

Chairman But even so, thoA began bv offciing a lednccd late to 
mombei hanks as compared to ihc public 

Di Trip Because they Aveic undei the impicssion (I think it w'as 
a AAiong irapiession') that theA could do no business otliei aviso If aou 
read this lepoit, you wall find that Piofessoi Kemmeici and Di Visseiing 
■weie absolutely opposed to that conception Then view' aaos that leln- 
tions should he established between the public and the BcseiTc Bank 
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25th Februairy 1931. 


The Committee discussed this mormng with Di L J A Tnp the 
•question of the Eeserve Bank having two rates for bills, one foi re- 
•discounting for membei banks and one foi discounting for the pubbc 


Chairman The hist point on which we want to consult you is this 
You remember that at one stage there were some discussions between you 
and Ml Manu Subedai as to wbetbei, in cidei to develop the bill habit 
in India, the Eeserve Bank should not offer special facilities in a paiti- 
cular direction, namely, the rediscounting of bills of member banks at a 
lower late of interest than the bank rate We weie ti-ying to examme 
that point yesterday It appears from the Kemmeier Committee report 
that the same lemedy was put foivard befoie them in South Africa and 
fippaiently they did not thinlc it fit to make any recommendation in that 
direction, on the contiary, the Managing Govemoi of the South Afncan 
Bank said that he was taking the opposite course, namely, that he was 
giving a lower rate of interest to bilk bought bv him in the open market, 
i e , from the pubhc 

’Dt Trip Perhaps it may clear up this point if I say that I have the 
opposite impression I discussed the question with Mr Manu Subedar 
and have looked it up again I find that actnallv at the moment when 
the evidence was being taken, they did it in South Africa I have before 
me the evidence of Mi William Heniy Clegg and Mi Hendiik Christiaan 
Jonssen before the Kemmeier Committee Professor Kemmerer asked — 

"You have in the Eeseiwe Bank a rate that yon quote for le- 
discounting to the other banks, and you also have a rate 
which you quote to the public?” 

The answer was ‘yss’ Then theie were the following questions and 
answers — 

“Yoiii present late to the banks is what ? — i per cent. 

And your rate to the public? — 5i 

When a bank rediscounts with you at 4 per cent , what does it 
noimally get fiom the public on the same grade paper? — I 
think you had better ask the banks that question ” 

Mr Jorissen added the following reply — 

“The banks also agreed two yeais ago to a 6 per cent fine rate 
foi discount They quote that, at least they published that 

at the time When the bank late was first fixed, we met 

the banks, and we agieed on 6 per cent for fine trade papei, 
and per cent for fine agricultural paper ” 

Bo they had three lates the Eeserve Bank rediscount rate at 4 per cent., 
the discount late of the Eeserve Bank for the public at pei cent , 
and the late at which commercial banks discount the paper from the 
public vii, , 6 per cent 



Then there is the question as to how far the resources could be increased 
and by what method Theie aie seveial methods suggested m the Eeserve 
Bank Bill by which joint stock banks would receive accommodation from 
the Eeseive Bank, viz , by bills, by way of cash credits, z e , on promissory^ 
notes, and so on With legaid to bills, as j'OU youiselves expressed, the 
discretion would be left to the Eeseive Bank Should they decide by the 
situation that this measure is not necessary, they may not do so, if they 
decide that it is necessary and that they cannot, for certam reasons of 
then own, adopt it, they need no(t adopt it But subject to that, the 
definite recommendation which I would like this Co mm ittee to make is that 
to the extent of the compulsoij deposits from these banks, a special rate 
should be given to the banks for rediscount I think an experiment may 
be made, the amount being limited to the amount which the banks will 
compulsorily deposit and on which the banks will earn money These 
compulsory deposits would be lost to the banks and the Eeseive Bank 
will pay nothing on them Jomt stock banks may or ma\ not want to borrow 
on this basis, but should they want to borrow then my suggestion is that, 
to the extent of then deposits, we maj make a more definite recom- 
mendation, and that as to whether the rediscount rate for the unlimited 
portion should be generally lower, we may leave it to the discretion of 
the Eeserve Bank And even the definite recommendation, I do not say, 
should be applicable to the joint stock banks on occasions when the Eeserve 
Bank wants to contract currency But assuming that the position is 
normal, would it be wnong if w^e made a leeommendatiion that up to this 
extent, at all events, the rediscount rate should be lower? 

Dr Trip I must say that I look at this question from a different point 
of view Whether the requirement of a certain deposit with the Eeserve 
Bank is made compulsory, as has been done in the IJ S A and is 
proposed in the Eeseive Bank Bill, or whether it is left to the option 
of the commercial banks — this is only a question of policy — practically all 
commercial banks in all countries ought to keep cash balances whether 
they keep them in then own tiUs or whether they keep them with the 
Eeserve Bank, is in this respect practically the same As regards the 
1‘lations between the commercial banks and the Eeseive Bank, and the 
facilities the former can get from the latter, I should prefer to leave the 
Eeserve Bank absolutely free, and would not make any recommendations 
wuth regard to a relation beWeen compulsoiv cash balances and credit 
facilities from the Eeserve Bank 

Mr Manu Suhedar I entirely agree with vou that the question of keep- 
ing cash in their own hands or with the Eeserve Bank is fundamentally 
a question of banking The question arose because of this that when I sug- 
gested in our discussion yesterdav that the rediscount rates should he lower 
in the first few years, I was told that there might be discnmmation, and 
■that some banks might get greater facilities than others Then I said that 
the magnitude of the deposits might foim the basis of such facilities 
Some people thought that this provision about rediscount might he abused 
in this countiv, and that there might he discnmination in the matter of 
rediscount facilities as between banks and it is to prevent these evils 
that I proposed this restriction There was such an apprehension in the 
minds of some of the members at thi': table hut personallv I do not want 
that restriction 
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Ghavman Aly point is that I want to avoid what I may call anomahes 
m oui conclusions Because you felt that at the piesent moment there 
IS not .1 well developed and e\ tensive bill market in India, one of your 
lecommcndations w^as that the Beseive Bank should be allow'ed to take 
from the public bills backed by w’^aiehouse waiiants oi w alehouse receipts, 
and we have accepted that lecommendation If the Reserve Bank dis- 
counts bills backed b-v waieliouse waiiants oi waieliouse leceipts at a 
highei late than bills fiom its membei banks, will not that lecommenda- 
tion be paitiallj fiustiated, because that seems to me to indicate that 
you want the Eescive Bank m the piesent conditions of India to establish 
a diiect lelation with the public’ 

Trip I w'ant to give them an oppoitunity of doing it if they think 
it adinsablo to do so, but on the otliei hand, I piefei of couise that the 
Resell e Bank should tiy to aiail itself of the intermediaiy of the com- 
meicial bank'; That is bcttei foi the position of the commeieial banks 
and foi the position of the Rescue Bank, because as the charaetei of 
bills IS not so easy to be defined in this eountiy, it would be of inteiest 
to the Reseive Bank to have the signatuies of a membei bank I do not 
think that the second piovision of quoting a piefeiential late foi membei 
banks would intcifeio with the poss]bilit\ of the Reseive Bank working 
with tho public, because the situation in this countiv is absolutely 
different fiom that in a countii like England oi m mi countiv In South 
Africa too the commeicial banks ehaige a higliei late foi paiing bills 
than the ic-discount late of the Eeseiwe bank 

Cl^aiiman Of couise the lecomniendation of the Visseimg-Kemmeiei. 
Committee was leallv thal tho commeicial banks should chaige a lowei 
late on discounting of bills than the discount late of the Bank of South 
Afnca 

P? Tup That IS of couise the ideal position, but foi that you ought 
to have a leiv developed and iei\ well iiiovided money maiket winch 
is lacking lieic and will be lacking foi a ceitain niimbei of yeais, in any 
case, aftei the Reseive Bank is stalled 

Chan man Theiefoic you definitch lecommend that piovision’ 

Dr Tup I must say that I would leave it to the Reserve Bank to 
considei whetliei they think it adiisable to applv that piovision in order 
to stimulate the acceptance business 

Chaiunan - Theiefoie youi lecommendatiou would be that we should say 
that the Reseive Bank, when it is established, should considei this 
question ’ 

Dr Tup Yes 

Ml Manu Suhedai I am in geneial agieement wutli eveiything you 
have said to-day’ Theie aie one oi two asnects of this lecommendation 
which I am anxious the Committee should make and to which I w’-oiild 
diaw youi attention Theie is the question of compulsoi\ deposits 
W'-hich do not obtain m othei eountiies These compulsoiy deposits will 
lake aw^av fiom loiiit stock banks a ceitain amount of money Whether 
by the taking away of this money theie would be a stiingency to stait 
with or not I do not Iniow, but I apniehend that at least the lesourees 
on which they aie opeiating at piesent would, to that extent, be reduced 
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Tho 001101 il h'lnh into is (ho 11(0 at which tho Tiosor\o Bnnlc i^i piopnrcd 
to hin 01 di'ooinit hills Tho mofoiontinl into would ho iho mtc nf. 
whioh tho hiosoi'xo Unih would ho mopniod to t iho hills from hnnhs 01 
hnnhiu''" th'il no in lohdu'in with it Aloxt to (hnt thoio is tho connnoicial 
hnnh I'lto (hnt is tho i"to nt whioh oonnuoKMal hnnhs tnho paper from 
thoii oiistoiniMs 111 tho fiisl liisSuioo 

Mr f^hanmnlhain Chrliir AVhiolnwoi is onllod tho hnnh mtr wo oon- 
tomplnto (ho possihililx of Iho hnnh hnMU': two intos'. ono foi tho puhlic 
nnd n loin'i vito to niomho’' hnnhs '^Joiinnlh wo do not oxpoot the 
Tlosorio Hnnh to ooino into open ninihot oporntions nnd lioiotn come into 
competition with it'’ own niomhoi hnnhn 

Hr Tup \s fii ns nooossniY m oidoi to miho thoii own poher 
ofrooti\o tho Tiosoi'No Hinh should do that 

Mr ^hanmxtlhain CJuflu' Consistent with ninhiu'’' thou pohev 
ohootuo, suu'o in oiu oonutn llioio mo IV1 moinhoi h'lnhs who 'iio joint 
ntoch hnnhs, nnd also n considoi nhlo mimhor of mdi"-onoun hnnhors, w*o 
do not expect Hint' noxmnllv the Hesevxe B'lnh will come into competi- 
tion with its naemher hnnhs h\ enloting the open mnrhet' 0]ierntions AVo 
wntempbte giMup lo the Hosoue Hnnh tho powei to enter the open 
mmlmt for tho pm pose of giainsr i{. the menus by whioh it avill mnho 
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Chau man I understand Mr Manu Subedar’s point to be this he 
wanted to know -svhethei because of a ceibain fact ^\hlch he mentioned, 
Dr Tup \\ould not give anothei adMce which would relate to that parti- 
culai aspect of the question, and w'hen Di Trip would not gne that 
advice, kli I\Ianu Subedai said that that w^as not his point, but that 
it had aiisen because some othei membei had raised it I leally do not 
know whethei anj membei raised it The discussion w'as between !Mr. 
Manu Subedai on the one fiand and the Vice-Chairman, Mi Khaitan, 
Mr Saikei and Mi Chetty on tlie othei I do not know^ if any of them 
raised this paiticulai point You say other members raised this question 
The membeis aie justified in protesting immediately 

Ml Manu Snhedar I said ‘the appiehension in their minds from what 
thej said ’ 

Chairman That is a statement wdiich you did not use However, aou 
ma}!^ go on 

Mr Mann Subcdar The Eeseive Bank wull know' its own business and 
will decide as the occasion admits It will do its best to help other 
banks, aid incidentally to eftect a close contact w'lth them I agiee with 
you that the mactei should be left to its discretion, but I suggest that 
om lecommendation should be that there is nothing inherontlv haimful, 
if the Eeseive Bank found itself m a position to give a lowei rediscount 
late to paiticulai banks 

Dr Trip I should not like to gne commercial banks a preferential 
late to get cicdit fiom the Eeseiwe Bank up to the amount of their com- 
pulsory deposit It would be a dangerous principle We must not give 
commoicial banks an\ light with leg.ud to the Eeseive Bank We must 
leave the Eeseive Bank free to come to its ow'n decision The piinciple 
IB that these cash balances should be fiee balances with the Eeserve 
Bank, and they should not influence the decision of the Eeseiie Bank, 
as to what amount, on what paper, and at what rate it would give credit 
to commoicial banks 

Mr Manu Subcdar In the great money maikets of Europe — m your 
country, in London — a bank bill commands a better rate than a trade bill 

Dr Tup Yes 

Mr Manu Subcdar We have no discount market in India — I am 
mentioning this argument in support of the idea on w'hich we both are 
agreed — and if we w'anted something conesponding to that position in 
this countiv then the lowei lediscount late is one method of securing it 

Dr Tup It would be a kind of first step, but the general lule m 
the markets you mention is that the rediscount rate of the Eeseive Bank 
is higher, not low-er than the commeicial bank rate 

Mr Manu Subcdar It w'lll be many wears before that position will 
be reached, and something will have to be done in the matter of rediscount 
' although it may not have a parallel in other couutiies 

Dr Trip There must be an inducement for the banks to tr^’- to create 
Bound bills, and that inducement will be afioided perhaps if the Beserve 
Bank quoted a lower rate for good bills irrespective of cash balances 
If the Eeseive Bank found that it was not a sufficient inducement it could 
go a step further and give special preferential rates Jt is the second 
inducement 

VoL IV 2 M 
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Mr Sailrr If the\ can get nione-' at a clieapei late should they 
go to the Ec-^cmo Bank? l" don t Tlnnk the pohc\ ought to be to diue 
the coraineicial banks to the Besei\e Bai’k Th it must ho the possibility 
that it is open still foi the banks if thev cannot Themselves get cheaper 
moneT in the maiket TIict mil come to the Beseive Bank onlv when 
theie is 

Dr Trip Yes, I think that is quite useful too 

Mr Sailci Then the difteienee is that the Eesene Bank must be 
supplied at a higher late’ That is the piinciplc of the Cential Bank so 
the difieience between I pei cent and 1 per cent mil not matter much? 

Di Ihip If the} can get cheapen ciedit fiom the HeseiTe Bank on 
bills than on othei kuids of seciiiit} then the} vill piefei the bills So 
I said thcie is a possibilit} that if the discount laie of the Beserve Bank 
IS lonei thin the cash ciedit late the} mil try to cieate bills in order 
to bring them to the Eeseive Bank if the’ vant mone\ fiom the Beserve 
Bank I cannot say m advance nhethei that mil be a stiong enough 
mducement because m tins counti\ the bills aie considered to be not so 
good a secuiit} as collatoial 

Mr Manu Sxtbedar Would you then sav that this piefeiential rate 
would also among othei consequences haie the beneficial effect of i educ- 
ing laige stocks of Got eminent secuiities^ 

Dr Tnp I must si} }es I think that would be beneficial 

Mr Sarler We find fiom the balance sheets of these commeic.al 
banks that about 40 pei cent ot then imestments aie m Government 
secuiities So at piesont and toi 4 oi o veais to come the resouices 
thiough i^tiich tliet can cultivate 

Dr Tnp Ye'- it is quite tuie T see tom point quite well It is of 
course the question that the bill habit must develop cndualh tou cannot 
change the position all at once If I could be dictitor I should sa} Gov- 
ernment sccuiitiGS should not be held by banks to the present evtent, 
but I think that is a question which is gieatly influenced b\ the present 
abnoimal cneuuislances * 

Dr Trip Thc\ can ti tnsfei the GoTeinment secuiities into tieasury 
bills to a ceitain extent because treasurv bills is a difteient thing 

Vr Khaiian We hate gieat stmpathv wntli the desire to create the 
bill maiket and to i enlace the present stock of Government securities 
which aie in the hanks and to leplace paitiallv if not whotlv the esh 
credit svstem b\ bills Yow the question is hotv to aclueve that obiect’ 
At the piesent moment vou know that the rate quoted bv the Imperial 
Bank what is called the Bank lato is for 'advances to be m'^de an'^inst 
Goveinment paner The cash credit account r'’tes of interest are almost 
whollv above the bank rate that is sav -S- ne’' cent o' 1 ner cent hit 
there is no fixed lale at winch the Tmneiial Bank would lediscount bills or 
discount bills tendered bv the hanks I believe that what shoifld he 
done is ihat m nbcc of this situ'’tion i situatom should he hroneht about 
under which Government securities are the '^aiest means m c-'-ebv Innks 
can set assistance from the Impenal Bank when-^ver thev want hdl=J 
in the portfolio of the hanks should att'^m tlie nosition thit it is aennst 
hills that thev have not onlv the surest wat of cettins advances from 
the Beserve Bank hut also the cheapest rite 
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poiic} eftective with legaid to the bank late, and we e\pcct the 
Eeseive Bank to come into the open maiket operations oul'^ I.0 caiij out 
that policj It it IS consideied that tlie Eesei\e Bank nould come into 
the open "niaikeij onh to in.ike its iiohcy eftective and not noimally to 
ooinpcte vitli banks in the open niaikct, then I suggest that a pio- 
vision ot this natuie will be oi no usf', because the Ecsei-se Bank will 
go into the open maik^t onU at a time vhen its own lediscount late la 
lower, and the ]omt stoik banks and other banks do not give effect to 
that polic} and keep then discount ia(e high 

JD) Tup The -veiy fact that the Eeseive Bank \m11 liaie the power 
to enter the open maiket vill change the relation between the commercial 
banks and the Ecsene Bank If the Eesei\e Bank quoted special rates 
for the inombei baiiks it Mill be a second weapon in the hands of the 
Eeseiie Bank Boi then the Ecscive Bank could tell the commercial 
banks ibat it the\ did not bung down then lates, it would not allow 
them the pieleiential late I do not say that they ought to do so, but 
the\ would be in a position to do so 

M? SJianmitlJiain Clietty If the Eeserve Bank has got the powei of 
going into the open market and of discounting bills urrectly, don’t you 
'think there amU be sufficient check on the operations of commercial 
banks and'the rates charged by them for the public^ 

Di Tup It Will be a sullicient weapon in the hands of the Eeseive 
Bank, but I do not see anv objection to the proposal of Mr Hianu Subedai, 
I think il would be useful Ion stalled bv ';a3'mg that it would be useless 
for the Eeser\e Bank to ha\e tiiat weapon, and I do not consider so 
On the contraiy I think it would strengthen the position of the Eeserve 
Bank 

Ml ShanmnlJmm Chetty You agree that the power of the Eeservf» 
Bank to go into the open maiket is by itselt a sufficient guarantee that 
conrmeicial banks will maintain a piopci discount rate 

Di Tup I think so, but \ou must not foiget that it will not be easy, 
for the Eeseive Bank to enter the open market because thej' have only 
a few blanches 

Ml Slianmulliam Chetty It might be useful in certain cases for the 
Eeseive Bank to haA^e this option of quoting lower rates, but consider- 
ing the fact t)hat the powder in the hands of the Eesef’A'e Bank might 
lead to complaints of favouiitism, don’t vou think that the disadvant- 
age is really greater than the advantage of such a provision which after 
all IS supeifiuous^ 

Di Tup I am ceitainly of opinion that if you want to start a Eeserve 
Bank, the first thing required is that aou must tnist it, and if you don’t 
do so, do not start it You cannot put in the Act, the cases when the 
Eeserve Bank maA* or may not do a thing 

Ml Sctilei Can you make us understand how this Avill be helpful to 
the commeicial banks The commeieial hanks wall not go to the Eeserve 
Bank so long as thev find monev in, the maiket at a cheaper rate, so in 
order t-o help the commercial hanks the special discountmg rate suggested 
bv Ml Subedai must be less than the bazaar rate^ 

Dr Tup No, why^ 
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order to induce banks not to take undiiJv high discount rates but apart 
from that jou have the prefeiential late on bebalf of tlio conmieicial banks 
m the fust place in oidei to get the security foi the Keseive Bank from 
the signature of a niembei bank and in the second place to cieate a stronger 
inducement foi the commeioial banks to trv to get as many good bills as 
possible in ordei to get the favoui of the prefeiential rate 

Ml Khaitan Theie is a bianch of the trade that you cannot convert 
into good tiade bills Foi example, a jute mei chant m Calcutta holds 
stocks of loose jute and on rhe seeuiit} ot those goods the bank opens 
a cash credit account \Mth the meichant and advances him money accoid- 
ing to the means of the meichant, and sometimes theie is a half interest 
clause So fai as that meichant is coueeined and that bianch of the hade 
IS concerned, I behove you wJl agree with me that that js a hi .inch of acti- 
Vaty Inch cannot be conveiled mlo bills 

Dr Tiip As long as jute, oi iihatever it is, is not sold it mil be very 
difficult to conveit these credits fiom cash credits into bills You must 
nlivays haie a seller and a buvei, in ordei to create good trade bills and 
as long as the produce is not soffi find »s m the wiiiehousc oi the mill theie 
IS onh the omier of the goods, so I think that position cannot give rise to 
a sound hade bill 

Mr Khaitan The pioduce is ceitainh sold at both ends Foi example, 
when the jute trader bujs jute there is a sellei, and the jute trader is the 
buyei 

Dr Tap That could be the basis of a bill 

Ml Khaitan The jute does not lemain in the godoiin for a good long 
time It is scid mtlnn a peiiod of sai % dais Fo\i on the one hand the 
sellei sells the jute to the mill — that niav be done with a 90 dai s’ bill Then 
the jute is sold hi the mill to some other puichasei 

Di . Trip That also could furnish a basis foi a bill 

Ml Khaitan That furnishes tvo aspects mIucIi could easily be con- 
verted into bills So far as Calcutta is concerned — and I believe theie jS 
also that system in Bombay as regards cotton and other things — it would 
furnish the easiest means of bringing a good bill maiket into existence 

Dr Trip As I said before, ot course, the seller ot the goods must be 
pieij.ioci t' veil on credit If he wants payment at once or even in a 
fortnight, theie is no basis tor a bill 

Mr Khaitan He will get the payment at once if the bul is discounted 

Di, Tiip That IS, of course, a condition Theie must be confidence 
between the seller and the bujei The seller must be prepared to give 
credit foi some months to the buj er 

Ml Khaitan There is no doubt about that because these bujeis are 
usualh rhe biggest mei clients Now if aou p>eclude the public fiom going 
to the Eeseive Bank at the usual Bank Bate wlieie would be the induce- 
ment foi the hanks to conveit the cash credit accounts into bills’ It the 
banks themselves can get monej fiom the Eeserae Bank at a lowei late- 
tney can reduce then rates of interest on then cash eiedit accounts If you' 
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Di Trip You -naiit to mtioduce an Impeiial Bank di'^conni rate, Is 
that join object^ 

Mr Khaitan Xot exactly When the Eesoive Bank comes into being 
the Impeiial Bank might start it if it likes, but the commeicial banks 
should be assuied that the bills in then poitfolio aie a suiei and cheaper 
vvaj of getting assistance from the Beseive Bank in times of need than 
the holding of Government securities 

Di Trip That was the proposal in my paper 

Mr lihaitau Now, therefore, the first thing that we lay down is that 
the rediscount rate oi bills should be lowei than the rate of mterest at 
which the Beseive Bank would make advances against Government securi- . 
ties and against wdiat we may generally call the cash credit account rate. 
Having done that should we not also go further and see to it that the 
position should be such that it would he an inducement to the banks that 
they should get more bills into then possession than Government securities 
ciud cash credit accounts The question then aifses as to how it should be 
done Supposing you advise us to fix a lower rate for discount of bills 
presented by the banks than for discount of bills presented by the public 
Let us take a concrete case, say 4 per cert to be thi rate ot interest at 
W'hich the Besenc Bank w^ould rediscount bills — by rediscount I mean 
discount and everything — 5 per cent »vould be the utc at which the 
Eeserve Bank would advance money against Government promissory notes 
Now if the banks can get money at say 3 per cent or 31 per cent by the 
discount of bills fiom the Eeserve Bank w'ould it not again become a temp- 
tation to the commeicial banks to use that monev to advance monies 
against Government piomissory notes rather than against bills 

Di Tup I cannot see it, for they'^ cannot get the money from the 
Ee'^eive Bank without bringing bills to the Eeserve Bank In the first 
•instance they must have the bills 

Mr Khnitan In the fiist instance Ihev must have the bills but w'hen 
the\ get that money would they replenish then portfolio of bills by buying 
further bills ^ 

Dr Tup I think thev would further trv to get bills because bills have 
•onh a limited cuiiency and if thev had no other bills when the hiUs redis-. 
counted wuth the Eeserve Bank became due, they would not be able to 
get the piefeiential rate If they use the money the first time they dis- 
count the bills with the Eeserve Bank to give cash credits, then, of course, 
thev vyill not have bills to place with the Eeserve Bank if the first lot of , 
bills had lapsed 

Ml Khaitan Perhaps I hav'c not made my^ meaning quite clear Let 
us look at it from the cash credit point of vucw You w’ant to convert the 
cash credit accounts into bills’ 

Di Tup As far as it is possible 

Ml Khaitan If that is so and if you have tw^o bill rates, one for the 
public and one for the banks, don’t vov think it would, to i ceitam extent, 
pieynaice tint position’ 

Di Tup No, I cannot see it because thev are tw'o different tlungs One 
IS that theie should be opportunity’^ for the Eeserve Bank to discount bills 
that come from the public apart from the banks That is a measure in 
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Sir Puishotamdas Tlialiirdas I do not know ^\e understand 

Bank Bate m the same sense as you want to What would you define 
Bank Bate as? 

Dr Tiip I would define, on the basis of the discussions that aie going 
on now, the Banlc Bate as the genortl late at which the Besr-ive Bank 
W'-ould be piepaied to take good papei of <rood paities 

Sir PiLshotamdas Thalurdai What do vou mean bj genoial late— 
general livte for anybody? 

Dr Trip Yes for the paiLies who tluw think are of si.rji stindmg 
that the\ can be gi anted discount facilities 

Sn Ptn^hoinmdn't Thalinda^ Foi the inrmboi bank'- -ts veil as for 
the put; lie*’ 

Di Tup Yes 

Sir Pvi’iliC latndits Thahirdas Tt; it the n intir.-ini i.de oi tin' maxi- 
mum rate*' ' 

Dr Trip Tf the Bosene Bmk would quote r prcfcientnl lalc for the 
banks it would be the ma\nmiiri late 

Sir Pin<iho{avid<i<> Thaliirdtn Tn mow of Indian conditions, how would 
you lecommond us to begin the Besorve Bank, with niaviniMm oi mini- 
mum late’ 

' Di Trip I do not quite undei stand what \ou mean bv minimum and 
maximum latc Tn anv ease the Bcsoive Bank would be fiec (o go above 
or below the into 

Sir Pui<ihalamdfis Thalurdii<^ In the Besoi\e Bank Bill which was 
befoie the Select Committee, it is mentioned as tlie miminiini lato 

Chan man Tliat is the Bank' of England practice too 

Sir Pur^lwiamdai Thaltnda^ In that Bill Sir Ba^il Blnokett said 
that in London thcie was no qups>^!nn of doing any business under the 
bank lale Now \ou ga-\c tlie definition of the bank late ns bcintr the 
general late and I w'oiild like to understand exactly on what basis you 
would like Us to fiamo oui lecommendntions 

Dr Trip Tf the Bcseive Bank s( sited today I would p’ojioae to stait 
with the gcneial into as I call it or as xoii call it, the minimum into I 
think we mean the same 

Sii Purshoiamdo'^ Tliahtndas No, wc do not Should the gciioial into 
he the minimum rate'’ 

Di Tup I would slaii with one yeneial minimum late, the bank rate 
bemsr sa^ 6 poi cent and I would <=iait fioin tbo picsont Tin penal Bank 
rate which is 7 pci cant and would make that the into foi cash ci edits 
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mamtain a dafieience of say 1 per cent with the discount rates of the bank 
and the discount rate of the public, and if the banks can cash money at 
1 pel cent highei than the rates at which they can discount bills ’a ith the 
Heseive Bank, then how can you conveit the cash credit accounts into 
bills 9 

\ 

Di Tup Because unless the banks co-operate to comeit these cash 
credits into bills they never can avail themselves of the pieferential rat-e 
of the Beseive Bank 

Mr Khattan Well, the position is that they Mill have to depend upon 
the co-opeiation of the banks If the banks arc such good institutions that 
they vill willingly co-operate then much of this discussion would be futile 
But we aie assuming that the banks might not be so walling to eo-opeiate 
There is a great fear that in India many of the influential banks would not 
so willingly co-opeiate with the Reserve Bank as they do in othei countries 

Dr Tup Then the moment wall have come, foi the Eeseive Bank to 
cutei the market itseK, to be prepared to take these bills fiom the traders 

Ml Khattan If the banks do not willingly co-opeiale then voui advice 
would be to have no difference in the late of interest chaiged for discounting 
of bills offered to the public and for discounting of bills offered to the 
banks ’ ' 

Dr Tup No In the Act Clause 18 is framed as a kind of emergency 
clause I should say that if I were the Reserve Bank and the traders came 
to me and complained of the commercial banks charging a high di'^count 
late and asked me if I were prepared to take flip paper at r lower rate, I 
would ]ust find out the rate of the commercial banks If theie was a 
reasonable lelation, let us sav * oi 1 pei cent higher than the discount rate 
of the Reserve Bank, then I would say 'I think the difference leasonable 
and I piefei that jou place your bills wath join commeiual banks’ 

Sir Puishoiamdas Thaluirdas I would like to undeisl md what you 
think should be the correct definition of Bank Rate for the paipose of an 
Indian Reserve Bank in view of the conditions jmu have seen here I 
understand from you that m Holland there is one meanaig B.mk Rate 
means the rate at which you discount certain papers, but for certain other 
hills it IS a higher late 

I 

Dt Tup The Reserve Bank has only one discount rate Generally 
spealnng, as fai as I know, it is the general rate at which the Reserve 
Bank is piepaied to take good tiade bills 

Sir Purshotamdas Thalwdas Of its member banks or anybodi ’ 

Di Tup Anybody 

Sir Purshotamdas Thahurdns And you think that the Bank Rate 
should be the rate at which the Reserve Bank should be prepaied to 
discount tiade bills either of the menibei banks oi the public^ 

Dr Trip That is, of course, difficult to saj in the beginning 
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Dt Tup I do not advocate it, I only say that it will bo the case be- 
cause the condition heie is quite diffeient fiom that in othei oountiies 

Sir Pinshoiamdas Thalindah What is the position in Geiinany in re- 
gaid to tins matter? 

D? Tiip I do not know the present position m Germany because it is 
m an abnormal condition non 

Ml Saihcr In 1925 it vas lower 

D? Tup It might be so Gcneiallj the coinmeicial bank discount 
rate is lower than the Eeseiw'e Bank rate 

Sir Purshotamdas Thalutrdas Your Mew is that at least for the fiist 
few years the rate should be higher If rt rs so, then the inducement, to 
my mind, lor rediscount purposes does not exist at all Supiiosing the 
Bank of India rediscounts its paper up to the extent of, saj, Bs 1 crore. 
Whenever the Bank finds that it is in need of monev it can always go to 
the Eescrve Bank and earn 1 per cent more That being so, I ask wherein 
lies the necessity for giving another half per cent 

Dr Tup They can earn the same per cent if the\ bring their cash 
credits to the Eeseive Bank or br means of Government securities or w'^are- 
house receipts 

Sir Purshotamdas Thalnrdas It has been agreed in the Committee that 
Government securities should cany a higher rate of interest than bills If 
I go to the Imperial Bank of India wuth a bundle of Government securities 
worth Es 50 lakhs I will he charged a little higher rate but if the Bank of 
India goes to the Imperial Bank it will get accommodation at the Bank 
Bate 

Dr Tup You must not forget that the Bank of India wull charge a 
higher rate on Government securities than on bills So there wall be the 
same diffeience betwieen rates at which thev wall get then monev from the 
Eeseive Bank and the late at w^hich thev vull chaise then customers 
And so there will not be anv special inducement for banks to use bills 

Sir Pvrshofamdas ThaTuuda^ So then the Bank rate according to jou. 
Will be the minimum rate for the first few’’ vears? 

Di Tup Yes, for discounting bills The lowest rale should be the dis- 
count rate for bills, then loans against securities and against the security 
of goods, wdiilst at a later stage a difference might be made between three 
months’ fixed loans and credits on cuiient accounts So then my point is 
that the Eeserve Bank will not have one rate, but several rates foi different 
kinds of accommodation 

Su Purshotamdas Thahurdas Let us assume rhe Bank Bate to be 6 
per cent then how would you fix up the other rates ^ 

Di Trip The cash credit rate may then be 7 per cent 

Sir Purshotamdas Thahuidas Then w'hat will be the rediscount rate^ 

Di Tup Let us say 6 per cent Poi argument’s sake assuming that 
the Eeseive Bank cash credit rate is 7 per cent then the banks wall charge 
8 per cent to the customers for cash credits If the Eeseive Bank dis- 
count rate is 6 per cent then the banks will charge 7 per cent for dis- 
counting bills, so that the difference betw'een then rates and the Eeseive 
Bank Bate is in both cases 1 per cent That being so, there w’’ill be no 
special inducement for banks to gne credit against bills and therefore if 
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Sir I'lnshofamdas ThoLunla^i YuU would make tlie bank rate the mini- 
mum late, and the encouiagement which vou wish to give w'ould be by 
putting the others highei ’ 

Dr Tup Tes 

Sir Pni ahotamdas Thaliwdas That is one w^ay of doing it Cash credits 
and Government securities w'ould be at 6^ per cent Do jou think it would 
be in the interests of the monej market in India to have the Bank Bate 
as the minimum late^ 

Dr Tiip I would begin w'lth a minimum late 

Sir Phisliotamdas Thahurdas Therefore, v'oui point is that the bank 
rate should be the minimum late'^ And nothing should be done undei 
that while the Bank Bale is at a ceitain figure? 

Dr Tup No I want to make my point clear I came to the conclu- 
sion that in this there would, perhaps, not be enough inducement to 
create more bills and I would consider the possibility of giving and publish- 
ing a lower late on behalf of the meinbci banks I would not begin bv 
doing that I would, in the first place, see how’^ the situation is developing 
on the basis of oui geneial minimum rate If there was not enough induce- 
ment cieatcd in that way foi bills to come to the Beseive Bank, then I 
w'ould consider a lower rate on behalf of the membei banks 

Sir Pvraliotamdas Thaluidas You would have the Bank rate to be the 
minimum rate as an ideal to be worked up to^ 

Dr Tup Yes 

Sit Puishotavidas lhalutrdas If the Bank Bate w'as 6 pei cent then 
the membei banks would discount bills of merchants at 7 pei cent Is 
that youi view? 

Dr Tup J think that would, under present conditions, be the situation 

Sir PvThJiolamdas Thalundas And then whenevei the banks wanted, 
thev would bo able to rediscount then bills with the Beserve Bank at 6 
pel cent ^ 

Dr Trip That ic so 

Sit PuTshotamdas ThaLtudas' You still think that 1 pei cent margin 
foi extension of financial facilities is not enough and that another half per 
<*601 should be allowed foi inducing the propagation of the bill habit 

Dr Tup AVo have the same difference between the cash credit late of 
the Eeseivo Bank and that late of ’■he commeicial banks It the diifeience 
between the lates ot the Beseive Bank and the commercial banks is the 
same m ooth cases — ^bills and cash credits — there is no special inducement 
foi the eommcic'al banks to create bills If such special inducement is to 
be made, then it will be netessaiv to make a gieatei difference between 
the Beseive Bank Bale and the rate at winch commeicial banks discount 
the bills of theii clients than between the cash credit rate of the Beserve 
Bank and that rate of fhe commeicial banks 

Sn Pmahoiamdaa Tlinlundas In Holland and England, is the market 
rate higher oi lower than the oidinai\ bank latc’ 

Di Tup It IS genciallv lower m both the countiies 

Sir P, uihoiaindas Thalunlas But heie vou adv^ocate that it should be 
highet than the Bank Bate 
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?It Lamond Undei Clause 18 ihe Keseive Banlv nmII lake bills duect 
fiom the public only m cases ol emeigenc^ Oidmaiil^ they will only 
discount bank-endoised bills We cannot lay down an'^ tenns It should 
be left to the Beseive Bank management to deal with the matter m 
the best of then lights The Eescne Bank minimum rate should be the 
late at vihich they ^^lll discount the bank-endoised bills Here I find 
it Molded to buy oi icdiscount “fiist class tiade bills ’ Jt should leallj 
be termed “bank-endorsed bills’ undei clause 17 

Mi Khatian The draft seems to me to ]n%e been Molded almost m 
accordance Mith Dr Tup’s adricc, except the last sentence that it should 
not cbaige a highei late of discount to Ibe public tbnn those charged to 
member banks 

Chairman I Mxrnt to know nbat should be the minimum late If 
what I have stated hoic Mill not constitute the minimum late then I 
am quite willing to change this diafl As a icsult of the discussions 
that have taken place, I undei stood the minimum lafe to be the late at 
which the bank Mill be Mailing to discount fiist class tiade hills This does 
not gne the Bank any jiomgi oflici than those gnen in the Act But 
supposing the Act gnes the Bank poMii, in cntain cases, to go to the 
maiket and buy fii'-t cLi^-s liade bills oi to discouni fiist class tindc bills, 
then may' I ask Mliat should ho llie minimum rato'^ 

Di Trip I quite agree Mitlr tins proposal I think this is all that 
we need in fact 

Mr Manu Suhcdai Would xou find any malciial diftcienee if a 
poition of the last sentence Moie altcicd b\ substituting the Moid “loyyer ' 
foi “highei” 

Dr Tup I think it all dejiends on the question of diafting 

Chairman It means then that the Bank should be gnen the poM'er 
and discietioii If it is to be disci etionary then it shall ha\e to be turned 
the othei M'ay , the minimum lato being undeislood ns the Bank late, and 
the Bank being not alloMcd the poMei of undeilakmg any tiansactions 
beloM' the Bank Bate I’hoicfoie, folloMung that piinciple, I have put it 
dowTi the othei M'ay The Ijaiik has full poMei to chaige the minimum 
rate aboAe the Bank Bate, and Iheiefoic if a diffeientiation has to be made 
it Mill have to be made to the iiuhlic 

B? Tiip As n mattei of fact I think it comes to the same after all 

Ml. Mann Snhedai It comes to the same, so fai as the diaftmg is 
coueeined but there may be this difiercncc Mitlr regard to the minimum 
late M'liich the Bank Mill chaige to its member banks It is necessaiy for 
the countiy to avoid too fiequent changes m the Bank Bate Also I fear 
tliai the’e may be this consequence The declaied Bank Bate foims the 
basis of many tiansactions in this country and it Mill continue to be so 
foi many ceais to come because the tiadition cannot he hioken easily 
I M'ould theiefoie like to put it in the othei M'ay' and alloM the Beseive 
Bank to give preferential tiealment to memhci hanks Mitli legaid to 
rediscount Mhen it deems it desnable 

Di T'lip Youi point is that (he rediscount should be made only at 
Bank Bale 
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you lowei the rediscount rate with the Eeseive Bank to say 5^ per cent 
while the commeiciol banks continue to discount these bills at 7 per cent, 
you would be creating a special inducement foi banks, in oidei to encourage 
the bill habit 

Sir Puishoiamdas Thalimlas Theieloie youi suggestion is that although 
the oidmaiy bank late should be rediscounting rate uith the Eeserve on 
behalf of the member banks, the Eeserve Bank would under special circum- 
stances be given the porver to reduce then rediscount rate to its members 

Dr Tup In anv case, I w'ould leave the power in the hands of the 
Eeserve Bank and allow them to do wdiat they think advisable under the 
circumstances 

Sn P'lisliotaindas Tlialuidas You would not compel them to do so but 
would only recommend it for then favourable consideration 

Ghaiiman As a result of this discussion I have drafted my suggestion 
with regard to this point My diftieult’v was more fundamental The- 
Statutes of most banks have dcfinitelv laid down that the bank rate should 
be the minimum rate and thoiefore, if the bank was going to charge a rate 
lower than its minimum, it may be contravening its Statute unlesb a provi- 
sion IS made in the Statute for the same I am not aware whether such 
a proviso has been laid dowm m any country in the world I do not know 
whether m-^ Committee wall agree wath your advice in substance I would 
like you to consider whether the piOMSion should not be made m the way 
indicated in the paper wdrich reads — 

“The published rate oi the Eeserve Bank should be the mimmum 
late at which it is prepared to buy or rediscount first class 
tiade bills To stimulate the use of bills, the Eeserve Bank 
should use its discretion to charge a higiiei rate tor demand 
loans against authorised securities, and it may find it usetul 
to have a larger margin between those rates at the outset, than 
will be necessary after the bill maiket has developed The 
Eeserve Bank should also consider wdrether for the same pur- 
pose, it should not charge a higher rate of discount to the 
public than that charged to member banks and bankers ” 

Dr Tnp^ In the Netherlands Bank Act there is no provision that 
the discount rate should be the mmimum rate E they wanted to give 
the banks a lower rate than to the public, they are at liberty to do so 

Cha’rman That means that the Eesei\6 Bank there, generally ptibhsh- 
es its rate And w'hat does that Bank Eate mean in Holland^ 

Dr Tiip It means the mimmum rate and the rate for discount for 
everybody 

Chan man And therefore, whothei that practice has been brought 
about by enactment or by convention, the difficulty to my mind is 
whether the bank’s action will not be misunderstood if it reduced its rate 
below the published rate It will also give use to suspicion Therefore, 
even if I have to accept your advice, I would hke it to be put in the 
form in whicb I Irave put it Language of course may be altered if 
necessary 

Ml Manu Subedai In the first sentence it should be “discount” 
and not “le-diseount” 
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Till that i& done, should not tlie Hank Bale he something ulnch the Beseive 
Bank is authoiised to do m the oulinaij conise, that is, bin and discount 
bills undei section 17 (2) (a)'’ 

Dr Tup I do not see it 

Ml Lamoml The bank late must be a rate at winch the bank is 
authoused to do business in a ceitain v ay Jt is authonsed to puichase 
and lediseount bdls ot exchange and piomisson notes, diawn and pajable 
in India and arising out of bona jidc commeicial oi tiade tiaiisactions, 
bearing two oi moic good signatincs, one of winch sliall be that of a 
Bcheduled bank 

Chan man \Ve ha\r ahoady accepted Di 'J'lip's pioposal that the 
bank should make loans and acBanees on the seciint\ of movible goods, 
besides the wai chouse wan ants oi wai chouse leccipts 

Ml Lantond But m the evidence he wanted to hiine it out in addi- 
tion to clause 18 

Dr Tup I did not sa^ that But e^en if wo look at it fioni jour 
point of view', 1 do not sec- in\ object ion 

Mr Lamovd \Mi\ not ‘•n\ ‘’the jnihh^-hcd latc of the Bcsoi\e Bank 
should be the minimum into at \hich it is pic]'iud, undei section 17 
(2) (a), etc”? 

Dr Trip Thc^ ue entitled to clo it whethei it is confined to hanks 
01 not 

lift, hainond Witli icg.ud tr^ the last sentcree louhng ‘ The Besene 
Bank should also considci whethei foi 'the s^uie pin pose it should not 
chaigc a highci late of discount to the public tlian that eliaigcd to member 
banks and bankeis”, it will on]\ come m m ease of an emeigenej 

Di Trip They can do it if they think it mci-ssair or expedient that 
action should he taken The whole position of the Countiy is such that 
I think it advisable and desnabic, m ilic mtcicsts of Bade and com- 
meice, that the Bank sliould be allowed to make peimancnt use of the 
provision 

Mt Ijamcnd And lun the iisk of othei hanks leaMiig them alone’ 

Dr Trip • I do not think thoic is much fcai of that 

Mr Lamond They must have co-opeiation 

Dr Trip But it does not depend on them alone 

Mr Lamond If the emergency proceeds for a jmai, they must go 
for it, but the rate should' be the aale at which they are authorised to do 
something in the oidmary course under the Act 

Chairman I see there is something m Mr Lamond’s point As I have 
already sard, rediscounting is the normal business You also advocate 
buying foi a specific purpose, i c , to create a bill habit Mi Lamond calls 
it emergency I wull go so far as to say that it is an abnomral operation, 
it may have to be done in emergency or it may have to be done under 
abnormal conditions That being so and subject to what my colleagues 
have to say, I do not see any dreadful objection to omitting tbe words 
‘buy or' 
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Mr Manu Suhedar That is the \\hoIe point, that minimum being 
chargeable to the member banks, the Eesoive Bank Bate should be higher 
when it comes to the open market 

Chairman Of course, it should be at the discretion of the Eeserve 
Bank 

Mr Manu Suhedar We aie all agieed on discretion 

Dr Tap If we avail of this provision then the Bank Bate will have 

to be highei I nould say the Bank Bate should be 6 per cent md avail- 

able to the public and that piefeientaal lates to member banks should be 
5^ per cent After all it comes to the same thing 

Chairman I do not understand the disturbance of the market It is 
agreed on all sides that the piimar-^'^ function of the Beserve Bank is to 
lediscount bank bills It should use discretionary power, but in the 
interests of the IMoney Maikec, whenever it is satisfied that it ought to 
take some action, it can go to the open market Therefore, if the normal 
Bank Bate is the late at which the Beseive Bank lediscounts the paper 
of its constituent banks, I would like to know the basis of vour view's 
m regard to this matter 

Di Tiip Wrth regard to the basis of the Bank Bate, the basis should 
be the rate at which the Beseive Bank rediscounts bills from member 

banks If that is clearly understood I have no objection I thmk it 

would, to a ceitam extent, prevent contusion, because j'ou saj in the first 
mstance that “the published rate of the Beserve Bank should be the 
minimum rate at wdiich it ic prepared to buy or rediscount first class trade 
bills ” The Beserve Bank should consider w'hethei, fur the jiuipose of 
developing the bill habit, it should not charge a lower rate to member 
banks than to the public I must say that it is not a question of princi- 
ple 

Chairman I do not say that my colleagues will accept this because 
I believe the Vice-Chaiimaii still holds ihat this provision is unnecessary 
I was trying to understand wdietlier this, would maintain the pioMsions 
of the knv, oi convention which now' exist m ecuntiies other than the 
United States, where there are two different rates laid dowm In other 
countries, so far as I know', theie is one published rate, it may be bj' law 
or by convention (law in England, convention in Holland), which 
refers to the minimum late It is a w'ell understood principle I start 
w'lth that principle and sav that if the Beserve Bank considers it 
necessarv that to develop the bill habit this last provision is required it 
IS open to them to take action Once it is mentioned m the Act it 
becomes a sort of compulsion, it does <001 keep the discretion fluid On 
the other hand if I sav it is purely a discretion, the Beserve B ink can 
do ]ust as it likes 

Di Trip I absolutely agree wnth this provision and I do not thmk 
there is any harm m it 

Mr Lamond Under Section 18 of the Eeserve Bank Bill the Bank 
comes m only when it is desiiable to regulate the market with reference 
to trade bills from the European market In your paper you recommended 
that the Bank should also have power to advance against warehouse 
warrants and goods in godowms The question whether these bills should 
be included in Section 17 (21 (a) has not been discussed by the Committee 
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Mr Eii^hforih When the Bmk of EnRlanJ went into the market a 
month ago, they opeiated at l/16th ovci the tieasiuy bill rate, and a week 
later thev ^^ent m absolutely at their discretion at rates independent of 
the Bank Bate 

Sir Purshotamdas Thalunlas But in neithei case exceeding the bank 
late which was 3 pei cent Theiefoie it was undei the Bank Hate 

Dr Trip Your point would be met by putting it as a provision m 
the Act 

Mr Lamond I would like the last sentence to be taken out 
Chairman We shall have to discuss it among omselves 
Ml Eushforth My point is that when the bank comes into the market 
foi a special purpose, it should opoiatc at any' effective rate it considers 
necessai v 

Dr Trip But not undei the minimum rate 

Ml Rmlifoifli The Bank of England did come into the market the 
othei day at 2 7/16 pei cent when the Bonk Hate was 3 per cent A 
week latei it came in at a 'umilav lale to inciease the market funds If 
it comes into the open maiket, it must come in at something coriespond- 
ing to the market late In open maiket opeiations the bank must have 
full disctetion, and the bank latc applies only to its noimal operations, 
e g , buying 

Cliaiimav Theiefoie, voui point is that the Bank of England rate is 
not the minimum late foi buying opeiations 

Mr Rushfoith It is the minimum rate foi rediscount of endorsed 
bank bills 

Chainnav Theiefoie, I come back to uhat I was saving, vir , that the 
voids “buy 01 ” should be omitted 

Ml Eushfoith T am not absolutely sine, they have then own lates, 
whethei it is buying oi icdiscounting 

Chan man But foi icdiscounting they cannot go below the Bank Hate 
I was tiving to find out whothei the woids ‘buv oi’ w'ere wiong 

Ml Lamond In the Act, the woids aie “puichasc and icdiscount” 

It means the same thing 

Chamnan As i mattei of fact, what we have got to sav is that the 
Heseive Bank should hav'e fuh powei to enter into anv' opeiation, pui- 
chase oi lediseount, at r.itcs below the published ]3ank Hate 

Ml Eushforth Ceitamly, it can do that undei section 17 (2) 

Ml Khaitan Not as it stands Section 47 has got to be altered 
Mr BuchJey Do vou not think that you can visualise a time when, 
the bill habit would be so w'ell established that instead of the commeicial 
banks discounting bills at a rate about the bank late, competition would 
come in and take that late dowm below the Bank Hate Similar conditions 
exist in w'estern countiies If the bank then could not come into the 
maiket except at its minimum published late, it could not come in at 
all to compete wath commeicial banks That is the way I look at it 

Mr Eushforth It is fairly certain that if the maiket rate is 3 per 
cent and the Bank Hate is 4, and the market rate drops to 2| per cent 
and the bank thinks it too low', it is not going to discount bills at) 4 If 
the bank is going to control the market at all, it has got to come m 
at or near the maiket rate 
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Ml Lamoncl I \sould spy that “the published rate of the Eeserve 

Banlv should be the minimum rate at which it is piepaied to buy oi 

red^bcount bills oi promissoiy notes undei section 37 (2') (a) of the Eeserye 
Bank Bill” 

Dr Trip Then ^oii cannot keep the last sentence 

bhauman What about section 17 (2) (b)? 

Mr Laviond That is not a ninety dais’ bill 

Chan man We conic back to the point at which we staited This 
•does not gne the Heseiie Bank any additional powei to buy oi rediscount 
That IS provided foi bj the provisions in the Act 

M> Jjamond I do not want m this resolution to make it that the 

BcSciie Bank will in the oidinaiv couise buy paper in the open market 

Chan man How can it’ 

Sit Pinf,lioiamt1a<i Thahuidas When the Bank Bate is 6 pei cent , jou 
agico that the bank should lediscount membeis’ bills at the Bank Bate 

Mr Lamond Yes 

Sir Putshoiamda^ Thal.inda^ WTien it comes to the open maiket, 
you agree that the bank will have to lediscount at a lowei rate * 

Ml Lamond No, it ma\ be the same rate, it may be a higher rate 
If It IS to be a lower latc, they must reduce the Bank Bate 

Sit Pnrshotamdas Thahtadas Then the question of going into the 
open maiket ceases altogether 'When does the bank go into the open 
market’ When it finds that the bill market is not following the policy 
■wdiich it does , and then it must have a free hand and it must not be 
restiictod b-s the Bank Bate foi that purpose The Bank Bate applies to 
rediscoimt, not to discount It mav be at a higher rate or low^er rate 
according to exigencies 

Mr Lamond That might happen 

Sir Purshotancdas Thahwdas Even under the Bill, the Bank Bate is 
not binding tor purposes of the open maiket operations’ 

Mr Buchley It is, see clause (47) 

Dr Tup If they want to go into the open maiket, it is because their 
rate is not effective in the market So I think a sound conclusion is that 
they should go into the open market at the same rate as they quote 
befoiehand 

Mr Lamond That would put the rate dowm 

Dr Ttip No If the banks charge 8 per cent above the Bank Bate 

and if the Beseive J3ank wants to enter the maiket in order to lower the 
commercial banle’s rate, they can do so on their own discount rate 

3fr Buclley If the published late is the rate at which the member 
banks could go to the Beseive Bank, the member banks m the ordinary 
course would probably be charging 1 pei cent over, say 7 per cent If, 
for argument’s sake, they staited charging 8 per cent , the Beseive Bank 
would come into the maiket at 7 per cent and compete wuth the com- 
mercial banks so as to bring the rate down to 7 

Dr Trip Then they have to change the Bank Bate 
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Ml Lamoiid I also agiee wiih Mr Eushfoith 

Lala Hai'ktshen Lai I entuely agree with, these gentlemen But if 
3 on w ant me to nave the mattei explained, I can ask a few questions In 
some enactments theie is veiy little said about Bank Bate, how it is to be 
fixed, etc , w^heieas in some charters it is all veiy explicitly laid do^vn. 
So far as India is concerned section 47 saj'S 

“The Bank shall make public from time tc time the minimum rate 
at which it IS prepared to buy oi rediscount bills of exchange 
oi otliei commeicial papeis eligible foi pmehase under this 
Act “ 

Does the teim ‘fiom time to time’ mean that the publication of the mini- 
mum late wall be once in six months, oi once in a month, oi once in a week, 
01 on every daj ? 

D) Trqo I think the late ought to be pubhshed eveiy week, as it is 
done in all othei countiies 

Lala Haihishen Lai The question is, what classes of commeicial paper 
■aie eligible foi purchase under tins Act A list of such papers is not 
given The discount late is not the same foi aU classes of paper There- 
ioie, ji^ou wall have to pick out the best papei on which the minimum 
should be charged Mi Manu Subedai says that the papers described 
in 2 (a) of section 17 are the best from every point of view Have you 
anj- thing to say against it? 

D) Tup I must say I agree with Mr Manu Subedar 

Lala Haihshcn Lai That ends the whole dispute 

Cliavman Probably vou have not followed Lalaji’s point Supposing 
you were the Manager of a Bank, so long as there is that provision in the 
Act, would vou feel that, without contravening the Act, you would be 
■entitled to pay for any paper less than the mimmum you have deolaied 

Dr Trip No 

Chairman That is the real point 

Lala HaiUshen Lai That is not the real point at all The case is 
simply this I am a banker People bring me papers I say to tliem — 
■“The Imperial Bank rate is so much and my rate is so much above that- 
Take it or go away ” I have said so, many a time The same class of 
people go to the Imperial Bank which publishes the rate That Bank deals 
in many classes of paper, and if it finds that any paper taken to it does not 
correspond to the minimum rate paper, it says ‘Our published rate apphes 
to such and such paper, this is of less value from the banking point of 
view, and I will charge so much ’ That way the Imperial Bank does not 
commit any illegality, nor does any other bank which charges more than 
the Bank Bate 

Chairman So long as it charges more, the question of illegality does 
not arise My point is that if for any paper it were to charge less than 
the pubhshed rate, w'ould it not — ^that provision being there — ^be committing 
an illegality? 

Dr Trip Yes 

Lala Harhshen Lai Which paper is that’ 
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Sn Puishotamdas Thalniidcs Wliicli means, open maiket opeiatwns 
Without icstiiction, but recliscomitmg at the Bank Bate The open maiket 
opeiation is undei contiol, othei business, e g , lediscountmg is done in 
the normal couise at a latc Imown to everybody and which is a common 
factoi A fiee hand comes in m the open maiket competition 

Ml Manu Suhedai If theie is a preferential maiket late given to 
membei banks, is it not possible that much of this piefeience ma-\ be 
passed on bi- competition? 

Dj Tiij} Yes, it is possible 

Ml Manu Suhedai Also, a bill with thiee signatuics, including that 
of the bank, is a bettci secuiit\’- foi the Eeseive Bank 

Bi Tup I feel it is a question of impoitance to the Eeseive Bank 

Ml Manu Suhedai I put it to you whethei the Eeseive Bank may 
not want to occupy some of its funds I do not say it should woik to 
the disadvantage ot the piofit of the commeicial banks It should not 
comjiote with tho commeicial banks, but it has to make something on its 
money to caiij on, and pieleiential discount ma^ be one of the means by 
which the Eeseive Bank without competing with the banks and thiough 
the banljs, is enabled to make something on its funds 

Di Tup Yes, ceitainly 

Mr Manu Suhedai If jou made lediscount an abnoimal pioccss 
'then the Eeseive Bank may not be able to engage its funds 

Di Tup As I said befoie, theie need be no feai about the Eeseive 
Bank not being able to engage its funds, especially having legaid to the 
seasonal variations in this countiy 

Ml Manu Suhedai You have suggested ceitain special measuies 
such as waiehouse leceipts, because you fear that theie would not be 
sufficient funds and also because it is desirable foi the Eeseive Bank to 
engage its funds in bills lathei than m any othei way 

Di Ti ip Cei-tamly 

Mr Manu Suhedai Theiefoie the prefeiential lediscount late might 
assist in all these objects 
Dr Ti ip Yes 

Ml RushfoHh May I just make a statement^ I feel veiy stiongiy 
with Ml Slanu Subedar that the membei banks who aie going to make it 
possible foi the Eeserve Banlc to function, by means of compulsoiy deposits, 
ought to have the fiist claim on the Eeserve Bank For this leason, T 
would be in favoui of a published late that applies piimaiily to membei 
banks In piactice, it wull be a discietionaiy late, but I should like that 
w'lth the co-opeiation and help ot the Eeseiwe Bank it should apply 
primaiily to membei banks and that it is published to the woild at laige 
on that undei standing 

Chan man That being so, you aie piactically coming lound to m> 
foimula Theie is no question theieafter, of giving the membei banks a 
lower late In othei cases a higher rate should be charged Tlieiefoie, 
in legaid to the pioceduie you are practically in agreement with me 

Mr Rushforth I am 

Mr BucMey I am piactically in agreement with Mi Eushfoith 
VOL IV 2 N 
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Dr Tup I tliinlc it is lathei a dang^ious tlimg If ^ou compel piivate 
banks to keeji cash balances with the Ilesei\e Bank, I would not be m 
favoni o£ leaving it to the discretion of the Pie'^ei^e Bank to fix the latio 
of these cash balances If they nant to contiact cmienc-^ the\ ought to 
do it in anothei waj* than by compelling mcmbci banks to Ireep a highei 
latio 

Dr Hydei I think ne aie mixing the object and making use of it in. 
anothei diiection. 

Di Tup I think ton mil undeistand that m a neu Bill the Besei^e 
Bank will have to gne ciedits to the membei bank^ and thej. aic ab'io- 
lutelv flee to decide upon vliat amounts of cicdit the^ mil give to the 
membei banks It is onh a question vhelhei it, vonld not be useful, in 
oidei to develop the bdl habit that they make a piefciential late foi the 
bilB of the member banks 

Dr Hydci That uould be a piefeiential late foi the hankcib hut if 
'^ou vant to encouiage the bill habit \ou must put a piennum on bills and 
put a handicap against the competitors of bills 

Di Tup That is in the second sentence 

Di Hijdei But the thud sentence docs not go veil mtli the second 
centence 

Di Tup As I exjilamcd this moinmg, \ou ha^e relation between the 
late ot cash ciedits of the commeicial bonks and the rate of cash ci edits 
of the Eesel^e Bank If the difieieuce betveen these tvo lates is the 
same as the diftcience hetveen the lediscount late of the Eeseive Bank and 
the discount late of the commeicial banks theic is no inducement to the 
private banks to take bills instead of cash ciedits So \on vill have to 
make the difieience between the Eeseite Bank Eedisconnt Bate and the 
commercial banlvs rate, greater than the difieience between the cash credit 
latcs That is the point If the commeicial banks by taking cash ciedits 
fiom the Eeseive Banlv can make the same profit as when thei take then 
bills to the Eeseive Bank then theic is no inducement to take bills instead 
of cash ciedits But if "'Ou make the difieience between the bill lates 
gieatei than betw^eon the cash credit lates then theie is an inducement foi 
the pm ale banks to use bills instead of cash credits Boi example, if you 
have the cash credit late of the Eeseive Bank at 7 pei cent and the cash 
ciedit rate of the commeicial banks at 8 pei cent there is a difieience of 1 
poi cent If ^ou have the rediscount rate of the Eeserve Barrk at 6 per cent 
and the discourrl rate of the commercral harrks at 7 per cent vou have the 
same difieience of 1 pei cent How if \ou make the rediscount late of 
the Eeseirc Bank foi the piivate banks 5} pei cent , rou have a difference 
of 1\ pel cent , a gieatei difieience than between the caslr credits Then 
there wil] he an inducement I think, for the private banks to use bills 
instead of cash ciedits 

Dr Hydcr That means, of course that >it rs m the power of hanks 
to change over from one system to the other 

Di Tup Ho, that is not true If ^on give a man an inducement he 
can only do rt as far as is possible 
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D) Tup You cisk wliat "would be tbe geneial kind of papeis that will 
be taken at the minimum late Geneially speaking, I think it would be 
the papei undei sections 17, 2(a) That, howevei, does not pievent the 
Tiesoive Bank fiom discounting othei papeis at the minimum late 

Lola Haikishen Lai I do not say that eithei I was simply tiansla- 
fcing Ml Manu Subedai’s question He says that the papei mentioned 
in section 17, 2(a) is the best papei 

Dr Tup Geneially speaking, it is 

Lala Haikishen Lai Even if theie was any doubt about it. Mi Manu 
Subedai says, it should be tieated as the best papei foi this simple leason 
that banlfs make deposits in the Eeseive Bank and it is to the mterest of the 
Eeseive Bank to make, if possible, some money out of them That is the 
only way it can he stiengthened If it "were a Simple custodian of money, 
it will not lecovei even the cost of taking caie of the deposits Mi Manu 
Subedai says that the Eeseive Bank should lend the deposits back on the 
best possible tcims to the banks making those deposits and make something 
out ol them That is all he wanted to pi ess, that is how I have undei stood 
him 

Di Tup That doe^ not lead to tbe conclusion that the Eeseive Bank 
ought to give that ciecbt to membei banks It should be left quite fiee 
in the mattei 

Lala Haihishcn Lai It is leally the best papei accoiding to Ins and 
my thinking and the minimum late should applj 

Di Tup Yes 

Di Thjdch Undei this Bill, the Eeseiwe Bank becomes the cential 
,cunency authoiity ^Vhat aie the weaiions that it has m its hands? 
Fiistly, it IS the bank late, secondly, it is the open maiket opeiations, 
thiidly, theie aie the balances of banks Youi object in placing these 
weapons in the hands of the Eeseive Bank is that it should be able to 
eontiol the situation Mr Manu Subedai’s diaft, which has been ciicu- 
lated, piovides foi membei banks getting a lowei discount late than the 
late gianted to the public, and in this you have anothei weapon of eontiol 
It seems to me that we aie mixing up pui*poses It is well that you should 
place a handicap in the way of those competitois of the gioup, but is it light 
that you should make use of anothei weapon which is not meant foi that 
puipose? 

Di Tup In the fiist place, of couise, we only ask the Eeseive Bank 
to considei the question, not to do ifc undei all ciicumstanees as I 'said 
in the beginning If they think it would be useful foi developing the bill 
habit of this countiy, I cannot see that theie is any gieab objection Why 
would it have anv haimful effect on the situation if they give a bettei late 
to the banks than to the public, and why should that be haimful to the 
position of the curionc’^ They can, of couise, change the Bank Bate’ 

Di TIi}clci I am going to quote to you the opinion of Mi Clegg His 
opinion IS this “Though it seems to me levolutionaiy now, nevertheless 
some such piovision, duly safeguaided, should be added to the powers 
of the Cential Bank in futuie ” 

' 2 N 2 
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Ml Khaitan We shall come to that iatei on, but looking at Clause 
47 as xt IS diawn up — ^it is of course subject to amendment It says the 
bank shall publish fiom time to time the minimum late at which it is 
piepaied to buy oi rediscount bills of exchange oi otbei commeicial papei 
eligible foi purchase undei this Act A distinction may be attempted 
to be made in the fact that the woid ‘icdiscount’ is used here, whereas 
in clause 18 the word used is ‘discount’, wheieas in clause 17 the word 
used is ‘lediscount’, but ha\iug regard to the word ‘buy’ used m clause 
47, whatever distinction might otherwise exist between 17 and 18 to my 
mind disajipeais, and clause 47 would stand in the way of the Ilescn’’e 
Bank if it wants to go into the open maiket and buy bills of exchange or 
promissoij notes at a late lower than the minimum rate 

Chan man 3^ou admit that^ 

Dr Ti ip Yes 

Ml Khaitan As legaids the occasion, I behe^c vhen we weic having 
our discussion before, I pointed out to you that even at the present 
moment there aic occasions, and not laie occasions, vhen the rate of dis- 
count in the maiket is much lowei than the Imperial Bank’s published lato 
01 even the rate at vhicli the banks aie piepaied to discount bills fiom 
the maiket Even now it happens, so that we don’t have to stretch our 
imaginations too fai to find occasions uhen the Beseive Bank may find 
lb necessary to increase the cuirency in circulation in the country, by 
offering to discount bills in the open maiket at rates lower than what the 
Besei^e Bank deems it proper to publish as its Bank Bate 

Di Tnp If the case arises, as you tell us, that the rates in the bazaar 
even are much lower, then wh-s should the Beserve Bank want to expand 
the currency I cannot see that there will be any inducement for the 
Beseive Bank to do that becau';e there can be no reason to make money 
still cheaper? 

Mr Khaitan There have been occasions, even in oui experience, when 
although money is apparently cheap, still persons and firms carrying on 
bona fide trade are not able to get money from the banks This has 
happened especially during the last 3 oi 4 years in India and even then 
it may become necessary to increase the amount of currency in circulation 
and give bona fide traders very good security 

Dr Tup That is the credit position, not the currency position 

Mr Khaitan Whether you call it cunency or whethei you call it 
credit, it comes to the same thing 

Di Tnp It IS quite a different thing I think then the Beseive Bank 
can only do one thing and that is to lower flie rate 

Mr Khaitan^ It is money flowing out of the Beserve Bank, the bank 
of issue, whethei it comes out of its banking department or its issue 
department, and whether you call it expansion of credit or expansion of 
cun'ency, it comes to the same thing It is actual currency notes coming 
from the Beseive Bank 

Dr Tnp But if that case irises then I think it is not the proper thing 
for the Beserve Bank to try to amend the situation by open maiket trans- 
actions They ought to lower the bank rate 
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Chau man We have had a "seiv full discussion and, fiom one point of 
view, it has been veiy useful It has hiought to oui notice the tact that 
the piovision as contained in that Pill did not piovide foi the open maiket 
tiansactions , and it is geneially admitted that foi open mailcet operations 
the bank should have fullest disci etion even In rediscount at rates louei 
than the bank rate I take it that is accepted 

Di Tup klai I make a icmaik m respect of that"? I cannot see that 
Section 47 vould hamiici the bank in its open rnaiket tiansactions Theie 
aie tvo kinds of open maiket tiansactions, in the fiist place in oidei 
to icstiict cuiiencv and then Section 47 does not come in at all foi then 
thev hare to sell then oi\n investments, then securities, ii oidei to take 
cnllenc^ out of the maikct, oi they hai’e to raise then Bank Rate If they 
vant to mteirene in oidei to expand cuiicnc\ or to lowei the open maiket 
late then ther can voik on the basis of then own published lato, oi even 
at a highei latc 

Chan man What about kli Rushfoith s point? He said theie may 
be cases in vhieh for the puiposes of legiilating credit the bank may have 
to buy paper at a rate nr regard to which the maximum must rest with 
it 


Ml llnslifoHh That is in\ impression of what has actuallj' happened 
recently in Loirdon 

D) Tup Hov can jou saj- that the case vould aiise in practice? I 
can understand it in a highly developed bill market like London, but 
ceitainl) m the first 10 rears to come — and in 10 years you will have ample 
opportunity to change the Act. — I cannot sec that the Reserve Bank in 
this country vould have anr jiossible means of being hampered b} this 
Section in then open maiket operations It they have to restrict the 
cuircnc}'^ they hare onlr to sell then secraities oi to raise their bank xate 
If they hare to expand the currency they can do it at the published bank 
rate or even at a higher rate 

Ml Eushfoith Presumably rrhat actuallr happened in London was 
that in one week when they mshed to stop the drain of gold they sold bills 
at the rate of 2 7/16 When then purpose rvas achieved the following week 
and money rras veiy tight they did the reverse operation and bought bills 
at 2 5/16 

Di Tup That can be of use in a highlj developed maiket but not 
m this country If the Reseiwe Bank want to make then rate eftective 
thou aim well alwa-^s be to force the commercial banks to low^ei then 
rale, because the commercial banks rvill charge a higher rate than the 
published rate of the Reserve Bank Then thev can enter the maiket on 
the basis of then orrn published rate or even at a highei rate 

Ml Khaitan I quite agree that rvhen the Reserve Bank wants to 
contract cuiicncv and has to sell bills it can do it at as high a rate as it 
likes, but Clause 47 rvould certainly stand in the rvay m open maiket 
operations, if the Reserve Rank wants to buy or rediscount bills of exchange 
m the open market at a rate lower than the rate published by it 

Di Tup Ho, I do not think that the case would arise 



lemoic Ills objection I shall be giateful i£ my colleagues I’vill take do^^n 
the amended section 

“Tlie published late of the Eeseive Bank should be the minimum 
late at vihich it is piepaied to buy oi lediseount fiist class 
tiade biUs and piomissory notes of memhei banks and 
bankeiSj the Bank having full discietion in legaid to the 
lates foi its open inaiket opeiations To stimulate the use 
of bills, the Eesoive Bank should use its discietion to chaige 
a highei lale for demand loans against authoiised secuiities 
md it mav find it useful to have a laigei* maigin between 
these lates at the outset ih.in will be necessaiy aftei the bill 
maiket has developed Should the Beseiwe Bank, in the 
fiist fev yeais at am late find it neccssaiv to discount the 
jiapci of the public uithout bank endoisement, it should 
considei whcthei it should not cliaige a highei late of dis- 
count to the public than that chaicjed to member banks and 
bankeis ” 

Di Tup I see onh one objection and that is in the last sentence 
It IS said tliGie that "Shoulrl the Beseive Bank, in the fiist few vcais at 
any late find it necessaiy to discount the papei of the public”, wheieas 
cection (181 of the Act consideis it as a standing possibility that the Ecserve 
Bank can discount the papei of the public 

Chairman I say in the fiist few yeais ‘at any latc’ because I don’t 
want to stop its doing so laici on Theie is the document as it stands 
Do 30U see anv objection’ 

Di Tup No 

Chan man Is the fiist sentence acceptable, Mi Eushfoith’ It ivill 
he the same except that joui point has been brought in I vould now 
hke to have the opinion of Ihe membois on the ledi aft as suggested by 
men in consultation with the Vice-Chairman 

Ml Lamond I vould like to add the woids ‘‘and piomissoij notes’ 
aftei ‘‘fiist class tiade bills” in the fiist sentence 

The suggestion of Mi Lamond was agieed to and as suggested by the 
Chaiiman it vas decided to put m a Note in the following tcmis — ‘‘Tiade 
Bills 'Will include pioinissoiv notes aiising out of bona fide commeicial 01 
tiade tiansactions beaiing two 01 moie good signatuies ” 

Lala Ha'ili'ihcn Lai I agiee to the substance of the draft but not to 
the voiding 

Chaiiman That is all what I want We are not now viitmg the 
Eeport and at that stage we can discuss the terms of the voiding in 
detail 

All the members present (including Di Tup) agieed to the redraft 
except Ml klanu Suhedai who desired to express his dissent from the 
entile clause 

Chairman Nov', ve have another point to discuss In youi Memo- 
randum on the ‘‘Mone-^ Maiket in India” you say that ‘‘Undei normal 
circumstances the cuiiency of that country vull be preferred wheie the 
''ovest rate of inteiest prevails and the money and bill maiket is so well 
developed that no doubt can exist about discount facilities being avail- 
able at any time during the currency of the bill These conditions are 
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Mr Khaitan If it comes to that then the rates should be lowered and 
only then should the Eeserve Bank be able to do transactions at the rate 
It wants to ^ 

Dr Trip Yes You stated the case of credit difficulties when the 
tiadeis could not get accommodation fiom the banks 

Mr Khaitaiv I have not made myself very cleai I tiied to explain 
to you that because of currency difficulties it uas necessary foi more 
currency to come m 

Chairman I think you have thioughout been advising us that the 
discretion of the Eeserve Bank in regard to its open market opeiations 
should be as little feiteicd as possible Now, I cannot discuss opmions 
but if this relaxation was not provided for in the Act, oi the bank’s charter 
imposed that restriction, would it not be again putting a hindrance in the 
way of the Eeserve Bank’s open market operations'? Here we are trjmg 
our best to remove anything in the way of the Eeserve Bank in regard to 
its open market operations and to leave it absolutely to the judgment of 
the Eeserve Bank to decide about the occasion, the rate and everything 
From that pomt of view don’t you think that the removal of this impedi- 
ment would help the Eeserve Bank*? It may be that no occasion may 
arise and the Eeseiwe Bank wall not find it necessary to make use of the 
power On the one hand, we cannot legislate for every occasion On the 
othei hapd should the occasion anse the Eeserve Bank w’^ould find itself 
fettered by that statutory provision I may supplement what I have said by 
making this observation When the Hilton-Young Commission made the re- 
commendation it did not contemplate that the Eesei\e Bank would start 
open market operations immediately It was stated then that, I think 
after 10 years, the Eeserve Bank should approach Government and the 
Government would then authorise it to start open market operations When 
the Bill was drafted it was considered that the Eeseiwe Bank should be 
left unfettered in that particular matter Therefore the provision in Clause 
(18) leaves it to the discretion of the Eeserve Bank, but possibly wffien that 
change was made it was overlooked that if (47) stood m the form in which 
it was copied from the Hilton-Young Commission’s report there would 
still remain some impediment There might be cases in which the 
Eeserve Bank might want to buy commercial paper at rates lower than 
its minimum Well, that Statutory provision would stand in its w^ay 

Dr Tup I should only hke to say that I want to ha\e the Eeserve 
Bank as strong and as efficient as possible in this coimti’y Therefore 
I made my proposals in my memorandum in order to achieve that aim 
Of course I have no objection against the removal of the impediment men- 
tioned by you, but I want to state that in my opmion this would be only 
an impediment if the position in this country was changed to such an 
extent that you could have here the same position as you have now in 
England and Holland where, generally speaking, the commercial banks 
discount at a lower rate than the Eeserve Bank So I thrnk that as the 
situation IS at present, this clause would be practically no impediment for 
the Eeserve Bank 

Chairman I have been discussing this in the meanwhile with the 
Vice-Chairman and he has suggested to me a form of words which wdl 
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Market m this countiy and what skuclc me aptly was that India has the 
necessai}”^ maleiial practically begging at its dooi India has an average 
of about Es 225 cioies of impoits which aio financed on the Eight bill 
basis These bills aic at present practically tied up by banks m their 
bill portfolio and aie not used in this countiy because there is no Bill 
Market, in existence non I have, thcieforc, endeavoured to put my 
ideas on this subiect on paper nhich I liaie ]iist non oiiculated to you It 
reads — i 

“The introduction of rupee bills in connection with the import 
trade of India primaiilv depends on the ln^o^atron m con- 
nection with the cmioncy in which the import bills are 
drawn and this will be dealt mth riiidci the head “Exchange 
Banlvs’’ It, however leqnnes to be noted here that with 
an import business on pi note account of approximately 
Es 230 eroies a jeai, the coiioci bill market for this pur- 
pose IS India and not outside India This is particularly 
justified by the fact that even at the present tunc, when 
most of the import bills are beinc diawn iii stcihng currency, 
tho rate of interest payable b^ the Indian importer is not 
less than six pci cent all throughout the vear, which, w'lth 
the interest payable on the remittance back of the monev 
works out to a little oxer seven pei cent per annum If 
the rate charged on the import bills hv the Exchange Banks 
w'eio based till now on tlio rate of discount m London, the 
argument regarding the Indian importer haxmg to pay a 
higher rate of interest in the Indian discount market mav re- 
quire even to be considered But under the CMsling con- 
ditions that does not require discussion “ 

Mr Bvshfoiih IMav I eiiculate a noic on Ihis subjecl'^ It is a coinci- 
dence that I also bi ought a note on this subject this morning 

Ml Erishfoi til’s Kotc wliieli was also cuonlatrd road ns fellows — 

‘^‘A manufacturer who sells goods to a foreign country paxment for 
which is to he leceix'cd in the cuiioncj, of the foreign eounliy — 

(1) has to quote his pnec m foreign cuiicnc), 

(2) has to take the risk of exchanging that cinicncx into his own, 

at the rate at which he has based his price, or simultaneous- 
ly wnth the sale of the goods has to fix exchange with his 
bank 

Take the case of a German xvho is negotiating n sale of goods to an 
Indian for shipment in Juno The Indian insists on a rupee quotation 
payable by a 60 d/st draft 

The German must ascertain the rate at winch he can sell a 60 d/st 
draft to his hank in June He bases Ins price on that rate and ofiois the 
business accordingly If it is accepted he must therr fix his exchange 
or take the exchange risk himself In the latter case he must cer- 
tainly allow for the risk in his rupee price 
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lacking m India ’ Tom statement ■nitli logaid to India kas been dis- 
puted Some of my colleagues have said that in the majoiity of cases, 
say 75 pci cent — and Mi Buckley said that it was quite a laige nunibei 
— the consideiation does not applv 

Dr Tiij) Ma\ I ask, nhy not 9 

Chau man With lefeieuce to nhat joii have said theic I have put it 
as a tentatnc i eeommendation, in my papci foi consideiation by the Com- 
mittee, which leads — “The intioduction oi ilupee Bills in cormection 
with the imj)oit tiade of India depends on the development of the inland 
bill and money mailvct and on the late of inteicst picvaihng in the 
couuti\ Undei noiinal conditions the cuiiency of that countiy will be 
picfeiied whcic the lovest late of inteiest pievnls and the money and 
hill maiket is so well developed that no doubt can exist about discount 
iacihties being available at any time duiing the cuiiency of the bill 
These conditions aie lacking m India at picscnt’’ 

Sn Faiblioiantda'i Thalunlas We veie consideiing tins point in the 
Chaiiinan’s diatt nhicli is .m cxtiact tiom 3'oui memoiandnm The consi- 
deiation that the into of iiiteicst pie\ nling in this countiy should be cheapei 
than the late of inteiest pievailiii!r m othei countiics like London wheie 
Ibcie aie moie liigliB developed Monej maikets, is to in\ mind misleading 
‘It is admitted that moic than 50 pei cent of the impoit finance is being 
done by Indians m ho do not own then ow n business houses m London by 
which it can discount its papei theie They theiefoie have to do then 
business m the oidmaiy mannei which is this Supposing a dealer heie 
buys goods woith -6100 fiom Biiminghain The sellei at the othei end 
discounts his bill foi £100 wnth a Bank m London Supposing the bill 
was discounted on the 2nd Januaij^ and when the diaft aiiives in India 
about the 20th Januaiy it is shown to the buyei heie (diawne) who is 
asked to accept the bill 60 01 90 dajs aftei sight Whethei the bill is 
D A or D P does not leallv mattei When the bill is payable aftei 
90 dajn, say on the 20th Apiil the buvei lias to pav not onlj'- £100 but 
mteiest at 6 pei cent fiom the 2nd of laniiai-s up to the date the lemit- 
tance actuallj' gets to London, / 1 , 18 dais aftei the 20lh of Apiil The 
late of inteiest cliaiged is 6 pet cent all the ^eai lound which is gen- 
erally the noimal Bank late in India 01 a little highei The impoitei 
theiefoie docs not get the benefit because the bills aie diawn in steihng 
and because the bills aie not capable of being lediscounted in the London 
Maiket In fact on a loiigh calculation made out jnsteidajq it was found 
/that the Indian impoitei actualh pays 7^ pci cent because he has to 
,pay mteiest both ways until the monej- gets back to London Theie- 
fore it IS misleading to say that the late of mteiest is low and that is one 
■of the icasons I might add that it was mentioned that this is a mattei 
between the buj’^ei and the seller to decide I agree The other part 
of it Is a mattei of piactical politics, but as fai as this statement is con- 
cerned it sti nek me that it is not correct 

Di Tiip I think the statement is collect m itself I do not know’- 
whether the practice with regard to these import bills is in accordance 
wntli w^hat ought to he fumed at 

Sii Pin shoiam(la<f Thaliudas What I sav is that the import business 
todar is not based on consideiation of the cheapei money lates pi evading in 
London The question aioso m connection with the cieation of a Bill 
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Sir Pvishotamdas Thahindas I stiongly diftei, bui that amU take us 
into quite a diffeient lealm of discussion I ask wlictlier' these bills 

aie realh taken to the London Money niaikct foi lediscount puiposes”? 
Don’t take into consideiation the housc-papc] of people and concerns who 
have got then own houses in London Does Mi Ilu^hfoiLh niipL that 
those bills aie e\ei lediseounted ui the London Maiket after thc\ aie 
accepted kVhai T sav i-, that the discount maikcl does nof come into 
the pictuie at all 

Sit Hugh Code Might we not heai what Di Tup has to sar on this 
point 

D? T)ip In niY opinion I absolutch maintain vhat I liaAC mentioned 
in im meinoiandum I think these bills belong to the Steiling maiket 
I think it IS moio a question of piaclical difficulties that these bills have 
to be sent to India f-oi acceptance and that thev may remain m the port- 
folios of the banks heie The mam point is vhethei in the interest of the 
countiv it Mould be possible to devise means in older to make these bills 
acceptable to tlie London mone\ maiket If that could be done, then the 
mipoitei in this countiv could benefit from the lover rate piCA ailing in the 
London moiicv maiket I think it ivould be much bettci to follov the 
gcnoial piinciples, vlnoh I hai^, stated in m% paper than to tii in an 
aitificiil woY to turn these bills into lupcc bills Lor then of couise the 
Intel est late Mould iiiacticalh remain the same or even bo highci So on 
the mIioI? I think the intciests of the countu Mould be seivod if tve tiied 
to find a MaA to open the London monoA' for these bills 

Ml Mann Suhcdai But is it not open at present^ 

Dr Tup Ko The reason Aidiy it is not open is that these bills hat^e 
to be tiansfeiied to India foi acceptance If Ave could avoid sending 
them fiom London to India, and if banks in London could see then* way 
to accept them, the bills would be practicalh available for the London 
money maiket 

Mr Manu Suhcdai So the position is that the Indian imiioitei has to 
pay mteiest chaiges and the inteiest charges paid by him are not at the 
London rate, but at 6 pei cent^ 

Dr Tup Ho, thciefoie I think the first question is do these hills in 
the London market which are drawn in sterling and sold practically to 
London banks not belong to London^ 

Ml Khaitan The bills come here not onh for acceptance but they 
remain help until the due date for payment 

Dr Tup Yes 

Ml Manu Suhcdai So that, even if something could be done by 
A\hich they are discounted there, the collection will have to take place 
here, and the money Mill have to go from here to that country 

Di Tup Ho, the exchange banks could collect the bills here m rupees 

Sn Piudoiamdas Thalxunlas Oi it wmuld be this Aiay According to 
the system in Amgue .till now, the importer, mIio is not able to haA'e his 
bills discounted in London, does not haA'-e any advantage by May of interest 
by baAing the bills in sterling 
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In the fiist place what quotation can he get foi June 60 d/st ? Or- 
will his bank inform him that the bank can only buy the bill payable 
at the Indian selling late foi maiks oi steilmg at the date of pajment’ 
If theie IS only a small maiket foi foi^aid rupees in Germany it is fairly 
obvious that the rate of exchange on which the bank vill base his quotation 
will have to be a very "safe” one That is, suppose he understands that 
tbe sterlmg rupee cross rate for June is quoted at 1/5^ he will voik on 
1/5 7/16 keeping 1/16 in baud to eovei his risk His lupee puce to 
the Indian will thus be higher than the price the Indian would have to 
pay if sterling had been quoted and the Indian had been able to fix his 
exchange at 1/5J 

It seems to me that the puce of commodities as betv een two countiies 
must be based on an exchange quotation obtainable for the date of ship- 
ment of the goods, and it must, theiefoie, facilitate tiade if that quota- 
lioii IS obtained in the most favourable maiket and m a readily saleable 
currency Otherwise one oi other of the trading parties is gnmg away 
his profits to an exchange dealer 

I have often maintained that the forward exchange maiket in India 
IS one of the best developed markets in the voild This is borne out 
by the fact that m connection with a large portion of the recent invest- 
ments b\ foieigneis in Tieasurr Bills, the banks in India have had the 
'uus of fixmg the exchange for the forward part of the busmess 

Gcnciallv speaking, therefore, it must be cheaper for import puces to 
be based on sterling and the exchange fixed here than it is to have the 
pnces based on rupees with the exchange fixed in the foreign countij 

The 6 per cent interest charge to coier the period of the transit ot 
the bill and its usance is an entiielj' separate charge which would be the- 
same whether the puce and the cuiiencj of the bill was rupees or ster- 
ling " 

/Sir Puislioiavidas Thahurclas Eegaiding the first part of iMr Eush- 
forth’s Note, which I appreciate mjself, I think it is a sub]ect which 
ve can usefully discuss when ve come to deal with the Bmancing of 
Foreign Trade I do not know whether it is pertinent for us to discuss the 
feasibility or otheivise oi vhethei the import bills should be in sterling or 
not AVe are now concerned onH vith the last paragraph of Mr Eush- 
forth’s note as to whether the importer gets the benefit or not On that 
pomt my ansvei is an emphatic “No” I theiefoie suggest that the 
reasoning made out by Mr Eushfoith is not ooiiect 

Chan man I am inclined to agree with the Vice-Chau man that so 
far as the interest rate goes the latter portion of Mr Eushforth’s note is 
alone pertinent for the present It is howevei, for Mr Eushfoith to 
say whether the first part applies or not 

Mr Bushforth The Vico-Chaiiman asks how does the Indian im- 
poitei get the benefit of the interest which is mvolved in the bills being 
diarvn nr sterling or does he get any benefit at all? My immediate answer 
to that is “Yes”, because if the bills are diawm in rupees, aceoidmg to the 
argument that I have raised in my note, the imports would cost India 
much more than what it is today 
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Ml BucUcy They aie exceptions and not the geneial iiile In the 
case of machineij shipped tiom USA foi example, the Ameiican will 
not ship the goods without ciedit being opened This not only applies 
to India, but to Dutch East Indies China, Japan, Stiaits, etc To day 
in mj Delhi Office I sail a dollai bill fiom Ncu Yoik with the 6 pei cent 
inteiest clause I have no ob 3 ection at all to the question being put foiwaul 
to see if an;} thing can be done to make finance cheapei foi the Indian 
impoitei But theie may be some difficulty I am not aw^are of 

Chairman Can you place befoie us any concrete suggestions as to 
how the piactice is to be changed? 

Mr BucUcy My suggestion is tins could not the exchange banks 
m London, instead of advancing against the bills on a six pei cent basis 
accept the bills in the same w'ai as tlie\ do foi houses which ha^e then 
own offices out heie? 

Di Tup If the foicigu exchange banhs would accept these bills, 
the bills need not bo sent to this counti}, but can be discounted in the 
London maiket at a lowei late 

M) BucUey So that the sellei of the goods oi the diawei of the 
bill would be able to base the inice he quotes to his Indian bu\ei on rlie 
discount late in London plus the accepting commission pi e\ ailing at the 
time, say 3^ pei cent against b pei cent as at piesenl 

Sn PuTshoiamdas Thahuidas That is an exchange question We ha%e 
only laised the question of import bills being available for the local discount 
market, and it has a place here only in that connection I want a paia- 
giaph put in that the impoitei has not leceixed the ad\antage of the lower 
interest rate prevalent in the London maikct But it has been suggested 
to us that it might be feasible, the question will be considered m its right 
place under exchange, but it it is not loasiblc, it is to his advantage 
to make the bills available in the London discount maiket 

Mr BucUcy At the piesenb time owing to the Loudon discount 
market rates being Iowti than m India 1 contend lhc\ would leinain 
sterling until such time as the le\el of interest latcs in India is able to 
compete wuth London, and then I see no reason wdiy the bills should not 
be in rupees 

Sn Purshotamdas Thakuidas Eithci the iniiioitei here should get the 
benefit of the lower rate of interest or, it that is not feasible there is 
no reason wdiy these bills should be cut out from the local discount biE 
maiket Wffi wnnt to create a bill maiket W?e ha\e got these practically 
waiting at our door, in fact we aie turning them back I personally 
think that we should point this out and say that unless this w as available, 
the bills, being tied up for a period of two to three mouths. Ling idle aie 
a deadweight on the money market and to that extent a waste 

Ml BucUcy If they have to bear 6 per cent interest, it would be 
bettei foi the country to have them drawn m inipees 

Mr Manu Suhcdai What is the position with legaid to goods coming 
iiom Java? 

Dr Trip The bills are mostly^ drawn in sterling from Java If Java 
sells sugar, a confirmed credit is opened by' the London bank and on that 
confirmed credit bills are drawn by the sugar exporter in Java and sold 
to the banks in the maiket at Java 
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Di Tup IsTn, out 1 think it is possible to change that I think a 
xeccmmenclation that the hanks should considei the opening of the London 
maiket to these bills would be of gieat value 

Si) Pin^ylinianiclits Tlmti/zdas If feasible 

D> T)ip I do not think it would not be feasible because these banks 
arc piacticalL pacing the selloi of the goods the whole sum coveied by 
the bill and thcA take the iisk of the bill What would pi event the banks 
in London fiom accepting these bills on behalf of the Lidian importer'? 

jV? Buchlcy Su Piiishotamdas mentioned that the bills veie based 
'■n the late of discount in London I do not think that is light The 
G^tplanation of ilie 6 pei cant latc is this The bills aie not available for 
discount in the London maiket, they have to come out heie and the 
banks instead of gmng then acceptance, have to find the money to pay 
foi the bills The onl\ i\,i\ the exchange banks can find the mone-s is 
by taking deiiosits fiom the public m London As the exchange business 
is consideicd In the ]niblic io be lathei iiski Ihc exchange banks have 
to pn highei lates than ol’u i hanks in London The latest adiico I had 
fiom London m Dcccnihei showed that foi lencwals of all old mone\ we 
weio paling 4^ pei com agmist the discount late of 2''_ pei cent I 
quite agiee with Di Tiip that somolhing niighl. be done to enable banks 
m London to accept these lulls which aic chawn b\ scllcis who have not 
got then own hoiisc-^ heie so that the sellcis could discount the hills in 
the London maikei sa\ it 21 pci cent pltfi 1 pei cent pei annum 
accepting comimssinn foi tluco months Then m the nonnal conise of 
events the binei would gci iho .ulvauiago of that 3] pei cent against 
SIX pel cent pi ei ailing at (he piesenl time 

S’T PnrsJioh/vi(la<f TJialiiulas Would I be wiong m taking it that if 
this was loasiblo (he exchange banks would have adopted that policy^ 

Mr BucUcy I have no obiection to this going foiwaid as a recom- 
mendation 

3Ij Mann Suhodai So fai as the sellei (Euiopean manufacturei) is 
concerned the bill is usually discounted without lecouise to the seller 

Dr Tiip How can the banks pay the sellci the full amount of the 
bills without recouiso to him'? 

Sir Purshofamdas TJiaLinda<} Is the majoiity of the import busmess 
done on the basis of bills wiihonl iccouise on the diawei^ 

31) Biicldey No can take it that the bulk of the impoit business 

to-da^ IS done on a sixt'e elaas’ sight basis without any credit at all and 
the bills aie taken by the exchange banks simplv on the stiength of the 
ehawei’s name ’ 

3/) Manu Sidicdai Take the case of an Indian importer rn India 
who wants to blr^ machinerv and wdio has made arrangements wnth the 
machrnerv sellers with regard to price and every other factor, including 
payment being made m the cuiicncY of the seller, but to meet the con- 
venience of the hnvci, he is still piepared to draw 90 days’ biUs but he 
will leeeno payment ns he has parted with the goods and he does not 
want to take the iisk of the bill being dishonoured at this end I have 
known such eases 
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Ihe cheapei nionex nuuket latc in London I nndei=~tood him to sa\ ^ 
English business houses aie niihng to adopt an aiiangement uiidei ■which 
steihng bills ■would be foithnith com ei ted into lupec bills and come out 
to India as iiipee bills 

M) Hu'ihfoith Ko, I nant luiice bills to be ciealed m India on the 
aiiival of the steihng bills so that the Indian impoitei instead of paying 
foi the acceptance ciedit in London, itill let the piesent aiiangement 
stand He pays G pei cent foi the peiiod of tiansit, until the money 
market in India can enable hmi by diawing a bill to get funds at less 
than 6 per cent He u ill then immediately pa^^ oft the sterling bill cwuth 
the proceeds of his discounted luiiee bill 

8ii Pwslioicundas Thahindas Who draws the bill’ 

Mr RushfoHh The impoiiei draws tlie bill on some one he has made 
aiiaiigements ■wuth 

Di Tup It IS much more expensive 

Sly Piiyshotaindas TJiaKiudcis The import bill is drawn by the seller 
who has an interest m drawing the bill It is drawn on the buyer w’^ho 
again has a natural interest in lire liability' You are freeing one of the 
parties It will be a capital arrangement for the exporter because he 
will get his bill paid on the date it is presented 

Mr Piushfoytli He w'ould presumably get a benefit in the puce 

Mt Khcntan I could suggest a more eas\ way out of it, but the diffi- 
culty would be the liability of the drawer It could be done if when a- 
bill w'as drawn in sterling and accepted, the number of rupees could he 
written on it Jt would become then a rupee bill The difficulty will 
arise if on the due date the drawee docs not meet the bill in rupees 
The bank has then to go back to the drawer and he pays only irr sterling 
and if there is a ranation in the rate of exchange the bank stands to lose 

Sir Puishotamdcis Thalwdas The rupee liability of the holder of the 
bill IS not met 

My Khaitayy If it is not met, the bank can only get the specified 
number of pounds from the drawer and there may be n variation m the 
rate of exchange Under that scheme the diaw'ei continues to be liable 
but in pounds, and the bank has the risk of r aiiation in exchange w'hich 
it would not be prepared to undertake, but under your scheme you are 
releasing the drawer absolutely 

Mr Buckley If the Indian buyer can get the seller on the other 
side to quote his price nr rupees instead of in sterling as at piesent 
there is no reason why the bills should not be drawn rn rupees As T 
have sard, we do get rupee bills occasioiralh 

Sir Piuslyotamdas Tliakvydas But I submit that we need not discuss 
that point here All we are concerned with here i'; the fact that if the 
Indian bill market be starved of the natural raw material available to 
them, it benefits nobodv and it keeps the discount market here out of 
what is its first right and claim I only w'ant that to be put in 

Chaiyyyyayi I fully realize that I allowed the discussion to continue 
for this simple reason Hr Tup first sard that this might be a solution 
and in my ow'n mind I wanted to make it clear whether that was ai 
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Ml Manu Siihcda^ What happens when Bombay buys Java sugar? 

Jdr Tup The oxpoits aie generally financed m sterling 

Mr Manu Stihcdai If Bombay purchased Java sugar, the Java 
exporter draws on the Bombay man in sterling^ 

Dr Trip He draws on the bank wdnch opens a confirmed credrt 

Mr Manu Subcdar Even for sales to India'’ 

Di Trip Yes, in my time that was the case, but now I hear that 
much sugar business is done directly without bills being diawm 

Mr Manu Suhedai So that it is lupee bills that emanate from Java 

Di Tup I am not certain, because in my time it was not done 
I am under the impression that imports and exports are as far as possible 
cleared internally by big houses like Ealli 

Mr Manu Subedar Even foi those exports the rate is 6 per cent ? 

Dr Tup No So far as bills are drawn in sterling they are purchased 
on the basis of the discount rate prevailing in London or even at a 
lower rate 

Ml Rushfoith May I make a suggestion which w^as made to me by 
a banker in London wdien I was there ^ He quite agreed with the general 
principle that the rupee bill market in Lrdia might be based on these 
import bills, but he suggested that that w'as gomg to be possible by arrang- 
mg for some of the larger houses here to accept the smaller merchants’ 
names, so that the sterling bills could be paid oft the moment they 
ariived with the rupee bills drawm by the smaller importer here on either 
a large importing house or a bank By that w^ay you automatically convert 
all your sterling import bills into rupee bills It is one of the disadvant- 
ages from the point of the London market that vou would have innumerable 
small bills here foi the basis of a rupee bill market in India Suppose 
an importer gets a bill for £150 He is being charged 6 per cent until 
he pays ofi the bill He know^s that the bill is going to arrive on a 
certain date He is a small piece-goods man, he arranges with a well- 
Iniown film for acceptance and he draws a rupee bill on that firm, the 
moment his sterling bill ariives, he discounts that rupee bill and with 
the proceeds he pavs oft the steiling bill That rupee bill is in the Indian 
market on the due date 

Dr. Trip Then you w'ould have to finance the whole transaction at 
a higher inteiest rate than the London rate 

Mr Bushforth But you are getting your rupee bills here 

Dr Trip Lr my opinion it should be done at the cheapest rate and 
then only would it be to the good of the country 

Ckaifman If it w^eie possible to have a market in London, the sterling 
hill instead of being sent out to India for acceptance, would be discounted 
in the London market, and the Indian importer may get the benefit of the 
cheaper market rate in London, that is a possibihty I confess I have 
not been able to listen to any concrete suggestion other than, if I may 
say so the good will of the exchange banks, for changing the existing 
practice Mi Bushfoith’s suggestion, from the point of view of the deve- 
lopment of a bill market m India, seems to be valuable particularly under 
local conditions in wdnch the Indian importer does not get the benefit of 
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Mr Khaitan If it is a 60 days’ bill be pajs for 78 days which is the 
necessaiy period He also pays interest at 6 per cent for another 18^ 
days 

Mr Bucldey He could pay the money straightaway by T T 

Mr Khaitan Let us take l/32nd It comes to 173 Take this- 
from 7 4 

Mr Rushfoith 7 4 is pei annum while 17 is for 20 days l/32nd is 
an actual difference while 17 is the percentage difference for’ 18 days 

Mr Manu Snhedar Suppose the document comes to this country and 
it IB a D I'D and the drawee pays the money at once He still pays for 
18 days for the money to go back It is aside the document 

Mr Bushforth But there again he gets l/32nd on his exchange I 
do not see how you can separate it 

Sir Purshotamdas Thalcurdas We will say a little over 6 pei cent 
Mr Bushforth I am convinced that it is only a very small percentage^ 
Sir Purshotamdas Thdkurdas What does the actual work to 
Mr Bushforth 6 14 

Mr Bucldey There is one thing I cannot subsciibe to It is the 
sentence leading 

‘‘If the rate charged on the import bills by the exchange banks 
were based till now on the rate of discount in London ” 

It IS not so 

Sir Purshotamdas Thalcurdas “4s the late Banks is not based on 
the rate of discount in London ” 

Chairman Is that acceptable? 

Mr Laniond The only cheap way of using these bills is to use them 
in the London money market Here he says “It requiies to be noted . 
not outside India" 

Sir Purshotamdas Thalcurdas I would not put this in if to-day we had 
a scheme ready before us to mate the importer benefit by the lower rate 
in the London money market It is only a pious wish 

Mr Lamond You would not say, ‘It would ordinanly appear that 
the correct bill market is India ’ It is makmg a definite statement 

Sir Purshotamdas Thalcurdas Unless the exchange banks could show 
that by having the bills drawn in sterling the importei may be benefited 
by the lower rate 

Mr Lamond The only cheap way of doing this is by usmg the biE 
in the London money maiket 

Chairman It has been urged before us that wuth an import business 
on private account of approximately Bs 230 crores a year the correct 
bill market for this purpose is India and not outside India 

Lala Harlcishen Lai It is beyond me 

Dr TLyder I think this country must have one of two things either 
a low rate or a bill market That is oil I accept that 
Mr Manu Suhedar I accept 
Mr Safher’ X accept 
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leisible solution oi only a pious \visli depending on the good Mill of 
'Somebody I did not want to summon him agam when we M'ere further 
pui suing the mattei in connection with the financing of foieign trade 
Theiefoie, I said that my colleagues who wanted to ask him any questions 
on the general pioposition might do so now It is quite possible Me are 
not going to come to a decision on the mattei now So fax as I am 
concerned, I put him one question, viz , whether he had an alternative 
and hoM’^ he could get it, and I undeistood hmi to say that it would depend 
on the good will of ceitain paities If the good muII is nofe there, the 
custom will not be changed It depends on them to change their custom 
The onty lecommendation we can make in that direction is that we hope 
this will be done We cannot go beyond that 

Di Tup Foi anj' solution that j’ou think would be possible you Mali 
always be dependmg on the co-operation of somebody else, either the 
seller, the bujei oi the bank 

Chaiiman But vhat I wanted to find out was whether there was 
anything moie concrete than that 

Mr Ruslifoi th I think the statement about 7 per cent is incoriect 

Ml Manu Suhedai Tbe drau^ee pays inteiest foi the 90 days usance 
plus 18 days one m ay plus 18 days the way back 

Mi BushfoHh Boi the last 18 days he gets the benefit of l/32nd 
in exchange It Moiks out at 3^ pei cent 

Ml Khaitan Most bills are, as Mi Buckley has said, for 60 days 
The mteiest late comes to much moie than 7 pei cent , and Me only 
say heie a little ovei 7 per cent 

Ml Bucldey He can remit the money by T T 

Ml Bushforth There is no compulsion as to how the lemittance 
should be made 

Ml Khaitan What he could liave done is quite a different thing 
We aie now stud'^ing what is actually happening in India 

Sii Puishotaindas Thalcuidas In actual practice, I am told the _im- 
poitei lemits bv D /D 

Ml Buslifoith It M’oiks out at 6 14 pei cent l/32nd for 20 days is 

about 3 1 2^®!^ P ^ He is paying 6 pei cent He is losing 2^ per 

cent p a on 20 days It is 6 14 pei cent p a 

Ml Manu Suhedar Tou aie chaigmg him foi the 18 days at the 

same late He has had the use of the money for the usance 60 days 
and the 18 days the bill takes to aiiive here But he has not had the 
use of the monej'- foi the additional 18 days 

MV Khaitan The interest vou chaige him for the additional 18 days 
is about 25 pei cent If I added this to the 6 pei cent the actual 
calculation muII be 7 4 pei cent 

Chairman If it is 90 days usance it will be over 8 per cent 

Mr Khaitan We cannot take 90 days 

Mr Bushforth He is losing 6 pei cent for 20 days , I am taking 
ihe 20 umey Sack again 6 per cent foi 20 days is 32 He is getting 
1732nd benefit on the exchange Tlie actual loss is 13 
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FINANCING THE CUEEENT NEEDS OF AGEIGULTUEE 
By Di A Fiiecleuch 

About 230 milbon people ox 73 pei cent of India’s population (accord- 
ing to the census of 1921) are supported by agiiculture It is the first 
EGuice of India’s economic life In oui opinion its future development 
lo a large extent depends on the creation of piospeious agricultuie A 
laige percentage of the Indian cultivatois is at present deeply in debt 
There are many reasons for this The principal question with which we 
have to deal is how to supply cheap and suitable credit to them m order 
tc finance their activities and improve their conditions 

The supply of cheap credit, even credit -mthout interest, is only of 
advantage to the agiicultuiist if production is, or can be made, profitable 
and his indebtedness decreased Cheap credit alone will not produce 
soimd agriculture in India The social and economic conditions of ‘the 
cultivator are — according to our infonnation — so unfavourable that it is 
difficult for him to obtain a net profit and so to get rid of his debts 
That IS*' the main reason why the question of financing Indian agriculture 
)B a difficult problem ' 

Some of the unfavourable conditions may be mentioned here 

1 Uncertainty concerning most crops m parts of India owing to 
diought conditions 

2 System of land tenure 

(а) Prevailing tenancy system 

(б) Small size of holdings and their fragmentation 

(c) Insufificient legal protection of the tenants with regard to terms 

of lease 

(d) Joint family system 

3 Inefficient marketing of produce 

4 Filter acy ; 

An energetic agrarian policy of reform is necessary for the purpose of 
creating piofitahle agriculture under modern conditions Unless this is 
brought about credit will remam weak and in consequence the command 
of cheap money beyond the power of the ryot Government have un- 
doubtedly done good work for agriculturists with legaid to consolidation 
of holdings and iiiigation of land by canals and sinking wells Never- 
theless the field of activity in this direction is still very large, even apart 
from the area which is still available for the pui^iose of cieatmg further 
settlements 

The chief agencies for loans to agncultuiists have been — 

(a) Moneylenders (both professional and non -professional, including 

landowners, merchants, traders and other casual money- 
lenders) 

(b) Co-operative Credit Societies 

fc) Government (takavi) 

(i) Commencal banks and bankers 



595 


Chan man Theiefoie, it stands 

Dr Trip The clause that the conect bill raaiket is India implies, 
I think, that you want to have these bills diawn in lupees 

Chairman That is so 

Dr Trip It depends on the sellei The most important point foi this 
country is to use the London money maiket 

Chairman We will take that undei “Poieign tiade Financing ” We 
do not commit ourselves to that statement 

Amendments suggested in the draft para — 

3rd line — 

Bead, ‘feasibility of the alteiation of’ foi ‘innovation in connection 
with ’ 

ISth line — 

Bead, ‘over six per cent per annum,’ for ‘ovei seven per cent per 
annum ’ 

Bead, ‘As the rate charged’ for ‘If the rate charged’ 

76i/i line and 17th Ime — 

Bead, ‘is not based’ for ‘were based till now’ 

19ih line and 20th Itne — 

Bead, ‘need not be considered’ for ‘may requiie even to be con- 
sidered ’ 


2 0 2 
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cunent needs of the agiicultunsts This has been the most useful and 
successful woik of the co-opeiative movement in many European coun* 
tiles and especially so in Germany The special structure of the co- 
peiative organisation based on self-help enables it to provide relatively 
cheap short term working capital It is a fundamental pimciple of the 
co-opeiative credit business to procure the requisite means by collecting 
call and fixed deposits from members and non-membeis The accumula- 
tion of share capital and reserves is of the greatest importance for the 
financing activity of a co-operative society, but it can only play a second 
part with regard to the limited means of the members It is due to this 
(hat the co-operative credit societies are not able to supply to a large 
extent long-term credits to agriculturists It mav, therefore, be said that 
it IS necessary for the Indian co-operative credit movement to draw its 
fullest attention to the development of short term credits, i e , the supply 
of working capital Business on a larger scale in long-term credits makes 
it impossible for the society to finance current credit needs and to repay 
promptly deposits when required 

Long-term credit to agi'iculture for land improvement, purchase of 
land etc , requires special institutions We shall deal with this in a 
special paper Here it may be stated that co-operative credit societies 
which collect deposits are not suitable agencies for the supply of long- 
term mortgage credits It is, therefore, -wrong to expect that co-operative 
cied:^t societies can discharge to a ereat extent the old debts of the agri- 
culturists due to the moneylenders 

It will be a task of the banking instatutions for long term, credits 
to consider the possibility of taking over old debts of lando-wners and thus 
enabling them to repay their debts within a reasonable period It is 
only through e-fficient mortgage banks that the problem of discharging the 
Indian agriculturists’ old debts will be solved and only under the above- 
mentioned condition that the agncultural production is or can be made 
j.rofitable 

What has to he done to make the co-operative credit movement more 
efficient for its principal task of supplying cheap working capital^ In 
this respect we have to make the following main proposals lefeirmg to the 
various defects of the co-operative system stated m the Provincial reports 


I — Primary Local Societies 


(1) The first fundamental principle of co operation is self-help All 
■possible endeavours should, therefore, be made throughout India to make 
-the local society a self-supporting institution, more or less independent of 
the credit of the central banks The local socrety should make every 
effort to collect all free miney available in its distnct of activity Thnft 
has to be induced and promoted mainlv by education The local socie-fy 
has, as in other countries, to become the “savings and loan” bank for the 
ullage, the balancing centre for demand and supply of money Up to 
now the primary societies are m nearly all provinces, with the exception of 
the Bombav Presidency almost exclusivelv only agencies for the distribu- 
tion of money supphed by the Central and Provincial Banks That is an 
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Our -task is to examine the most suitable agencies We have to bear 
in mind the special features of agricultural requirements as compaied 
with industiy, commerce and tiade The period for turning over m- 
vested working capital m agjacultuie is longei than is usually the case in 
commeice Agnculture also requiies a relatively high fixed capital (com- 
pared wnth the working capital) to be sunk for long periods, for mstance 
la — 


{a) Land Impiovements (inigation and wells) 

(b) Puiohase of Land 

While woiking capital for agriculture is lequiied for at least a period 
of G months to one yeai, capital foi land impiovement and purchase has 
ic be invested for an indefinite period of years 

A repayment of the invested capital can only be made accordmg to the 
net profits obtained from the investments Credit agencies foi agri- 
culture have to accommodate themselves to its special lequnements 
Fixed credits for long teim loans tc agiicultuie cannot, theiefoie, be a field 
of activity for commercial hanks It is only the supply of short term 
credits for financing the cuiient needs of agnculture which is suitable for 
Commercial Banlung 

On the other hand, commercial banks can onl;^ in then own interest 
deal with more substantial people than most agriculturists in India are 
and must realise their money advanced in a shorter time than the average 
agricultunst is able to comply with With regard to thrs divergence 
between commercial banking and agricultural credit, it rs difficult to see 
how under Indian conditions commercial banking can develop banking 
relations to any appieciable extent direct with the cultivators 

The moneylenders (professional and nou-professional) have up to now 
been the chief agency for financing the Indian agricultunst They have 
undoubtedly rendered a valuable service to agriculture On the other 
hand they charge relatively high rates of interest, especially from those 
people who cannot give any substantial security, in other w^ords, from 
'the poorest and the weakest people It may be conceded that these Irish 
rates are equivalent to the risks run by the lenders On the other hand, 
Imns are not u'^uallv being ad\anced on grounds of generosity or philan- 
ffaropy, but for making profits We are of the opinion that it is urgently 
necessai’y to protect 'the agincultuiists against usurious moneylenders 
We do not think that the aim can be achieved by strengthening the ‘'Usu- 
rious Loans Act of 1918” 

The best weapon against the usurious dealing of moncvlenaers is un- 
doubtedly the co-operative movement, both credit and marketing The 
expenence of other countries, especially m Geiraanv, proves this The 
Govemments of the provinces in British India ^have been making the 
utmost endeavour to expand the work of co-opeiation in then respective 
Provinces for the last 25 years Notwithstanding the efforts made in 
British India only about 15 million people or on an average G per cent 
of the total population of about 247 million people have up to now 
been touched by the movement All possible endeavour should be made 
to make the co-operative movement more efficient Oo-operative credit 
societies are decidedly the most suitable credit agencies for financing the 
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(6) To a ceifcam maximum numbei of people (Bengal 50, Bombay 100)^ 
The creation of ciedit societies with less than 25 membeis cannot, how- 
evei, be advocated 

(4) Gieatei elasticity of ciedit 

(a) We thirik it necessaiy that ciedit limits and the requisite 
securities should be fixed for each membei — requiring credit — at once at 
the be ginnin g of a new business year In case of leal need money 
should be advanced witlun the fixed credit limits and accordmg to the 
means of society Loans should not be given in one lump, but sueces- 
sivelj according to the needs of the debtor Granting ciedats on current 
account and cheque transactions may be introduced in advanced societies 

(b) Eepayment of credits should not be restricted to the same period' 
for all debtors but should be fixed according to the special needs of the 
members The period of repayment of short term 'credits should not 
under any consideration exceed 2 years 

(c) The j\Ianagmg Committee and Supervising Board must be allowed 
to lend out repaid money to members without aslang tbe Central Bank 

(d) Every co-operative credit society with deposits has to keep a leason- 
anle cash balance vith a Central Co-operative Bank or should alwajs have 
line of credit with it for repayment of deposits 

(5) A Co-operative Society has to be free of politics (see kladias 
ilopoit page 162) 


II — Central Co-operative Banks 

Central Banlcs should be the balancing centres for the piimarj' co- 
operative credit societies and the financing institutions for other kinds of 
•societies (for instance, supply and marketing societies) in so far as financ- 
ing cannot be done by piunan'^ local societies In order to make 
Central Banks efficient for this task w'e propose — 

(1) Exclusion of individual membeis with the exception of the Managers 
of Central Banks who have to become membeis This proposal will sug- 
gest that no credits shall be granted to individuals 

(2) Limited liability with a “Eeserve liability” of about 5 — 10 times 
the share No share under — say Es 300 

(3) The working sphere of a Central Bank should be nerther too small 
nor too large The ideal w'^ould be one Central Bank for each political 
'district Long distances and bad means of communication may, how- 
ever, make it necessary that more than one Central Bahlv should be estab- 
lished in that area Consideration, however, might be given to the possi- 
bility of establishing pay offices under such conditions in preference to 
starting other Central Banks If it can be avoided, we are not in favour 
of starting several Central Banks in a political district 

(4) All money transactions with primary societies should be done and 
credits should be granted on current account m order to speed up the 
activity between the primary societies and the Central Banks Dealing 
in cheques and clearing mstead of ready money should be promoted 

(5) Top balancing has to be done with a Provincial Co-operative Bank 
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Tonsound position By good management and thorougii audit pieventmg 
:iailures of co-operative ciedit societies confidence will be mspiied and in- 
vestors vnll be induced to deposit tlieu spare money with these societies 
A reasonable rate of interest allowed on deposits, especially on savings, 
will promote the savmg habit With regard to primary societies, we 
are of opmion that low debit rates of interest can only in course of time 
be obtained by startmg with relatively high credit rates In this respect 
we suggest that members should on prmeiple leceive a somewhat higher 
rate of mterest on deposits than non-members This will mduce many 
people who now lend out money to deposit it with a solvent credit society 
so that the debit and credit rates can automatically be lowered accoiding 
t,o the mcreasing supply of money It is wrong m our opmion to start 
with low credit rates in order to get low debit rates Low credit rates will 
maintain the moneylendmg business of individuals possessing money 
We are not in favour of the policy of Co-operative Departments of Pro- 
vmcial Governments standardizing the rates of interest for deposits and 
credits in the credit societies throughout the whole province This may 
hamper the activity with regard to the deposit business s 

(2j More self-admimstiahon and self -responsibility for the local society 
according to the co-operative idea 

(a) We propose to give the Managmg Committee (consisting of 5-6 
people) more power with regard to the management Pixmg credits for 
each member should not be a matter of the “General Meetmg'’ but of 
the Managmg Committee m accordance with a special “^pervising 
Board” consisting of 3 — 6 people A special task of the General Meeting 
-shall in this respect be — 

(aa) To fix the maximum credit limit up to which credit may be 
granted to members in so far as good securities are procured 
and the character of the applicant is satisfactory 

(ob) To sanction credits to members of the Managmg Commuteo 
and the “Supervising Board” 

(b) It shall be laid down in the Co-operative Societies Act and the 
By-laws that the members of the Managing Committee and “Supervising 
Boaid” are jomtly and severally responsible for credits granted without 
the requisite care 

(c) A “Supervising Board” with the task of supervising the manage- 
ment shall be prescribed by the co-operative law A special task of 
-this Board shall be to fix credits and examme securities m consultation 
TVith the Managing Committee This Board would be of the greatest im- 
portance for urban societies with a bigger number of members 

(d) Every possible endeavour should be made by the Co-operative De- 
partment or by the undermentioned “Auditing Unions” to get a well- 
trained Secretary and Treasurer for each society They shall receive a 
fee according to their work The expenence in other countiies of employ- 
ing schoolmasters and retired officials m these capacities has been very 
-satisfactory 

(8) Membership must not be confined 

(o) To a special creed, caste or calhng, to agriculturists or a special 
-class of them Artisans, small traders, retired officials, etc , may be 
included ' 
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ruon that the legal audit of co-operative societies has not been efficient 
enough Reasons have been indicated As a seiious drawbsclc must indeed 
be considered the frequent change of Begistiais responsible for the audit 
and of other liigh Government officials m charge of the co-operative move- 
ment An efficient Governmental audit would require that; the Provincial 
Governments keep a special staff well-tiained m co-operation, the different 
activities of the vaiious kinds of co-opeiacive societies, in book-keeping and 
m audit The position of a Provincial Kcqistrai should be filled only by 
officials well-ti allied and expei tented in co-operation Considering these 
pomts and the efficiency of the auditing system of Auditing Unions of 
European countries like Germany, Austria, etc , we suggest that Provin- 
cial Governments should form special Auditing Unioiig foi each political 
District with at least, say 500 co-opeiativc societies — otherwise one Union 
for 2 Districts — and ]oin all District Unions of a Province to an apex 
Provincial Union 

The Auditing Unions in the countries referred to above are icgisteied 
associations formed by the co-operative societies, central and primary, 
credit and other kmds of societies wuthin the working district of the 
Union These Unions with the puipose of effecting the “legal” audit of 
the affihated co-operative societies have to be licensed by the Govern- 
ment The latter shall be informed of and arc always allowed to attend 
the General Meetings of the auditing Unions Tlic boons: con-^cri od on a 
union can be withdrawn by the Goveinment in case that union does not 
discharge its duties with regard to auditing the affiliated co-opeiative 
societies There is, however no mteiferonce in the management of 
such a union It combines in its activities both audit and supervision of 
the societies, training a special staff for this purpose and all work connect- 
ing with promoting co-opeiation 

Taking into consideration the special conditions of India, w'e are of 
opinion that the above proposed Auditing Unions should be managed by 
special trained Goveinment officials The staff of these unions shall, 
however, be employed and paid by them In order to make the official 
management moie efficient we propose 

(a) The societies, primary and central, affihated to such a union 

should be represented in the Managing Committee 

(b) Special non-official Advisory' Boards for the most important 

activities of the affiliated societies should be formed and heard 
on important questions by' the Managing Committee 

A 

The most important tasks of the Auditing District Unions shall be — 

(a) Audit of the affiliated primary societies 

(b) Supervising and advising the existing societies 

(c) Forming new co-operative societies according to the needs of 

the population 

(li) Training a special auditing, supervising and advising staff for 
co-operation 

(c) Training Secretaries and Treasurers for primary societies 

{P Expanding the idea of co-operative w'ork especially by attending 
meetings 
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('6} The Management of a Gential Bank should he in accordance with 
bns'nesshke and co-opeiative principles Managers of the best chaiacrei, 
M ell-tiaiued in hanking and co-opeiation aie essential 

(i7) The joint interests of the Centra] Banks of a PioMnce sh^ I'd oe 
promoted by common meetings held seveial times a jeai 

III — Provincial Co-operative Banhs 

(1) These shall he the Apex Banks foi the co-opeiative mo\ement of a 
Provmce They have to link up the general money market and commer- 
cial banking with co-operative banking For this reason, under normal 
conditions, they should not deal with primaiv ciedit societies (to be found 
in the Bombay Presidency) but only with Central Banks 

(2) We are in favour of the establishment of a Piovincial Bank for the 
'Onited Provmces 

(3) We aie not m favour ot Provincial Co-operative Banks being es- 
tablished under the Co-opeiative Societies Act with regard to the liability 
of primary societies and Central Banks to the Provincial Banks The 
failure of a Provincial Bank under such conditions might very seriously 
affect if not mdeed destroy the whole co-operative movement in a Pro- 
vince Provincial Banks should, therefore, be fransforired into registered 
companies with the financial participation of the Provinces This sug- 
gestion IS based on the experience in Germany 

(4) An Apex Bank for the co-operative credit movement has to be 
managed on ordinary business principles with this proviso that the business 
Iras to be accommodated to the special requirements of co-opeiation 

(5) We are against co-opeiative Apex Banks’ advancing loans on long- 
term mcatgage ciedit We cannot approve of the issue of moitgage deben- 
tures as IS done in Bombay, Madras and the Punjab 

(6) It IS a special task of the Provincial Banks to develop facilities for 
Che transfer of money on behalf of the co-operative movement (clearing 
system) 

(7) We see no need to start an "All-India Co-operative Bank” 


IV — Audit of Co-opciative Societies. 

^ It IS of the greatest importance to have a thorough audit m order to 
prevent bad management and embezzlement, and to make the co-operative 
work so efficient as to mspne the confidence of the investing public The 
audit prescribed by the Co-opeiativp Societies Act, 1912, has up to now, 
as a rule, been effected bv Government Officials There are, however, 
exceptions — ^in the Punjab for instance the audit is being performed by offi- 
cials of the Pumab Co-operative Union Ltd , under control of Govern- 
ment officers With regard to lack of auditing Government staff in Bengal 
“many societies were audited by the supervisory staff of the Central Banks” 
(Bengal Eeport, page 152) In some Provinces special supervising Unions 
have been formed, as for instance in Bombay and Madias In other Pro- 
vinces for instance Bengal — ^lefeiied to above — Central Banlrs are super- 
vising the affiliated co-opeiative societies Several reports express the opi- 



'j-he Provincial Unions, shall be financed by contiibutions of the Dia- 
nict Unions and the Piovmcial Banks Bor the fust few years it naay 
be necessaiy that the Co-opeiative Unions should be subsidized by the 
Government 


j V, — General BemarTcs 

The future efiiciency of the co-operative movement in India will de- 
pend first of all on the activity of the leaders and then feehng respon- 
sibility Attention should especially be paid to creating a well based, 
consolidated, self- supporting co-opeiative credit movement Not the 
number of societies in a Province is decisive but their efficiency Ineffi- 
cient societies discredit the co-opeiative work It is not So difficult to 
form societies as to run existing societies on sound lines If the efficiency 
of the co-operative movement in India is to increase to the same extent 
as the number of societies has been increased m the times gone by, them 
hard work -will have to be done Bull assistance of the Government, 
active and financial help for the necessary organising work will probably 
be necessary It should, however, be the aim to create a self supporting 
and responsible co-operative movement Co-operative work will encounter 
great difficulties, as it has in the past, which can only be mastered by 
energy and patience 

Co-operative work will considerably be forwarded by the efforts of 
the Government to establish in the villages primary schools for removing 
the ilhteracy of the people 

In financing Indian agriculture, the Government will always have to 
help in times of emergency in consequence of crop failures fecial fields 
of Government’s activity will also lemam, land improvement by consoli- 
davon and irrigation and settlement of people 

As we have pointed out Credit Co-operative Movement Tnll and can do 
the best work in the supply of shoidi term credit m order to finance the 
current needs of the affihated members The Co-operative Movement in 
India will improve and remain sound if it concentrates cn this task, re- 
membering that co-operation is not only of the greatest economic but also 
of ethical and moral impoidiance for tiding over social and economic con 
trasts 
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The future success of the co-operative movement in India will more or 
less depend on a thorough audit requiring a well trained staff from the 
bottom to the top Most careful attention should, therefore, be devoted 
"to the tasks mentioned under points [d) and (e) People with the best 
quahties of mmd and character are essential It should be a lule that 
no auditor without thorough apprenticeship, no inspector oi a higher offi- 
cial of a union shall be employed without having passed the lower stages 
of co-operatrve work 

There should be a close connection between Auditing Vnion and tbo 
affiliated Central BanL(s), an mterchange cf important reports, statements 
on primary societies in order to avoid a second supervision of them 

The Provincial Unions as the apex of the District Dnions should be run 
■as well as the latter by Government officials with the Bcgistiai at the top 
He shall be assisted by a Financial Adviser and a Chief Accountant pro- 
posed m another paper The staff should be non-official, employees of 
the unions The Managing Committee shall be supplemented bv repre- 
sentatives of the District Dnions and the Provincial Co-operative Bank 

The main tasks of the Provincial Unions should be — 

(a) Supervising the affihated District Unions by collecting infoima- 
■tion looking after then work, giving advice and instructions, thereby 
taking into consideration the special conditions of the Districts 

(b) Audit of Central Banks and other central co-operative societies 

(c) Eepresentmg the whole co-operative movement of a Province and 
attending to its interests 

(d) Arranging meetings of the Managers of the District Unions, Central 
Banks and other central co-operative societies in order to deal -with special 
subjects of the actual co-operative work The meetings should be held 
at least every three months 

(e) Special Committees with advisory power should be constituted for 
the most important subjects of co-operative activity, especially for — 

Auditing 

Co-operative Credit 

Co-operative Marketing 

The members of these Committees should be officials and non-officials 

(jf) Institutmg special departments for statistics and for the forms and 
books required by the societies of the affihated District Unions 

(p) Publishing a Magazine in order to spread the co-opeiative idea and 
to bring forward the co-operative work 

The vanous Provmcial Unions in India shall have then apex in the 
“Central Co-operative Council”, proposed in another paper — This Council 
should serve the common necessities of the co-operative movement aU 
over India 

The Co-operative Societies Act, 1912, should be amended in accordance 
with our proposal of formmg “Auditmg Umons” 

Financing the Unions — ^The expenses of the Auditing District Unions 
have to he covered hy contributions fiom the affihated central and primary 
societies 
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howevei, that commeicial baiiks aie not especially in favour of giving 
such ciechts to small cultivatois But }ou can find even in my country 
that commeicial banks give short-term ci edits to a small extent to bigger 
agiicultuiists 

Ml Ramdas Pantulu I was tiying to find out whethei you weie con- 
templating direct accommodation to agricultuiists oi through co-operative 
baiiks ' 

jD) Fncdench I am of opinion that co-opeiawve societies aie the best 
agencies foi financing agiicultural needs 

Mr. Ramdas Pantulu When we approach the commeicial banks, they 
say that it will not be possible to spare the resources for a number of bor- 
loveis, therefoie, I was wanting to know whethei you were thmkmg o£ 
some financial accommodation under such conditions to co-opeiaiive banks 
BO that they may use the money 

Di Fnedcnch You have accommodations in your countiy between 
commercial banks and central banks I am of opinion that cential banks 
should on piinciple deal only with provincial banlcs The latter have to do 
commeicial banking, but only to the extent of enabling them to piovide foi 
the means which aie necessaiy foi financing central banks, and on the other 
hand to invest surplus funds It is wrong foi mstance, to mvest money in 
industries, etc That would imply a danger In my country a co-operative 
apex bank, the “Deutsche Eaiffaissen Bank” had recently to be liquidated 
in consequence of giving credits to industries 

Mr Ramdas Pantulu I am not thinlung of the co-opeiative banks 
financmg mdustries I was thmkmg of co-opeiative banks giving accom- 
modation Supposing we have a certain produce and put it into godowns 
and obtain proper insurance receipts We take these documents to a com- 
mercial bank and ask them for accommodation foi 6 months Do you 
think there is any objection to our resortmg to commercial banks’ 

Di Fnedench On pnnciple, yes In my countiy it is a principle that 
central banks should deal only with apex banks But nevertheless, most 
central banks have accounts with commercial banks, especially for clearing 
busmess than to keep cash balances, some have even discount credits, to a 
certain extent, for cases of emergency But usually they do not deal with 
commercial banks 

Ml Rain’das Pantulu I quite agree that generally speakmg, central 
banks ought to go to the provincial banks for accommodation and as 
matters stand at present the piovmcial banks have sufficient funds to 
lend to the central banks, but I am really thmkmg of conditions under 
V Inch co-operative marketing has developed m this country and large sums 
of money wiU be required by the cential banljs to finance these marketing 
operations, in which case I do not thinlc the provincial bink vill bo able 
to finance In a particular vear, say, we have demands foi 00 lakhs for 
loans on central banks and we have not more than XO lakhs Produce is 
held up on account of low prices Do you propose that the piovmcial bank 
alone must go to a commercial bank like the Impel lal Bank or a big joint 
stock bank or will you allow cential banks to borrow and lend to the 
societies and the members to finance the local market’ 

Dr Fnedcnch I am of opimon that it is a matter for the provincial 
bank to supply the monev which is required for financing the needs of co- 
operative banlang It is really necessary to have certain principles In 
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Ghavman Befoie \\e start it would be very useful fiom oui point of 
view if Ml McDougall and Di Fiiederich. could let us bave a statement 
Silo'S! mg then itmeiaiy on wliicli tlieii conclusions are based I am making 
'tbi'j observation moie with lefeiencc to Mi McDougall’s papei winch con- 
tains statements nhich maj m the end bung us m conflict »Mth some 
provmcial Governments We would hke to know what was the extent of 
then toui and the local investigations on which then obseivations aie based 
’\Vill you kindh let us have a statement showing the itineraiy and the time 
spent at each place, and things of that soit^ 

Mr McDougall That is a veiy reasonable lequest to make, Mi Chan- 
man, but at the same tune I am ihaid it would open us to attack in our 
ciiticisms of the existing oiginisations as we see them They may be 
quite justified in saying ‘well, you only spent a week end in Bombay, or 
m Madras, and it was not long enough to give you a coiiect idea of the 
existing conditions’ 

Cliauman I do not see that yoi. aie not justified, but my dithculty is 
that that will be published and provincial Governments will saj ‘we want 
to know where these experts went and what they saw ’ When any repoit 
IB subrmtted, the extent of the tour rs mdicated in the repoi t The jirovin 
cial Governments might say that they were not consulted about these 
things 

We will proceed today wnth Dr Fiiedeiich’s paper All the members 
of the Committee have had opportunity of studying that fully and the 
procedure wall be the same as you had befoie I shall give every member 
to start with half an hour, and he can discuss with Dr Fiiederich m that 
tmie any points arising out of his paper 

Di Fnedencli May I propose some small changes m my memorandum? 
Fust on page 3, 2nd paragraph, m the sentence “It may be conceded,, that 
these high rates are equivalent to ihe iisks run by the lenders ’ cany straight 
on with “and loans are not usually being advanced on grounds of generosity 
’’ In the next sentence I w^ant to put "however’’ after the wsaids 
“We are’’ On page G a sentence may be added at the end of paragraph 3 
— “It might also be considered w'hethei and by what means the present 
organisation could be adjusted as far as possible to the ideal mentioned 
above’’ 

Chanman There is something in Mr McDougall’s note, the connection 
of which with the paper I find it difiicult to understand That is pages 
14-15 

Mr McDougall When we were in the Punjab, we made investigations 
into the methods of assessing the value of land from the point of view of 
giving loans and I asked one of the officials m the Punjab to give us a 
statement as to the procedure adopted I thought it might be of interest 
to one or two members of the Committee if it w^as included It has really 
nothing to do with my paper 

Mr Ramdas Pantulu With legaid to your statement on page 2, wall 
you kindly explain how commercial banks can finance the current needs of 
agriculture? 

Di Fried elicit To a cer*tain extent by giving credits on cunent accounts 
It IS quite possible that an agriculturist may be satisfied by’ a credit for a 
short period, sav 3 to 4 months On page 3 of my paper I have stated, 
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Dj Fneclenoh No OUierwise you liave the dangei that money is tied 
oip in long teim ciedit and cential banlis have not enuogh money in 
01 del to finance societies which aie in want of credit 

Ghairman Di Niiedeiich, if I undeistand you coiiectlj, jcu said that 
you aie not in favoui of the co-operative societies giving intermediate ciedit 
because they lack the means If they had the means, you ‘would not object 
to then giving ciedit’ I think in youi papei the point is not appieciated 
that the means aie there and because they cannot utilise then lesouices 
fully in meeting the demands on them they have to invest at piesent laigeiy 
in Government securities You can always get the lesouices from the 
central oi the provincial banks If the primary units weie m a position 
to provide more credit, then thev would draw more money fiom the apex 
bank through the central banks and, therefore, the means are there 

JD? Pncdenoh I am only m favoui of giving inteimediate credits to a 
small extent out of long-term deposits and not out of loans borrowed from 
a central bank At piesent m most provinces the local sonet es have to 
boiiow the biggest percentage of then working capital from a cential bank 
and I am not in favoui of these local societies being encouraged to grant 
the so-called intemrediate credits I am under the impression that m this 
country -^ou have a very big head for the co-opeiative movement but jou 
ha^G a w'cak body, because the body of the cooperative movement, the 
local primary co-operative societies is verj' weak m most prormces accord- 
mg to statistics Of course, I cannot consider mdiMdual local conditions 
On an average, however, vou have a weak bodv and rather a heavy head 
consistmg of cential and provincial banks They have means enough but 
the body is too w^eak for the head Thoicfore, \ou must endeavour to 
strengthen the local primary societies 

Ml JRamdas Paniuln So 30U want them to deal with intermediate 
credit only from then own resources? 

Dr Fncdcuch Yes, Sir 

Ml Raindas Pantulu There is one other point There has been an 
idea that the co-opeiative credit societies in this country ought to liquidate 
the prior indebtedness of the members bv the discharge of all debts, and you 
can quite see that the dischai gmq of all debts cannot relieve things w’lthin 
two years It is impossible Tbeiefoie, our loans are nctessaiilv for a 
much longer period than vou recommend "V^Tiat is voui advice with re- 
gard to future operations’ Should wc continue to take up this question of 
discharging all debts or should we stop it’ 

Dr Fried erwli Have you an indebtedness which can be marked as to 
be short term indebtedness or have vou an indebtedness which cannot be re- 
paid within a shoidi period’ If lou have such indebtedness, then it is a 
matter of the mortgage banks, but m case of a tenant w^ho has no land 
at all and who cannot mortgage any land it is impossible to discharge such 
a tenant and T do not see that any leason exists for these primary societies 
to give a loan to a tenant wdio is very deeply indebted and w’^ho as they Icnow 
cannot repay his debts If out of peisonal know'ledge ion are convinced 
that a man is veiw qualified is w films to pav and reallv has the capacity 
to repay, then the managing committee of a society mav consider the 
question whether it must give a loan for saa 'r a ear >5, but o.i no condition 
for a longer period, and onla* on condition that the mimara" sociel.v hac 
mcan '5 enough for this Innd of business 



my coimtry most central banks have limited credit faculties with our 
Eeserve Bank, “Eeichsbank” and commercial banks accoidmg to the 
means That as always a help for central banks, more or less foi emer- 
gency, m case they are not hquid enough and shall supply money within 
a very short period 

Mr Bamdas Pantulu On page 3, paragraph 3, you speak of short term 
and long term credit You have divided co-opeiative credit into short and 
long term Then you goi on to long term credit in the last paragraph of 
the page On page 5, 4 (b), you say that the short term credit should 
not exceed two years It is found by experience in this country that short 
term credits of the kind you contemplate would not finance agricultural 
industry They also want intermediate credit which cannot be repaid for 
a year oi tw'o but w'hich requires, 3 or 4 or 5 years, from a series ol harvests, 
for purchasing costly goods, for sinking wells, for effecting some substantial 
repairs or to set up iiiigation nlant, etc These loans cannot be repaid 
within two years It is generally thought that notb only short teim credit 
but also intermediate credit should be supplied by the co-operative societies 
Have YOU consideied the question of intermediate credit at all? 

Di Fnedench I have considered it Two years' credit may really be 
called short term for agriculture, but if 3 'ou measure from a commercial 
banking point of view, a short term credit is a credit for 3 to 6 months but 
no longer Short term, intermediate, long term credits, these are only 
defimtions In my paper I wanted to signify a short term credit up to, 
say, two years Credits given for a longer penod may be defined as long 
term credit, m accordance with special long term agricultural needs I 
wrote here “for an indefinite period of years" I wanted to say from two 
years up to 20 or more years 

Mr Bamdas Pantulu Sc I understand that what I call mtermediate 
credit IS mcluded m your long term credit^ 

Dr Fiiedench Quite so I am of opimon that the so-called "mter- 
mediate’ credits for 3 to 5 years should m India be given by mortgage- 
banks I quite agree with you that in many countries the co-operative 
credit societies supply what you call intermediate credit Even in my 
country they did it in pre-war time and do it to a certain extent ar 
present They gave and are giving credits up to, say^ 5 jeais If the co- 
operative credit movement in India would be strong enough and woula 
have the means, I should teU you that to a certain extent there is na 
danger in giving this intermediate credit, bui. at the present stage — and 
I am convinced that this stage will last for about 10 years or perhapa 
longer — ^your pnmary co-operative credit societies are in my opinion, not m 
the financial position of giving intermediate credit You may have societies 
which have deposits enough to give intermediate credits I have no ob]ec- 
tion to that On the other hand, you must have certam principles I can- 
not deal wuth every individual local society I am quite convinced that 
everywhere the conditions are different 

Mr Bamdas Pantulu I understand you right, you think that normally 
co-operative societies in this country should give short term loans for 
periods not exceedmg two years for current agricultural expenses^ If 
any particular society is strong enough financial^, it may give mter- 
m^iate credit, but under no condition longer? 
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Dr Fiiedench We have no diPicuity at all Sometimes the societies 
have too much money and they do not find piopei avenues to invest on 
a sound basis all the available lesouices and, theiefoie, they find it neces- 
saiy to lo-wei then deposit rates 

Ml Baindas Pantulu May I hnow whethei the deposit lates in the 
uioan and the luial areas in youi countiy axe the same^ 

Dr Fuodeiich We have usually a difieience of about 1 per cent 
betv-een the uiban and the luial lates, the lattei being higliei At present, 
with legaid to the stnngency the highest rate is about half to one per cent, 
over the official bank late in uiban aieas, the same with the central banks 

Ml Manu Suhedai If the official rate is 5 pei cent what -would be the 
deposit rate’ 

Di Fiicdeiich At piesent up to 6 per cent m the urban area and with 
a central bank We must considei that in case the official rate is 5 per 
tent .oui apex bank lends money to the central banks at about 5^ to 6 per 
cent So it -noiks up then deposit lates to something lilce this The apex 
bank lends money, as aheady told, to the central banks at oj to 6 per cent , 
the central banks lend to piimaiy societies at about 7 to 8 pei cent The 
latter lend out to their members, at 9 to 10 per cent , which depends on the- 
costs and the piopoition of the monet boiioued m form of deposits from 
members and non-mcmbeis and loans fiom central banks 

Ml Baindas Pantulu I am more aiiMous to know the deposit rates in 
the uiban and the rural societies’ 

Di Fiicdciich We can say generally, apart from special conditions, 
that urban banks do not allo-^ more than the official bank rate 

Mi Baindas Pantulu And the district central banks’ 

Di Fucdcuch They also do the same 

Mr Baindas Pantulu At what rates do the rural societies get then* 
deposits’ 

Di Fucdcuch They geneially allow 1 per cent more than the central 
bank rate 

Ml Manu Subcdai At what rate do the apex banlcs bonow’ 

Di Fucdcnch The apex bank for the agncultural credit movement 
does not bono-u from private people, it appeals to the constituents and the 
money market 

Ml Mann Suhcdai You said that the apex bank lends to central banks 
at 5^ to 6 per cent when the official bank rate is 5 per cent May I know 
at -vhat rate the apex bank gets its resources’ 

Di Fncdciich Because of its coimection -with the money market, it 
boirovs from other banks, but it does not deal with the public at all 
Generally the apex bank draws its funds from the constituents at about 
3 per cent on curient accounts, at about 4A per cent on fixed deposits, 
furthermoie, from the “Eeichsbank” at the official bank rate 

Mr Bamdas Pantulu You have referred to a Managing Committee and 
a special “Supervising Board” for managing primary societies Is it your 
view that both the committees are to be elected by the same general body’^ 
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Mr Unmdas Pantvlu Then it comes to the same thing Inteimediate 
iloans can be given up to 5 jeais piovided the society has its own resouiees 
On page 4, dealing with piimai;^ societies, you say “We aie not in 
tavoui of the policy of co-opeiative depaitments of piovincial Governments 
standaidizing the lates of interest foi deposits and credits in the credit 
societies throughout the wliole province “ I do not thiiik it is done now 

Di FnedeuGh According to my knowledge it is done in the Punjab 
You find it in the formed bye-laws I can show you such a bye-law It is 
leally m force in the Punjab 

Ghanman Mav I askLalaji whether m the Punjab the rates of interest 
of the provincial co-operative societies aie uniform^ 

LaJa HaiLjshcn Lai, No They range from 6 to 7^ per cent 

Ml Ramdas Pantulu My information is that there is no such general 
policy 

Di Fiicdench Generally the societies which we visited in the Punjab 
had the same rates of interest for deposits and loans 

Di Hydei May I put it to you that because you found a eeiliain state 
of afiiaiis at Jullundui it carmot be said that the same is the ease in other 
parts of the Punjab, c g , places like Muzzaffeigarh, Guigaon? 

Chanman If this appears in our Repoi*t, then the provincial Govern- 
ments will be fully entitled to saj', “who told you all this’” 

Lala Hailishen Lai Is it implied that uniformity means that every 
debtor and creditor in a pailiiculai society get, the same rate of mteiest’ 
This may be so but if it is understood to mean that the rates of interest 
are uniform from society to society, then I say it is not a fact 

Ml Ramdas Pantuln With regard to your observations on the primary 
societies I notice that you rightly advocate the pimciple of self-help I 
might tell you that one difficulty which we experience ih Madras, at any 
rate, is probably worth considermg The rates of rnterest rn the urban and 
the rural areas very vudely and it is not always possible for local societies to 
get money even though it is available cheaply m the local aieas because 
the\ find it beneficial to borrow from the central bank "^ffien I said this 
before the Townsend Commrttee on Co-operation in Madras, the Chairman 
said that the statement could not be accepted without doubt I want to 
Imow whether you m Geimanv experience any difficulty in regard to this 

Di Fncdeiwh We have no such difficulties because every society has 
its own policy with regard to the rates of interest dependmg on the costs 
of the various kinds of means 

Ml Ramdas Pantulu Is it your point that the societies get the same rate 
of interest from the central banks as thev pav to the central banks’ 

Dr Fnedeiicli That may happen, but it is not usual On the whole 
oui system works well In our country it is the dutv of the auditors to 
see whether the society is working on sound or unsound lines and to suggest 
dhe rates of interest that the society has to fix 

Mu Ramdas Pantulu On the whole the system works well m voui 
-country’ 
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Ml Bamdas Pantulu Suppose a society applies for Ks 10,000 based on 
applications fiom its own membeis to itself The central bank sanctions 
the loan, but the society is at liberty to diaw it whenever it likes m instal- 
ments and pay mteiest on jts withdiawals That is the practice in every 
piovince But accoidmg to you the piimaiy society vnll be compelled to 
withdiaw the whole amount of the lean sanctioned at once The Eegistiars 
of Co-opeiative Ciedit Societies considei that piimaiy societies should not 
take moie monev than is neeessaiv 

Di Fnedeiich I am not m favoui of piimaiy societies dealng with 
cential banks on a specail loan account desiie is that cential banks 

shall deal with piimary societies on curient accounts 

¥5 Bamdas Pantulu With legaid to paiagiaph 4 (c) I may tell you 
that in some piovinces this is stiictly iiiohibited by the Eegistiai by a 
ciiculai lettei Unhke youi societies, oui societies have no individual 
lesouices of then own, and it was found that they did not letum the mstal- 
ments as the}^ fell due to the cential bank, but leloaned the monev lepaid 
It w'^as, theiefoie, decided that leloamng should not be permitted by the 
societies and that the money should be sent to the central bank and 
hollowed agam 

Di Fiiedertch At the piesent stage wheie theie is no balancing and 
the primaiy societies do onlv distiibution of ciedits it might be nght 
that the lejiaid monej should be sent back to the cential bank But m 
case theie is balancing, it w'Ould not be light In case a society has a 
suiplus foi a shoit time, then, of course, it has to be sent to the cential 
bank If 30U want to get balancing centres, j'ou must lemove this lestiic- 
tion vith legaid to collections 

Ml Bamdas Pantulu Oui difficulty is that primal y societies have no 
lesouices of then own and then only source of credit is the cential bank, 
and this being the case, it is dangerous to allow societies to reloan their 
collections 

On page 6 you propose that no credit should be given to individuals 
The impiession I have gatheied from the Provincial Enquiry Committees’ 
Pepoits is that individuals add to the efficiencji^ of the central bank 
management Without them the central banks will merely be associa- 
tions of borrowers, all primary societies being bonow'’eis We have 
found in practice that at the general bodv meetings of central banks 
consisting entiielv of boiTOweis unsound propositions aie put forwiard in 
the interests of bonow’-eis, forgetful of their Responsibility as lenders and 
also then responsibility to depositors Therefore, in every province the 
Registrar has encouraged the admission of some mdividuals as share- 
holders Sf that they may help in the managment of central banks and 
also counteract the tendency of borvov/ers to run the banks on unsound 
lines This is the position in India 

Di Frtcdericli These individuals may Icok more after then own in- 
terests than after those of primary societies Therefore, in my country 
most of the central banks have excluded individual membeis If indivi- 
dual membeis aie taken, the danger may arise that central banks will 
lend out money to them, and I want to restrict it Central banks can 
take deposits fiom non-membeis and even open curient accounts foi 
them but they should not be allowed to grant any loan to individual 
members If this is not restricted in time, it will be difficult to do so 
later on 
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D? Fnedeuch Yes, botli of them aie to be elected by the geneial body. 
The Supeivismg Boaid is supeiioi to the Managing Committee because it 
has con ti oiling poweis 

M' Bamdas Paniulu What is the special advantage of having two 
bodies'’ We in. India have only one body 

Dr Fncdencli This is of special advantage to biggei piimaiy societies 
The system will woik well wheie the Supeivising Boaid effects a soit of 
contiol ovei the Managing Committee 

Ml Bamdas Pantidv The idea is to piovide moie internal supeivision. 
Is it so '* 

Dr Fiicdeiich Yes 

Ml Bamdas Pantidu You say that the special task of the geneial 
meeting shall be to fix the maximum credit limit up to which ciedit may 
be granted to membeis m so fai as good secuiities aie piocuied and the 
charaetei of the applicant is satistactoij Who fixes the limit to, say, the 
extent to which membeis of the society can bonow^ 

Di Fuedench The geneial meeting fixes the maximum boiiowmg 
pow'ei, foi instance, the Managing Committee aie allowed to lend up to 
Es 500 to an individual membei With the special sanction of the Super- 
vising Boaid ciedits may be fixed up to Rs 1,500 

Mr Bamdas Paniulu Is it jour view that theie should not be more 
than one society in a village 

Dr Fiiedcucli Yes, it wall be to the benefit of the membeis themselves 
if they had only one soeietv m a village and all the villageis became mem- 
beis of it 

Mi Bamdas Paniulu Youi idea is “one village, one society’’ 

Dj Fucdeiicli That is so If we have a well-tiained managei to loolc 
aftei the woilc of the societj , I do not see any leason why it should not 
work on sound lines It must, however, be understood that a biggei 
society must be supervised much moie thoroughly and audited moie care- 
fully than a smaller one 

Ml Bamdas Paniulu You have referred to "greater elasticity of credit” 
in item (4) under “Primary L-ocal Societies” By sayng so, I think, jou 
are leallj thinking of prompt credit to avoid delay 

Di Fiiedench When I put down this in my paper, I had in view' the 
Reports referred to in the “Appendix” 

Mr Bamdas Paniulu Do you think in any piovince the societies can 
boiiow' the w'hole sum lequiied*^ 

Dr Fnedeuch That depends on the special conditions At pieseq.!, 
all monej received back during a season has to be sent to the central bank, 
and a new' application has to be made to it at the beginning of a season 
If a central bank would allow credit on current account up to a certain 
amount, this credit should not only be for a season The credit fixed can 
be lowered if the financial position of a pnmaiT’ society concerned is worse. 
Or increased if its financial positron improves, and there is an urgent 
need for a bigger credit for productive purposes In such a case, the credit 
may be increased from, say, Es 5,000 to Rs 6,000 by the competent 
body(ies) of the central bank 
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Dr Fitcdeiich The Co-opeiative Societies Act piescnbcs that in the 
case of limited liability, the liabihty is lestncted to the value of the shaies 
In my opinion it is not in the full inteiests of depositors A co-opeiative 
societ} with hmited liability is of the same charactei as a ]omt stuck com- 
panj You ha^e the co-opeiative chaiactei only in voting, namely, even 
societies oi individual membeis who hold seveial shaies have only one 
vote 

Ml Bamdas Pantulu Suppose a society has taken in a eential bank 
shares woith Es 1 000 It may have paid Es 200 only and has yet to 
pay in yeailv instalments the sum of Es 800 You want it to have a 
leseiwe liability of Es 5,000 to Es 10,000^ 

Di Fiiedeuch Not in this case It is for this leason I said ‘five to 
ten’ I did not w'ant to go into details If the geneial meeting fixes 
the value of a shaie lathei high, then it is not necessaiy’^ to have a veiy 
high reserve liability because y^ou already get a good basis foi taking up 
loans and deposits If the share is fixed relatively low , it is necessaiy 
to have a hisrhei reserve liability so that you have still a basis on which 
credits may be granted by a bank or deposits entrusted 

ilf? Bamdas Pantuhi I am soiry I cannot follow* you If the society’s 
borrowing powder is m piopoition to its shaie capital, it wall take enough 
shaies to permit it to borrow the amount it lequiies Suppose it wants to 
boiTOw Es 5,000 and takes a shaie capital which is 20 times this amount? 

Dr Fnedeuch What I mean is that in addition to the hability aiismg 
out of shaies taken up by a membei, it should have a lesene liability 
of 5 to 10 times the ^alue of the shaies it holds, in this special case wuth 
a central bank 

Mi Bamdas Pantuhi It is mtended foi the benefit of depositors ^ 

Di Fncdcnch Not only, besides, foi that of all cieditors We do 
not, like you, fix that a society with limited liabihty should have a 
certain capital composed of, say, 2,000 shares But we lay down, foi 
instance, that a shaie of a society shall be say, 50 Eeichsmark One- 
tenth of this shaie has to be paid up at once, with regard to the lemain- 
ing part of the share the general meetmg may decide at a later date 
Our co-opeiatAe law piesciibes that this reserve liability should be at 
least as high as the shaie In case the value of a share is fixed at Es 50, 
the reserve liabihty has to be at least Es 50, to be realized partly or 
fully m case of bankruptcy The geneial meeting can, however, fix this 
reserve liability higliei than the share there is no limit at all, but 
IS a practice to fix it at 5 to 10 tunes the shaie The opinions of well 
Imowm co-opeiatois on this point aie diSeient Schultze-Dehtzsch, the 
father of the urban co-opeiative credit societies, was not in favour of fixing 
the reserve liability very high, he advocated only 3 to 5 times the value 
of a share He could recommend it because he was very much in favour 
of fixing the share lelatively'^ high Eaiffeisen. ood Haas, as represen- 
tatives of the agiicultuial co-opeiatne movement, w^eie in favour of a 
higher reserve liability for the reason that the share of a local agricul- 
tural society can usualh'^ not be fixed relatively high Agiicultmal 
co-operative societies have mostly shaies of a value of Es 35 each and 
a leseiwe liabihtv of Es 175 to Es 350 In case you w'^ant to promote co- 
operative soceties wutli limited liability, I recommend very strongly such 
a reserve liabihtv in the interests of depositors as well as in the interests 
of the societies themselves Perhaps I may be allowed to make another 
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Mr Ramdas Pantulu I am thinlnng more of the dueetorates If you 
exclude individuals as members, then the directoiates will consist of 
representatives of primary societies It has been found m practce, and, 
I thinh, almost every authority in India has said that it is very dangeious 
to leave the management of these banhs m the hands entirely of lepie- 
flentatives of borrowing societies There ought to be on the diiectoiates 
^ome men of hght and leading of the aiea — ^they may be one-thud of 
the directorates — as they will seive as a ballast to see that no unsound 
financmg is mdulged m They aie are a great asset, and a high dividend is 
not then piimaiy consideiation They come mto the movement leaUy 
to help it 

Di Fricdeuch I agiee to people being taken who want to assist the 
co-operative movement, but I want to lestnet cential banks taking 
members who want to hon'ow If there is, for instance, a professor of 
economics inteiested in co-opeiation who wants to become an honorary, 
workei, I should have no objection 

Mr Ramdas Pantulu With regard to II (2) on page 6 Lirmted habihty 
with a leseive hability ’ You aie thinking of the shaies held by the 
societies in the cential bank’ 

Di Pnedench Yes 

Ml Ramdas Pantulu You want each share to be of Es 300 oi the 
entile holding to he Es 300’ ’ 

Dr Fucdeiich Each shaie should be of at least Es 300 

Mr. Ramdas Pantulu Our shaies aie of only Es 10 each 

D? Fiiedench Es 300 is not too high You must endeavoui to get 
a good basis for a cential bank 

Mr Devadhai You do not mean to say that the contiibution of the 
small societies towards the capital of cential banks should be Es 300 
all at once ’ 

Di Fncdeiich No It may be paid up in mstalments In my country 
at least one-tenth of the shaie has usually to be paid up at once 

Mr Ramdas Pantulu It is also the case heie 

Mr Devadliar Theie is an implied undeistanding that when primary 
societies boriow fiom cential banks, and central banks from provmcial 
banks, then loans must beai a certain proportion to then share capital 

Di Fiicdench In my country for credit up to a certain amount one 
share has to be taken, for a larger credit up to a certain hmit another 
share has to be taken, and so on You must, of course, have an utmost 
hmit, such as a society or an individual member cannot take up more 
than five shaies 

Mr Devadliar A central bank in a district town has shaies of a value 
of Es 50 each A primary society should not take up one share and 
ask for a loan of Es 500 

Ml Ramdas Pantulu One-tenth of the share is paid immediately 
With regard to the reserve hability vou want the societies to make 
themselves responsible for 5 to 10 times the paid-up share capital Is 
it in the interests of depositors? 
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Dr Fnedench Suppose a pnmaiy society has deposited Es 50,000’ 
Tilth its cential bank, the dattei fails and out of these Es SO.OOO, 
Es 40,000 aie lost, it means that Es 40,000 aie lost foi the primary 
society with unlimited liabihty, this loss is a pait of the deposits, it may 
be of membeis as well as of non-membeis To covei this loss, the 
members have to pay with lefeience to unlimited liability in so far, of 
couise, as the loss cannot be balanced by wilting off aeseives 

fl/j Bamdas Pantulu What wull be the habihty of the members? 
The unlimited habihty is a guaiantee foi the depositors 

Dr Friedeiich You must diffeientiatc between customei and membei, 
a loss which a local society incuis on one Jiand as customei and on the 
othei hand as a membei of the cential bank The local society loses 
peihaps as member its shares of about Es 1 000, that is a limited liability 

Mr Bamdas Pantxilu How will jou impiove the position b}' legis- 
teiiiig tlie piOTiiicial bank under the Companies Act^ 

Dr Fucdotth The cential bank is a membei of the piovincial bank 
and has a shaie in the liabilities of the 2 >i-Ovincial bank In case of a 
big failuie — ue must always suppose the woist happenmg — ^i{, is bettei 
to do so than to be too optimistic When such a big failme would 
occur, the whole co-opcrative movement of a piovince w'ould be affected. 
To prevent this eombiiiotion of liabilities fiom piimaiy societies to 
central banks and the piovincial bank, I am veiy much in favoui of having 
anothei institution I am in favoui even of a mixtuie between a public 
and pm ate institution in oidei to deciease the iisks so that the cential 
banks cannot be much affected bi a failuio 

Ml Bamdoi Panhilu Let mo make my point cleai A piovincial 
bank lests on cential banks, cential bonks lest on societies, societies lest 
on membeis tlieiefoie a pioMiicial bank ultimateh consists of loans made 
to membeis The safef}'’ of the provincial bank depends upon fhe 
investments made bv the societies to its membeis I thought you 
ref ei led onl\ to loans made to the members If you w'ant the piovincial 
bank to be a financing agenev for central banks, cential bonks foi 
societies and societies foi membeis, the piovincial bank is bound to 
fail, foi if societies fail, cential banks fail and if cential banks fail, the 
piOTincial bank fails The Pun 3 ab Piovincial Bank was as a mattei of 
fact legisteied undei the Indian Companies Act about 2 -seais ago We, 
howevei, discoveied that there was a provision foi the piovincial bank 
to be legisteied undei the Co-opeiative Societies Act The Punjab Bank 
said that they weie not legisteied undei the Co-opeiative Societies Act 
but undei the Joint Stock Companies Act Theiefoie, I do not see how 
registiation under one Act or anothei is going to save the piovincial banl^ 
The natuie of its assets will ultimately depend on the secuiity of the 
loans advanced to membeis I only w'^ant to know'’ how’’ youi pioposal 
to legistei the pio\incial banli undei the Indian Companies Act is going 
to sale us unless j’ou say that the piovincial bank should not only do 
lending to the central banks, but take up some othei big business in which 
it will leeoup part of its loss, e g , half a commeicial bank and half a co- 
opeiatiTe bank^ 

Dx Fxicdcnch No, half a public bank and half a co-opeiative bank 
My idea was not that it should be registered undei the Companies Act 
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pioposal I find that accoidmg to yom co-opeiative law credit societies 
of which, the ma]Oiity of the members are agiieultmists shall be imlimiled 
liability societies This js, in my opinion, a hindiance if you want to 
get biggei people mto these societies They will say, 'these aie debtois, 
small people, they cannot pay, I have funds and shall have to pay the 
whole of the debts m case of a failuie ’ 

Mr Ramdas Paniulii It comes into opeiation at the time of liquida- 
tion 

Di Fnedeixch We have in Geimany big agiicultuiists as membeis of 
co-opeiative societies but they aie limited liability societies In case thev 
weie unlimited liability societies, they vould not have become membeis 
I am in favoui of unlimited hability, it is very useful I only want that 
youi law should be amended sc as to permit that such societies can be 
cieated and not that thev shall be cieated If, with legard to big farmeis, 
it may be lequiied, the Kegistiai should be allowed to form a co-opeiative 
Cl edit society with limited liability oi to change an agiicultuial credit society 
with limited hability or to change an agncultural credit society with 
uuhmited hability into one with limited habihty 

Chairman There is provision 

Di Fnedcnch I am talhmg with reference to considerations m Eeports 
of the Piovincial Committees I discussed the matter with the Begistrar 
of the Punjab What you say is m direct conflict with the knowledge I 
have got fiom the Eeports 

Mr. Ramdas Pantulu Oui loan and sale societies are all hmited 
liabihty societies 

Dr Fnedench I was lefeinng to the Co-opeiative Societies Act of 
1912, paiagiaph 4, point (2) 

Ml Ramdas Paniulu You say “aU money transactions with pnmary 
societies should be done and credits should be granted on current account, 
in order to speed up the activity between the primary societies and the 
central banl?s Dealing in cheques and clearing instead of ready money 
should be promoted ’ We find that even central banks are not able to 
handle current accounts Some of us who are in favour of your proposal 
are agreed that after all the safety of the money has to be given greater 
oonsideration than making it moie elastic In most villages pancliayats 
a^ie not able to deal in cheques in current accounts 

Dr Fnedench I am only thmking of advanced societies 

Ml Ramdas Paniulu I do not understand your first sentence in 
paragraph III (3) under provincial co-operative banlis where you say, “we 
are not m favour of provincial co-operative banks being established under 
the Co-ojioiative Soczteies Act with regard to the liability of primary socie- 
ties and central banlis to the piovmcial banks “ WiiU you kindly explain 
that'? 

■ Dr Friedench The pnmary society with unhmited liability is a 
member of the central bank and the latter a member of the provincial bank 
In case of a failure, the membeis of a local unlimited society have to pay 
according to the unlimited liability 

Mr Ramdas Paniulu Central banks are all hmited liability com- 
panies ' 
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Chatiman Wlieie aie you going to get the money Siom^ At the 
present moment the function of these apex banks is to finance district 
banks and thiough distnct banlcs the primary societies If the primary 
societies aie not in a position to piomptly pay back the loans, naturally 
the apex bank must be m a tight position If it is an institution which 
has othei iesouices,e g State funds, I can see your point, the State 
funds would help it to tide ovei the difficulty Otheruuse, how is it 
going to tide ovei the situation ^ Theiefoie, I wanted to know what you 
precisely meant by a logisteied institution In fact you uill remember 
that I wiote to you a lettei saying that theic was one passage in your 
nore which I did not undei stand This is the passage 

Dr Tiw May I lefei you to Mi MacDougall’s papei in uhich the 
future financing of the co-opeiativc movement is dealt ■vnth^ 

Ohirman I shall come to that in due couise If I may make one 
observation now, it shows to my mind a clear misappiehension of Gov- 
ernment financial aiiangements, and I shall in that connection ask Mr 
MacDougall whethei he has lead the repoid of the Biadbuiv Committee 
m England Di Eiiedench’s point is that the provincial banks should 
have a diffeient constitution and we are tiving to find out what that 
constitution is going to be MTien I lead this memoiandum, I thought 
he referred to joint stock companies He says these should be commercial 
banks and he wants them to be lesisteied institutions I want to know 
what soit of institutions he contemplates 

Dr Fiicdeuch About half the shaie capital should be taken up by 
central banks, the other part of the share capital of provincial banks 
should be supplied by the piovmces 

Gliai-iman That is the piecise position Theiefoie, m future, accord- 
ing to this lecommendation, the provincial co-opeiative banlr willl have 
a greatei poition of the shaie capital supplied by the provincial Govern- 
ment and a small portion supplied by the cential co-opeiative bank 
At the piesent moment what happens is this the piovincial co-operative 
bank ananges its own affairs At times when it gets into tiouble the 
provincial Government helps it ivith .a loan That was what happened 
m the Cential Provinces With the help of the loan, the Piovincial 
Bank managed to tide over the situation and to the best of mv recollec- 
tion, they have now paid back the whole of the Joan 

Dr Fnedevch Tou must distinguish between woilang capital and 
share capital I am thinking heie only of share capital and not of working 
capital 

Chmiman Then the benefit, to my mmd, becomes moie doubtful 

D? Fiiedeiich No, Sir 

Clianman I am still trying to find out how^, m view of our expeiience 
m India it will woik Mr Ramdas Pantulu will pursue this pouit aftei 
Irmch 

Dr Friedench I do not vrant any special guarantee 

Chan man We come hack to item 3 on page 7 It relates to xhe pro- 
Tincial co-operative hanlxs and peihaps it would simplify the position if 
we were told, what specific proposal it is intended to place before us 



but to cieate a special institution I sliould oven be in favour of 
passing a special Act with legaid to piOMUcml banks Peihaps I majj 
be allowed to tell jou something of oui expeiicnce wuth legaid to apex 
banks The fiist apex bank in Germany wras founded by Schult^e- 
Dehtzsch jn 1864. and merged wnth the Dvesdnei Bank in 1904 The 
second apex bank, the Deutsche Baifieisen Bank, started in 1877 It 
failed m 1929 These weic special ajicx banks for the co-operative 
morement The thud apex bank was formed in 1902 b\ Haas, leadei of 
the “Ecichsveibands-Oigamsation ” It did not flourish In 1907 it was 
tiansfoimed from a eo-opciativc society to a ]oiut stock companv, but 
nereithcless in 1912 and 1913 at the time of a general depiession in the 
German economy, the apex bank failed These are our experiences witn 
regal d to special apex banks for the co-operative movement Since 1901 
the '‘Diesdnei Bank’ , one of the big banks, ]s the apex bank for the so- 
called Schultze-Delitzseh, urban ciedit societies m Germanj It created 
a special department for li edits to cooperative societies No society has 
onv shaic with the Dic^dnei Bank No society is compelled to take 
up any shaie Theie is a special co operative committee which, together 
with the mimagcis of the special co-operative department, have to fix 
the cicdits to be granted lo the members of the Schult/e Dehtzsch 
Union called '‘Dentsclici Gcnossciisf Inftsvoifand” Goiman co-opcinlive 
Union) Dicsdncr Bank has been an apex bank up to now The other 
apex bank is called Prussia’s Central Co-opeiative Bank This bank 
was foiiricd m 189d to be an apex bank onh foi the cooperative 
societies of the piovmoc of Puissia The majority of the capital has been 
supplied by tbe State of Prussia For this leason the bank became a 
public institution which bad at the stmt piefeiabh to deal with co- 
opeiativc societies wrtlnn the piovmco of Piussia At piosent it is bemg the 
apex hank foi the agiicultniai coopciativc movement all over Germany 
On the other hand, the apex bank is allowed to deal with public institu- 
tions in Geiranny and to conduct all tiansactions in the money market 
requned for balancing the supplv and demand of money 

Chauman Will vou kmdlv <?a\ what you prcciselv mean public 
hanks Are they Govcinmcnt banks’ 

Di Fiicdrich We cannot say thev aie Government banks First 
of all we have public savings lU'ititutioDS which are mostly municipal 
banks and banks of piovin'^ial association^; of mumeipahtics These are 
under the guaiantee of the piovinccs The other kind of public banks 
arc the so-called piovmcial public banks These .aie for piovmces 
m Pius'sia 01 foi States m Southern Germany where vv'c have Federal 
Staka Some of these Fedeial States have special banks whicu are 
State Banks 

Chau mail. 1 should like the other experts to listen to this discussion 
I am assuming that tins is their view also 

Dr Tup This is onlv a statement of the situation m Germany 

Chauman There is a recommendation heie and I w’^anted to find 
out what w.as pieciselv meant logisteied institutions 

Di Fucdciich I did not give anv recommendation I onh va anted 
to state the situation m Geimanv and to make it clear that such a pro- 
vincial apex bank can be cicated under a special Act 
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understand it— of course, the position differs from piovince to piovince 

find the hulk of the capital Another pait of the capitol, peihaps the 
mmoiity, is piovided by what is known as membeis But still everywhere 
it IS a limited liability 

Dr Trtp I see 

Chairman In the Punjab, as Mi Bamdas Pantulu pointed out, it is 
legisteied uiidei the Co-opeiative Act It has now been changed so that 
shows that apparently that system did not woik 

Di Fuedeiich Noiv all individuals should be excluded 

Ghatiman Youi pioposition is that individual shaieholdeis should eea^e 
to exist and that -loid should be filled up by Goveniment shnies^ I quite 
imdeistand Mr Bamdas, do you still wont to discuss it^’ We have 
undeistood the position and thcic i-? a diffcience of opinion betueen the 
expel ts themselves 

Mi Bamdas Paniiiht What we find is that the capital fiiimshed by 
individuals foims a ici\ small pait, and the cential banks liaie never 
complamed that they w^ere unable to furnish the necessaie capital I wish 
to Imow^ fiom Di Piicdeiich w'hat advantages aie to be gained bv substi- 
tuting Government capital Central banks are quite wnlling to give all 
the shaiG capital In Madias, out of sevenl laklis, 38,000 is mdnidual 
capital 

Chaiiman Appaiently , that was an avenue by which vou louiself came 
on the Boaid of Diiectois of the Bonk 

Ml Bamdas PanUilu By piuehasmg one shaie Theiefoie, it is not a 
question of indniduals So fai as the shaic capital is conccincd it leally 
comes from central banks 

Chaiiman We will discuss youi point when we aie discussing amongst 
ourselves 

Di Fui’dcuoii My faist point is that the shaie capital and the lesenes 
of the pioMucial banks aie at jiiesent ielati\ely' small They amount 
on an average to less than 20 per cent Poi the co-opciative movement of 
the future, — you want to deiclop agiicultural societies, you want to develop 
luban societies — you must have a veiy strong apex bank Then the share 
capital and the reserves which the Provincial banks have at present are 
too small and it is nccessai'^ to supply moie shaie capital and tins can, 
in my opmion, not be done by the central banks, w'hich are or should be 
the sole constituents of a Pioiincial Bank It is the question on the one 
hand not to load hea-sici buidens on the Central Banks, not to increase 
the liabihty, on the other hand to strengthen the shaie capital of PioMiicial 
Banks Theiefoie, we made the recommendation of the financial participa- 
tion of the Province 

Chaiiman I understand the position, but at the jneseut moment addi- 
tional capital is not required from Government It niay’^ be lequned, and 
the real point is that when that stage is reached, how should Government 
capital be provided? Of course, we have precedents m England and w’’e 
can deal A\ith it moio effectively on Mi McDougall’s paper without trying 
to change the constitution of the provincial bank, the need for w'hich, to 
my mind, has not been established 

Mr Bamdas Pantulu The difficult's is not that the capital would not 
be forthcoming but the provincial bank would certainty be more benefitted 
by woikmg on boiiow'ed funds than on a large share capital What we 
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Dr Fncdench I ii:iade pioposals with legaid to the futuie develop- 
anent of the co-opeiative movement in India, with legaid to the piimaiy 
societies and with legaid to the futme development of central banks I 
wanted to mark the hnes on which the woik should be earned on M;y 
proposals with regard to provincial banks are on the same lines I pro- 
posed that central banks should be fonned only for districts and that it 
should be considered whether and by what means the present organisation 
could be ad]usted as far as possible to +be ideal which t gave If the 
organisation of cential banks is adjusted to the ideal which I gave out of 
experience of other countries, then you get one central bank for each 
district So in Assam you would have 12, Bengal 28, Bihar and Onssa 21, 
Burma 41, and so on You get only a small number of district banks Of 
course, district banks will get stronger than they are at present 
because they comprise a bigger area, but nevertheless, they wall have 
to take up the whole share capital of the apex bank for the co-operative 
movement of a whole province We think that it would be rather too 
heavy a burden for these central banks, rather too large a liability if 
they have to take up the whole share capital We have to consider and 
to remember that the piovmcial bank has to deal with the money market 
and to get especially rediscounting facilities if it has not a big share 
that a provincial bank may not be able to deal wnth the money market and 
capital A big share capital is earnestly required for a provincial bank in 
order to get these facilities On the other hand no heavy burden must 
be created for central banks Therefore, I proposed to transform the pro- 
vincial bank on the hnes which I marked I do not intend to create a 
I want to reserve the special co-operative character, and, therefore, it is 
our proposal that more than 50 per cent of the share capital of the pro- 
vincial bank should be in the hands of the central banks 

Chan man At the present moment the State does not provide, so far 
as I know, any portion of the share capital of these apex banlrs What 
happens is this, a large portion of the capital is provided by the central 
banks and at the same time a substantial poiiiion is piowded by other 
members and there is no bar against taking the capital from other members 

Di Fnedeuch I have no objection against; a bar I think such an 
apex banlc should not deal with individuals 

Ohaiiman You bar that channel therefore, your proposition is precisely 
wdiat I stated, that the State should provide peihaps half the share capital 

D? Fnedeuch Up to 49 per cent 

Glwman That is immaterial The State should provide approximate- 
ly one half of the share capital That is the proposition you have placed 
before us Is that acceptable to all of you’ 

U? Tnp^ We have looked at the proposal of Dr Biiedeiich and we 
discussed it from a somewhat diheient pomt of view We considered that 
he wanted to build up an apex bank, not on a co-operative basis but as a 
limited company or institution We did not have the impression that such 
a large part of the share capital would be taken bv the Government 

Ghanman At present that piovnncial bank works on the limited liabi- 
lity basis, therefore, there is actually no difference between its piesent 
constitution and your conception of it The only point is that at the pie- 
•sent moment the shares are provided firstly by central banks who, as I 



Di Fiiedcnch This monev is advanced for long peiiods to inoitgage^ 
banks It is foi the piupose of gnmg inoitgages 

Chan man But the mone;) is laised for a long peiiod It is laiced on 
long term debentures This bank m the Punjab, undei the authority of 
the local Government, issues long term debentuies, having done so it 
hands ovei the money to the Punjab Land Moitgage Bank The point is 
that to that extent' it opeiates as the apex to the land moitgage banks, 
instead of duplicating the anangcmcnt foi a sepaiatc land moitgage bmk 
distinct from the apex bank a 

Dr Fnedench Then why ha-ve you under the liabilities of piovinciai 
banks the item ‘debentuies’ if it is only done on behalf of Government 
and on the full responsibility of Government I think it should not, m 
this case, be put under liabilities of piovincial banks These aie liabilities 
with regard to the issue of debentuies If I am told that piovincial banks 
are liable for iepa>ment of these debentuies then I insist on m-v point If 
it is not so, then it would be necessary that the balance sheets should be 
changed m this lespect because the debentuie issue is only done on behalf 
of Government 

Ml Ramdas Paniula The money boiiowed is certainly liabiht} , and 
the money lent to moitgage banks is asset 

Di Fnedench I am not in f.noui of this business 

Ml Ramdas Pantiihi Maj I know’’ what is 

Di Fnedench It is a connection between short-term and long-term 
business Such a connection I cannot call sound 

Chan man You still consider it is a mixing of long-teim and short-term 
credit business’ 

Mr Ramdas Pantulu With regard to your proposal under the heading 
‘Mone} lenders’ on page 3, wliat do lou mean bj usurious monevlenders 

Dr Fnedench It is a definition which is so difficult to define Por 
this reason your TJoUiious Loans Act of 1918 had no success because judges 
did not know what was meant by “usurious” so this Act could not be 
apphed to , 

Ml Ramdas Pantulu You mean legal moneylenders who lend money 
at extortionate rates of rnterest’ 

Dr Fnedench klone^ lending by banlis and bankers at certain rates of 
interest and pubhc opinion must define the meaning of usurious rates of 
interest 

Mr Ramdas Pantulu People who charge ^eiy extortionate rates of 
interest which are not in relation to rates of interest charged in ordinaiy 
business dealmg? . . . 

Chanman {to Mr Ramdas Pantulu) I thought ■^ou w’eie going to ask 
whether he had anv concrete proposals to make in that direction 

Dr Fnedench It is for the judges t,o decide whether a particular rate 
of interest which has been charged is usurious or not 

Mr Ramdas Pantulu That is when the parties go to couidi I suppose 
the conditions m your countiv are picciselv as the^ are here where the 
courts are given full discretionary power to decide facts on their merits 
looking into local conditions of the rate of inteiest and the position of the* 
Money Market That is why I asked you what you meaht bv “usurious’’^ 
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■£nd in most piovinces is that we have the necessary shaie capital and 
central banks apply foi moie shaies and you allot them We can <Tet 
money at 4 oi 5 pei cent fiom deposits, theiefoie, no piovincial bank 
leally allot shaies even with, applications They say, “when youi bonowing 
powei has been leached and when 3 on can no longei boirow under the 
Tules, we will give you some moie shaies m ordei to make up the capital ” 
We do not want to buiden oui selves with that kind of capital 

Mr Bamdas Pantulu On page 7 you say “We are agamst co-operative 
Apex Banks advancing loansrOn long tcim mortgage credit We cannot 
approve the issue of mortgage debentures as is done in Bombay, Madras 
and the Punjab ” This is a statement of fact which is not correct, because 
neither of these banks has issued mortgage debentures 

Dr. Fnedericli In the statistical figures for 1930, supphed by the Secre- 
tary, we find under provincial ban k s, “debentures,” share capital and 
reserves deposits and loans form the whole working capital 

Mr Bamdas Pantulu Debentures are merely uncovered debentures on 
the general assets of the banlr 

Dr Trip They have a moilgage dejiai'tment in Bombay We saw 
that 

Ml Bamdas Pantulu In Bombay the funds are now being used to 
finance three of the land mortgage banks Their own debentures a.e not 
mortgage debentures 

Dr Fnedeuch I remember vhen we visited a mortgage bank in the 
Punjab we were told that money was supphed by the provincial bank out 
of debenture issues The Provincial Bank in the Punjab has in fact issued 
debentures Part of this money has been given to mortgage banks for 
TOor*tgages 

Lala Harhislien Lai It is mortgage of assets 

Chairman They have done so in the Punjab under the authority of the 
piovmcial Government and under its guarantee the apex bank has issued 
ihese mortgage debentures and has handed over to the mortgage banks 
for their financial purposes It means this that instead of starring a 
separate mortgage bank in the Punjab the financing work is being done 
■through the apex bank 

Mr Bamdas Pantulu Even then the pio-vincial bank, out of its own 
finance, provides for redemption They are not really mortgages, they are 
meielv assets of the banlcs 

Dr Trip We have m our country what they call a great number of 
mortgage banlrs They all issue debenruies and they all give moidgages 
But these debentures" have no preference agamst mortgages There 
IS no cormection between mortgages and debentures So I do not under- 
stand what Mr Pantulu means by saying that they are not moidgage 
debentures 

Chairman Mr Bamdas Pantulu’s point is this The provincial co- 
operative bank itself does not engage in mortgage business It raises 
debentures in some cases, they are not moitgage debentures at all In the 
Punjab the apex bank raises debentures and hands over the money so 
ohtamed to the land mortgage bank Tlierebv, apparently, the provincial 
Govemment has so far managed to do vithout a separate apex land 
mortgage bank It is purely an administrative anangement 
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Ml Ramdas Pantulu Some AMinesses befoie the Committee have 
-suggested that moneylendeis m this counti} maj be licensed and thus be 
lequiied to keep piopeily audited accounts and so on iiith a view lo pio- 
tecting boiioweis fiom the usuiious teims ofteied to them May I know 
-nhether you appiOA’^e to then being licensed hke that? 

Dr Fiiedeuch That is haidly possible to catch all monejlendeis I 
think It IS very difficult to bung in all sorts of people who do moneylending 
under the scheme of registration I am, therefore, not in favour of registra- 
tion of moneylenders 

Ml Ramdas Pantulu Have vou perused the English Monevlenders’ 
Act‘^ 

Di Fiiedeuch I may say that about 100 jeais ago m Germany condi- 
tions were nearly the same as they are hero now, i e , there were any num- 
ber of moneylenders lendmg money at usurious rates and vith the advent 
of the co-operative movement m the country conditions have gradually 
changed and people who A\eie fonneily moneylenders have no,w become 
members of co-operative societies and so ve have the right type of co 
■operation m our country now 

Ml Ramdas Pantidu You suggest “It viU. be a task of the banking 
institutions for long term credits to consider the possibility of taking over 
old debts” Have you any suggestions to make wuth regard to leiievmg 
the conditions of people who are m debt fiom usurious mone\ lending^ 
IDo 30 U contemplate that these debts will be taken OA'ei b's the land 
mortgage banks ^ 

Di Fiiedeuch That is my suggestion 

Mr Ramdas Pantulu Y^ou say, “It shall be laid down in the Co- 
operative Societies’ Act and the By-laws that the members of the Managing 
Committee and Supervising Board are ]omtly and severally responsible 
for credits granted without the requisite care” Will you please explain 
yourself a little more fully on this points 

Di Fiiedeuch My point is that rf the members of the management 
have not been careful enough, then they must be held responsible for any 
loss that might arise The management must feel that they ha\e lent 
money on then owm responsibility That is the idea 

Ml Ramdas Pantulu Will you please explam the term “with requisite 
care””? 

Di Fried eiich As I have already explained, the management of these 
societies must feel that they are taking entire responsibiliti in all then 
actions regarding the granting of loans, etc 

Mr Devadhar Have you come across many cases wheie such need 
"for a provision has been felt of loans, etc 

Dr Fncderich Yes Every primary society’s work should be on 
those lines 

Ml Devadhar, Is that a general advice that 3 on give or have you felt 
it to he on urgent need’ 

Dr Fncderich It is an urgent need 

Mr Devadhapr Is this impression of yours gathered from the Eeports 
of the Begistrais of Co-operative Societies’ 

Dr Friedench We have to look at it from the psychological aspect 
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Di Fnedenoh I Mould lathei leave it to the judges to decide It is 
too difficult to say vliat is a usurious late 

Ohan mo'll Mi Eamdas Pautulu's pomt is this Supposing jou veie 
a judge chaiged vuth the administiation of that law m India how would 
}OU legulate youi couise of action m deciding cases coming befoie you foi 
decision^ 

Di Filed Cl tell I Mould considei anj late abo\e, sa\ , 20 pei cent , as 
usinious in this countn 

Mi Ramdas Pantulu You say that agiicultuiists cannot be piotected 
fiom usuiy bj stiengthening the Usurious Loans Act of 1918 Maj I know 
hoM- you Moll proceed to inotect then inteiests? 

Di Fnedenoh The histoi-v of such laMs has alMays shoMm that they 
ha\e been in existence foi jeais bnt ha^e pioved to be of little avail 

Ohamnan The leal point is that eien if you amend the law and put 
down a specific late of interest, the people who at present sufiei from the 
rapacity of the usurious monej lender will not be in a position to or may 
not dare to have recourse to a court of la’* That is the whole position 

jD? Fnedciicli I agree 

Ml Eamdas Panhtlu Besides the introduction of the co-operative 
movement in those areas, haie jou any other suggestions to make Mith 
regard to the protection ol the agriculturist from the usurious money- 
lender ’ 

Dr Fnedenoh Mr McDougall may have some suggestions to oSer 
1 ha^e recommended to alloM^ higher rates of interest on deposits m order 
to get moneylenders into the co-operatne movement My OMm opimon is 
that It is a hopeless position to see uhat low rates of interest are allowed 
on deposits and Mliat high rates are charged on loans At present (speak- 
ing for niASclf) most people in this country M'ho can invest money and do 
not do moneylending as a profession do resort to moneylenders m order 
to obtain high rates of interest, for if they put then money Muth commer- 
cial banks, they will not get a good rate of interest 

Oh MuKlitai Singh I suppose jou presume that such usurious money- 
lending is done bv persons who accept deposits 

Di Fnedcnch I thinlr most of the money lending is done oy the 
monevlendeis’ omu money and a part by deposits got from friends and so 
on 

Di Tnp It seems to me that there is a misunderstanding Dr 
Pnederich’s iioint seems to be that there are several people rn this country 
who save money and mIio are not moneylenders but who will try to lend 
then money at higher rates of interest than vdiat they are able to get from 
banks on fixed deposits His point is that if these men could be persuad- 
ed to become members of eo-opcrative societies and alloM’'ed higher rates 
tor then investments, in couise of tmir then number would dwindle 
down 

Ml Dcvadliai Do vou think that this temptation of getting more 
interest will prompt people who have more funds? 

Dr Tnp Dr Driedeiich wants to attract that money, which these 
people lend at usurious rates, into the primary societies and he sees the 
possibility of that b\ offering them higher credit rates on deposits 
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Dr Friedbiich Co opeiative banks can finance current needs Witb 
regard to old debts I do not see any substantial help by primary, local 
credit societies 

Ch Mukhtar Singh The man is heavily in debt to money-lender, and 
the co-operative bank finances his current needs There will be very 
little assets because the old debts aie there, and whatever httle he can 
make may be taken away by the co-operative bank and the money-lender. 
His position is not improved by taking money for current needs from the 
co-operative society 

Dr Fnedench 1 was speakmg of personal responsibility of the manag- 
mg committee and the supervismg board Here you have such a case 
The managing comrmttee or the supervising board can on their own respon- 
sibdity make a loan for dischargmg debts m case it can be repaid within 
n shorter penod 

Ch Mukhtar Singh There will only be very few cases of that kind 

Dr Fnedench People who aie hopelessly m debt, really cannot be 
helped I cannot lecommend that people whb are hopelessly m debt 
should be helped Hut they can be helped by a special agricultural 
measure of reform In my country peasants were in a veiy bad position 
100 years ago We had aU kinds of things as you have in this country, 
there were even peasants who were not free 

Dr Hyder Semtude, we have not got in India 

Dr Fnedench In consequence of the so-called peasant’s hberation 
peasants weie allowed to ledeem debts withm 30 and more yeaas The 
last debts weie lepaid m 1892 I do not recommend to you to do something 
like that I only refeiied to the reform that was effected in my country 
The State formed special banks, the debts of the peasants weie fixed, the 
people had to lepay then- debts not to the landlords but to the special 
State ba nks m small mstalments Free peasantry was created by these 
measures I have no objection at all to such a reform m your country 
But it IS not directly connected with the co-operative problems which 
we have to deal with Therefore, I cannot give you defimte recommenda- 
tions m this matter of agncultmal policy which has also a political side 
I only referred to the agricultural reform m my country It is a matter 
for you to decide what you want to do in your country 

Dr Hyder This hberation of peasants has two items, purchase of 
lands for the peasants and purchase of their freedom We have not got 
the latter problem 

Ch Mukhtar Singh In certain cases you have got it 

Dr Hyder The ryot is free in British India 

Ch Mukhtar Singh For that a banking solution was found m Germany 
and after that the state of affairs was better 

Dr Frlederich That was done by the State and not by co-opeiative 
banks 

Ch Mukhtar Singh Do you feel that in this country it is possible for 
■the cultivator to support himself with the small amount of land that he has? 

Chairman That point will be dealt with in connection with Mr 
McDougalTs paper 
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Ml Bamdas Bantidu Do jou lealise that if such a lule existed you 
amII be scaring a-^;\'ay many people from talnng up the lesponsibility of tho- 
management 

Di Fiiedencli I do not think wh3^ anybody should be scaled away like 
that, foi aftei all, the management should do its duty and I say it should 
be done conscientioush That is all 

Ml Bamdas Pantulu With legard to audit 1 am glad that you advo- 
cate an efficient audit and that the scheme of audit should be unifoim for 
all Provinces and so on Have you consideied the question of cost o* }oni 
scheme 

Di Fiiedencli Yes H have said that the expenses of the auditmg 
district unions have to be coveied by contiibntions fiom the affiliated 
central and piimary societies 

Mi Bamdas Pantulu With legaid to the piovincial and cential banks 
thej make then own aiiangements ior auditing by qualified auditors, 
but in legard to these luial societies the cost is found to be prohibitive to 
have them audited by qualified auditors Theiefoie, the auditmg of pro- 
vmcial piimaiy societies is being done at present by Government 

Di Fricdciich You have supervismg unions Central banks keep 
special supeivising staft They have to spend money for it Govern- 
ment have to spend money for audit All these — the supervising unions, 
central banks, and Government, — ^have to spend for supervising and audit 
We find that in the opinion of the people who wrote the Provincial reports 
the audit of the co-opeiative societies is not effective enough I refer to 
the Bengal report Most of my proposals are with reference to defects 
wdiich have been pointed out in provincial reports 

Ml Devadhai It is no use referring to one paiticular province As 
the suggestion we have to make should be an all-India one in its apphca- 
tion, the same point must be studied in the light of other reports as well. 

Mr Bamdas Pantulu Youi point is that there are veij many agencies 
on vhich money is spent Nevertheless, efficient audit is not secured 
Therefoie, dispense with supervising unions, the Inspection staff of the 
central banks and Government auditors, have one oudit organisation, and 
then pool all the resources and you get money 

Dr Fnedertch I think all then contributions — central banks’ Govern- 
ment’s and societies’ — should be put together, and one organisation formed 
for auditmg, supervismg, etc Central banks have the special ]ob of pro- 
viding credits Auditing unions have the special ]ob of auditing, super- 
vising, advismg and> tiaimng auditors Thus everybody has a special lob, 
but they wifi all have to work together for the welfare of the co-opeiative 
societies 

Mr Bamdas Pantulu You want these audit unions to get into touch 
with central banks and grve all information to them bn order to avoid a 
second supervision of them ’ We would like a paper on European banks 

Ch Muhhtai Singh It is impossible m the case of people who have no 
land to get any benefit flora mortgage banks because they cannot offer any 
secrmty, and co-operative societies will noil be able to help them because 
you do not advise that they should help to discharge old 'debts 

Yol ry 2 Q. 
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jD? Fnedench Quite so 

Gh Miilchtar Singh A piimaiy society will give money to a ooirower 
onl}' to tile extent lie can lepay 

Oh Muhhtai Smgh Every society is botli a savings society and a 
society of credit 

Dt Fnedench In eveiy country, even in my country, you find a lot 
of societies whicli have, like yoin societies no deposits and which have 
only boirowed fiom eential banks, but these aie all unsound societies, 
and you must find out wheie the fault lies and cause a remedy ^^If you 
do so, you will get deposits I have had such experience in districts 

Gh Mnlihiai Smgh If money is received as deposits, is it kept by 
the piimaiy society oi sent on to the cential bank^ It will be needed only 
at the time of agncultural operations 

Dr Fnedench The fiist principle is to deposit money with the central 
bank to such an extent, enabling you to repay deposits at any time In 
case you have fixed deposits, you may deposit a smallei percentage of the 
money with the central bank The second point is with regard to invest- 
ment in case you have a good sound demand for credits, you use a pait 
of the fixed deposits for granting credits and in case you have no sound 
demand for eiedits, you put the whole monev into the cential bank 

Gh Mv-hhta] Smgh All these pomts aie discussed by the management 
In a countrj like India, do you think that the members of the primary 
societies can understand details of the woik^ 

Dr Fnedench In this lespect I have, I suppose, a better opmionthan. 
you have I do not see why you should not find such peoplei m viUages 
I have met a number of people who impressed me as clever It is leaUy 
a matter of education 

Gh Mukhtar Singh In a number of villages you cannot even find 
men to look after the accounts properly 

Dr Fnedench The Unions should be able to tram men The Secre- 
tary or the Treasurer should receive mstructions It is a matter for those 
who are responsible for the management of such societies, but it can be 
done by education When you have more people who can read and wnte, 
it will get easier to find people to run the societies 

Gh Mukhtar Singh Do you not think it would be very difficult to 
remit money from the primary society to the central bank^ 

Dr Fnedench I have recommended that the question whether this 
can be better solved by instituting special pay offices, for the central 
bank where urgently required, should be considered The other point 
IS about dealing in cheques If a piimary society wants money, the central 
bank’s cheques should be as good as ready cash everywhere 

Gh Mulihtar Singh One has to go to the Tahsil at present to remit 
monev as there is a tieasury only in n Tahsil It may be at a distance 
of 15 miles or more , 

Dr Fnedench It may be necessarv to form several special pav offices 
within a, district On the other hand laigei mban credit societies could 
deal as pav offices on behalf of the central bank, so that the primary 
societies could go to such urban co-operative banks and deal thiough them> 
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Ch MuTthtar Singh In CJermany, i thinlr, that financing is not done 
by cential banks but mostly by eveiy piimai 7 society 

Di Fnedei ich In pre-war time it as so, but since ‘our inflation in 
1923 piimaiy societies have to be paitly supported by ciedits fiom central 
banks 

Gh Mulhtar Singh On page 4 you say that primary societies should 
find their own money In Bombay there are societies which do not have 
any shaies and they aie not foiced to make a deposit before they can get 
any advance The central bank provides the entire money to begin vith 

Mr Ramdas Pantulu Societies in India have a working capital of 
Bs 373 lakhs and 115 lakhs members 

Gh Mukhtar Singh When a primary society starts for the first time, 
it starts with a clean slate, no money No taking of share is compulsory, 
no deposit is compulsory 

Mv Mann Suhedar As ceidam of its members are in debt, it starts 
•with minus assets 

Mr Devadhai As a matter of fact, before a society is started an 
application has to be made which is scrutinised by the Assistant Begistrar 
He sends an organiser who submits a report that so many people are 
prepared to put their deposits in the society No society is started unless 
some money comes from some members of the society Of course, a large 
number of people join the society to get money, but it does not mean 
that the society starts with nothing or that central banlrs give money, 
io societies with zero capital 

Mr Ramdas Pantulu A property statement is filed and borrowing 
•power is fixed with reference to the assets of members 

Gh Muhhiar Singh I do not say that central banks should not advance 
mbney to primary societies My point is this In Germany a primary 
society begins with its own money, in India it does not Am I correct’ 

Di Fnedench No It cannot get its money all at once In every 
country a co-operative society starts -with a debt Everybody has to take 
up one share m case of a society with unlimited liabihty Then the 
society can send an application to the central bank and gets its firat 
credit on current account But it must be the endeavour of the society 
to replace this credit taken from the central bank by deposits from 
members and non-members within its district of operations It is not easy, 
but very difi&cult, to get deposits We do therefore, all kinds of things for 
this purpose m Germany We distribute home saving boxes We persuade 
school masters to sell saving tickets On eveiv Sunday many societies 
send a member round the village — not only to members but also to non- 
members — in Older to collect deposits The deposits are not compulsorv 
Eoi instance the manager goes to peasants who sold cattle and tells them 
that they will get a reasonable rate of interest if they -will deposit any 
free money It is a propaganda which is necessary You can get deposits 
onlv by hard work, by good management and audit These will inspire 
confidence rn the depositor 

Gh Muhhiar Singh Though in the begming the capital is not enough 
a pnmary society recognises that it ought -fco be self-supporting and makes 
every effort to get money to become self-suppoi-ting 

' 2 Q 2 
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Cli Mulchtar Stngh In the Assam and Bengal Biovmcial Banking- 
Committees’ lepoits you will find it mentioned that co-operative sale 
societies would not succeed 

Dr Friedencli We can discuss that point when we come to Mr 
McDougall’s paper 

Cli Mulchtar Singh I simply want to know whethei in the cncum- 
stances in India you w^ant special stress to be laid on non-credit societies- 
or on credit societies 

Dr Fnederjch My opinion is that special stiess should be laid on both 

Gh Mulchtar Singh So fai, stiess has been laid upon ciedit societies, 
tne non-credit side of the woik has been very httle done 

Dr Hydei Gan you tell us vhat the total numbei of ciedit societies 
in youi country is*? 

Dr Fnedench We have had in Geimany 52,734 co-operative societies 
on the fiist of January 1930 Out of these 40,845 had been agiicultural 
societies and amongst them 20,457 credit societies 

Dr Hyder Is it not a fact that the ciedit side of the pioblem is easier 
to take up than the non-credit side ? 

Di Fnedench I admit that co-operative maiketing and supply is 
more difficult 

Df Hyder Is it not a fact that youi fiist line of advance in Geimany 
was on the credit side? 

Di Fnedench We started nearly at the same time with ciedit and 
vuth supply 

Di Hyder But the mam line of advance vas m the diiection of 
granting credit^ 

Dr Fnedench The credit side was specially stressed by Eaiffeisen 
but other leaders, for instance, W’ Haas, stressed on suppl-y too 

Gh Mulchtar Singh Do co-operative credit societies do nothing but 
credit work, or do they combine credit and supply work? 

Dr Friederich 1 told you we have 20,457 agricultural co-operative 
credit societies About 60 per cent of the members of these societies are 
agricultuiists, about 16 per cent are artisans, about 6 per cent are 
employees and officials (e g , schoolmasters, parsons, etc ), about 12 are 
work people (agricultural and mdustnal labourers) and the remaining 
6 per cent belong to other professions It is much easier to effect a 
good balancing of demand and supply of money, if different professions 
callings are combined mt-o a credit society I gave you statistics foi the 
members of about 16,000 credit societies, not for all 20,457 

Mr Devadhar But they relate to the whole country m general 

Di Ffiederich I can tell you that the so-called agricultural co-operatn e 
credit societies are not all at villages, but a good number at small and 
middle-sized towns lu Geimany we have developed an agncultural 
country into an industrial country In 1882, 40 per cent of the popula- 
tion of Germany were suppoi-ted by agriculture in 1925, only 23 per cent 
Similarly, -villages have developed and many places which were villages 
50 years ago are now towns Where you had village societies you 
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The cheques of local societies on the cential bank should be honoured 
Thej' should also be able to make remittances to the cential bank thiough 
uiban banks 

; 

Oh Muhhtai Smqh On page 2 you say “a lepaj^ment of the invested 
capital can only be made according to the net profits obtained from the 
investment” Do you considei it really a piactical proposition’ If Goi- 
einment advance a sum of money, say for improvement of certain agn- 
cultuial worlds, is it likely that the profits vould be so laige as to enable 
a portion of the capital to be repaid’ 

Dr FnedoncJi It is a mattei foi Government to consider 

Ch MulcMar Singh You do not insist on the point that the instalments 
should be so fixed that the net profits should be enough to cover them’ 

Dr FiiedencJi The local eo-opeiative society has to look after this 
matter 

Oh Mulhtai Singh Do you think that the instalments should be so 
fixed as to covei the net profits’ 

Di Friedench The instalments should be paid out of the net profits 

Ch Mxihhiar Smgh It comes to the same thing , 

Di Fnederich Pait of the profits will be necessary for livmg and 
so on 

Ch Mukhtar Singh As fai as the current needs of the agricultmist are 
concerned, it should not be disturbed in ordei to pay off the amount he 
has received for the improvement of agriculture Take the case of a man 
w^ho has taken a loan for his cuiient needs and a loan for the improve- 
ment of agriculture 

Di Friedeiich The latter is really invested for improvement of land 

Ch Mukhtar Singh That is granted, but the repayment of this loan 
should be spread over as many number of years as possible in which it 
can be paid without disturbing the current needs of the agriculturist 

Di Fnederich Quite so They must be able to repay any instalments 
fixed by Government or co-operative society 

Ch Mukhtar Singh May I know whether the mam business of the 
co-operative movement in your country is credit business or non-ciedit 
business ? 

Di Fnederich Both of them are of great importance and both are 
well developed We started both at approximately the same time, with 
credit at about the middle of the last century, about 1850 and with the 
business in goods at about 1860 

Ch Mukhtar Smgh What I wanted to know was whether m a country . 
like India, where the crops may suffer on account of flood and other reasons, 
non-credit societies would be more advantageous or not 

f 

Dr Fnederich I think you should have both in India I have 
already mentioned the connection between trade and agriculture, to bring 
the agiicultuiists out of the hands of the money-lending trade, it is 
necessary to have both, credit and non-credit (supply and marketing) 
society 
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Oh Muhhlar Stngh Di Puedeiich has said that in villages wheie there 
-aie aitisaiib as well as agiicultuiists living, he would like the idea, other- 
vise, theie ought to be separate agricultural and artisan societies 

Di Fnecleiwh Wheie you have an agricultural society which has a 
number of artisans as members who are not interested in any land of goods 
business, then a special supply society has to be started for the agiicul- 
tuiists 

Ch Mulihtai Stngli But if there is a credit society, it need not be 
restricted to agiicultuiists? 

D) Fnedenth No, it is better to call these societres rural credit socie- 
ties, as bhev aie started for the rural population, people living in the 
country 

Lola Harhshen Lai In the Punjab they aie village wide, some jears ago 
they vere only agriculturists, but now everybody living in the village is 
entitled to come into the society it respective of whether he is a money- 
lender, 01 a Hindu or a Mohemmadan 

Chan man That is not a matter which any outside person can settle 

Lala Harltishen Lai One can induce the people and be more sympa- 
thetic Ministers ought to do it 

Mi Devadhai In a village if the majority of the people are agricul- 
turists and there are a small number of artisans who are useful to agricul- 
ture, they will be members of the society provided they have a special 
industry of their own, which needs special finance and which is to come 
from the small credit societies? 

Ch Mulihiar Singh It will depend on individual cases There may be 
possibilities of even the artisans coming in 

On page 6 you say “a co-operative society has to be free of politics” 
You do not mean that it should be free of political men? 

Di Fncdench No I mean that all people, whatever their political 
opinion may be, should be welcomed in a co-operative society It should 
not be laid down that only people of a special faction or having a ceitam 
creed should be eligible to become members 

Mr Bamdas Pantulu This is 'brought in, because one bank went about 
canvassing the support of managers and secretaries of a society in an 
election campaign 

Ch Mnhhtai Singh Suppose Mr Pantulu holds a certain view in poli- 
tics He IS a member of a provincial co-opeiative society Is it a quali- 
fication for him^ 

Chairman The point is this, they ought not to take sides in politics 
That IS all Otherwise troubles aiise and they may take sides with a 
political party and that party may not be in power and the other party 
m’av tiv to mjuie the cause of that bank 

Ch Muhhtar Singh If a recommendation goes from this Committee, 
it may mean the other thing also There may be people who may not be 
unacceptable to the officials at certam times 

Glianman There is no question of a recommendation going This is 
Hr Fiiederich’s view 
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h.&v6 uiban socisties A pait ot such societies has been, included m my 
statistics as it is still a membei of the agricultuial unions 

Ml Devadliar A gieat transformation has taken place? 

D? Pnedench Yes, Sir It may be mentioned that we have special 
unions for urban societies too 

Gh Mukhtar Singh I want to know whether these agiicultuial credit 
societies do any business oi whether they are simple credit societies 

Dr Pnedench The small credit societies are at the same tune supply 
societies 

Ch Mukhtar Singh Aie societies domg supply work considered as 
credit societies? 

Di Pnedench Yes, they are considered as credit societies because 
credit business is their main business It would not be profitable to start 
a special supply society for small villages, therefore, the credit societies 
take up the supply business too 

Ch Mukhtar Singh So you do not object to a ciedit society ta kin g 
up the work of a supply society also^ 

Dr Pnedench I have no objection in case of pure agiicultmal credit 
societies Where you have a consider able number of artisans oi even 
small traders as members of credit societies, there it will be impossible 
to take up the supply of agiicultuial requirements 

Ch Mukhtar Singh Do you like the idea of allowing artisans and 
other people to be members of such societies^ 

Dr Priedench Usually they will not be interested in this special 
business 

Gh Mukhtar Singh You will not allow the supply work to be under- 
taken by credit societies only in those cases in which the artisans, etc , 
who aie members are not mterested, but if they aie purely agiicultural 
societies in which all members are interested, then you will have no objec- 
tion for credit societies doing supply business also’ 

Di Pnedench Yes, Sir 

Chairman Is this not purely a matter for the co-opeiators’ If the 
artisans refuse to co-operate with the pure agiicultunsts (as is explained 
in some of the Provmcial Eeports), how can anybody meet the situation? 

Dr Pnedench In my country the artisans are mostly small agn- 
cultunsts, so they are interested in agriculture and in supply business 
At the same time they depend more or less as artisans on the agriculturists 

Chairman Conditions in India are certainly different from conditions 
in Geimany, and as Mr Pamdas Pantulu has a great deal of experrence 
in these matters I ask him whether it is not fundamentally a matter for 
people who wmnt to co-operate 

Mr Bamdas Pantulu You are entitled to your opinion 

Ch Mukhtar Singh Mr T^alji Naranji has said that it would not be 
coirect for credit societies to do the supply work 

Chairman The supply part is all right I refer to the portion of the 
statement here that co-operative credit societies should not be confined to 
ceitain classes but should cover not only the agriculturists but also the 
artisans 



Mr, Devadliar Why I am diawing youi attention to these hgures la 
to remove the impiession vhich exists that co-opeiative societies were 
ctnited vnthout anything It is not so 

Dr Fried ench You shall see that I do not ciiticise m my repoit the 
woik vhich has aheady been done, because T know that co-opciative work 
is a very haid one and I acknowledge all ■youi endeavours and all endea- 
vouis of the co-opeiative movement m this countrv I wanted only to 
give the lines on which co-opeiative w'oik should be continued in future 

Mr Devadliar Some statements m this papei say that the primary 
societies, as far as possible, should finance fhemselves and mav make some- 
one believe that they start without anything at all I wanted that im- 
piession to be coirected Supposing somebodv weie to say that these 
primary co-opeiative societies should deal only with the market would 
not that be a good advice’ 

Dr Fncdcrich I am of opinion that it would be bettei to deal wnth a 
smaller woilnng capital consisiing of a sufificient amount of deposits than 
to stait at once wath a big loan fiom a cential bank 

Ml Devadhai Sup 2 )osing I mention to •\ou that a society wdiich started, 
about 20 jeais ago, with a total capital of Us 4,200, out of w^hich Ks 2,000 
came from Government — in those da%s Government used to advance up to 
Es 2,000 on condition that the people collected a similai amount — now 
that society has risen to the position of a society wnth a capital of nearly 
2 lakhs and a loseive fund of 60,000 without bonowmg any monev from 
the provincial bank 

Dr Friedcnch That is sound That is the idea w’^hich I have in mind 

Dr Fnedeuch Accoiding to these statistics I have to judge that primary 
societies in the Bombay Piesidency have the soundest basis I compare 
deposits and loans with tlie wmlnng capital, and I icalh tliink the piimaiy 
societies m the Bombay Piesidency aie on the soundest basis 

Ml Devadhai I am not speaking on behalf of Bombay Piesidency, but 
I would like to suggest that geneially speaking, vour pioposition is veiy 
true, that the piospeiitv of the countn,'- depends to a laige extent upon 
imjiroved and advanced agiiculture Wih you please tell me wdiat is vouw 
standard of this piospeiity, Whethei vou have asceilained the peicentage 
of the population dependent upon agriculture? 

Dr Friedeiich I was not able to asceitam the figuies wuth legaid to 
the indebtedness Even the piovincial committees weie not able ta 
ascertain the light figuies Y"ou have estimates but estimates are only 
estimates, so I did not like to make up mv mind on this point I remember 
the mdebtedne'ss has been estimated at about 900 cioies, but mv personal 
conviction is that the indebtedness is much gieater In my country we 
have neaily the same indebtedness and that is quite impossible as my 
countiy IS enh one-tenth of the area of India Of course, oui agnculture 
IS much more intensive Nevertheless, I think this amount is estimated 
too small 

Oh Mnlhtar Swqh Theiefore. I take it vou wmild consider it inther 
risky to woik out any percentage of the people who can be desenbed as 
being in debt? 

Chairman The indebtedness of the peasantrj in Germanv is in the- 
neighbourhood of 900 croies’ 
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^ Ch Mulhiat Singh If ■u’e agiee that becomes our recommendation so 
I wanted to make it cleai that it does not debar those people who have 
political leanings 

Di Fiicdeuch I knov fiom expeiience that it happens when the 
membeis of a Managing Committee aie of a special political opinion and 
somebodv else wants to become a member who is of anothei political 
opinion that his application is not accepted because he holds anothei poli- 
tical opinion Am one should be allowed to be a member of the society 
without considciing his political views 

Gh Muhhtar Singh Anvbody who is mteiested in uplift must have a 
light to loin that movement 

Di Fried cTich In mi, own countij w'e lefei even to leligion because 
of lehgious difterences It is necessaiy to emphasise that a soeietv should 
not caie for lehgious contrasts of the membeis 

Ch MiilMai Singh On page 8 you say “The position of a piovmcial 
legistiai should be filled onlv by officials well trained and experienced in 
'Co-opeiation” Do not 30 U feel that an administrative expeiience is much 
moie impoilant than a tiainmg m eo-openation*^ 

Di Friedcrich Both aie impoitant You have foi instance, Mi Darhng 
He leaies Ins office m October and then the Punjab gets anothei Kegistiai 
I do not know' exactly what his position has been but he has, accoiding to 
mj Icnow ledge, nevei been busi m the co-opeiative movement and he has 
become Eegistiai foi the whole co-opeiative movement of the Punjab 

Ch Mnhhtar Singh You do not considei a man to be competent meiely 
because he has xpenence of admimstiation^ 

Chairman Di Fuedencli is not aw aie of the oiganisation of services in 
Tndi 1 

Gh MnUitai Singh I am simply asking w'hethei he will insist on the 
admmistiative experience to such an extent that even training and ex- 
perience wuli be given a second place 

Di Fiicdcricli 1 cannot judge because, as the Chairman has told you, 
I am not aware of the special education of Government officials I stress 
only on the* point that it is necessaiy that a Kegistrai should be trained and 
expel icnced in co operation I do not mind wdiat other job he held before 
he became Eegistiar 

Mr Devadhar With regard to the figures on page 1 which relate to 
agricultural societies We find that the share capital is reserved for loans 
of these luial 'societies and amounts to something like 8 out of 30 croies 
of the working capital and m Table 2 w'e find that the share capital alone 
IS 3 ciores out of a total of 10 cioies 

Di Fricdcnch I agree that these societies have quite a big share 
capital It IS a good relation between working capital and share caprtal 
Mj criticism refers especially to lack of deposits 

Di Deiadhai They' are started wrth the purpose of helping but that 
does not mean that everything has to be provided Is that your recom- 
mendation also*^ 

Di Fiiedcrich I do not deal w'lth share capital and reserves because I 
am of opinion that share capital and reserves are quite sufficient foi your 
primal v societies Therefore, 1 did not stress on this point I am only of 
opinion that the relation betw'een deposits and working capital is' very 
bad 
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6th March 1931. 


PINAKCIAL EEQUIEEMENTS OF INDUSTEIES 

JP70V7swnal conclusions aiuved at by the Indian Oential Banhing Enquny 

Committee. 

1 Geneiallj^ speaking initial block capital foi industiial enteipiises 
should be put up by private or public subsciiption Block capital for subse- 
quent impiovements and extensions, such as is not provided out of undivided 
piofits, should be provided b}’^ increase of share capital or by issue of 
debentures, but pending a favourable opportunitv for such further issues, 
commercial banks might be expected to supply finance for these purposes 
in the form of temporal y advances, provided that adequate security is 
forthcoming 

2 Further the ideal arrangement is that industrial enterprises should 
also provide out of then initial capital, the minimum necessary worlnng 
capital, the amount of which will depend on the particular facts connected 
with each industrial enterprise and that am extra icquiiemento for uoik- 
ing capital might be met by short-term advances from commercial banks, 
nhich would be entitled to require that the mdustiial enterprise maintains 
a safe and proper relation between owned and borrowed capital 

3 Banks in Germany make their advances against the sccuiit} of the 
block, the liquid assets of the industrial enterprises being left unencumber- 
ed as security for suppliers of raw mateiial, etc , to the enterprise In 
Canada, banks are prohibited by law from advancing against immovable 
property and advances are secured by liquid assets, but banks are allowed 
to take real estate as additional cover to an existing delft The piactice 
•thus vanes fiom one counti'y to another arid no hard and fast rule can be 
laid down regarding the form of security for advances But industrial con- 
cerns in India may reasonably be expected to have the whole of the working 
capital supplied by commercial banks, if adequate security is offered 

4 Banks m India lend much less on personal security than is advanced 
m other countries They demand tangible securities or additional signa- 
•tuies of sureties 

5 Useful liaison between banks and industry may be created by th? 
appointment of one of the Bank’s Managmg Directors, General Managers, 
or Managers, as one of the Directors of the industrial concern financed hy 
the bank Besides the furnishing M peiicdical balance sheets and the 
lepresentation of a member of the bank’s management on the boards of 
companres, it is necessai’y for the estahlishment of an effective liaison that 
the entire banking business of an industrial concern, requiring accommoda- 
tion from a bank carrying on industrial finance, should be concentrated m 
the hands of that bank and not split among several banks 

6 While it IS true that the cotton mill industry in certain centres of 
India has depended on the deposits from the public and its private share 
capital for its successful growth and development, it is desirable that with 
the co-opeiation of banks these deposits should be replaced by debenture 
oapital as soon as possible 

7 Both in connection with the above conversion operations and the 
further issue of shares and debentures for extensions and improvements, such 



Dr fiipclench It is about the same amount Therefoie, when I com- 
pare the rates of mteiest heie witli tbose of mv counti^ I am convinced 
that the indebtedness is much higher You know you have sometimes 
rates of interest up to 50 pei cent Within tvo yeais you have double the 
indebtedness Take on an aveiage 25 pei cent for debts and if you have 
compound interest, then you have double the indebtedness in about 3 
years 

Chan man It wiU be difficult to make any estimates on a comparatiye 
basis because you must remember what Mr Bailing has said, as a result 
of his investigations, that vath prosperity indebtedness goes, and it is prob- 
able because the annual income of the peasant in India is much smaller 
than the annual income of the peasant in Germany that, relatiyely, the 
indebtedness in India may be less than the indebtedness in Geimany 

Mr Dcvadhar Mi Bailing sa}s that even m places wheie there is agri- 
cultuial prosperity there is indebtedness as is found in places where there is 
poveitv It must be much more with a population of nearly 5 to 6 times 
bigger here He is making a gieat point that for the life of the people of 
this country it is very necessary to have prospeious agriculture, theiefore, 
I would see that some efforts are made 

Ml McDougall I think, Mr Chairman, if you aie going to arrive at 
any approximate estimate you should take the value of the German farm 
on the one hand and the capital value of your faim On that basis I am 
inclined to thmk that the 900 cioies in India are a greater burden than the 
900 croies m Germany 

Dr. Friedench I quite agree 

Chan man The 900 ciores in India aie heavier on the faimers than the 
900 croies in Germany, that is ownng to the greater poverty of the people' 
m India 

Mr McDougall Oh yes, undoubtedlv We do not thmk anything, for- 
instance in England, of a man being indebted to us to the extent of £200 
or £300 

Mr Devadhai Will you please tell us anj- conciete proposals for the 
purpose of this indebtedness and to achieve prosperous agiicultuie 

Dr Fnedench By economic and social uplift 

Mr Dcvadhar I am talking of indebtedness Will you suggest us 
some remedy by means of w^hich this problem could be solved 9 

Ml McDougall I do not deal with that in mv paper 
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liie investments of the Coipor.ition are sound In oidei to atUact invest- 
ment m such debentures, if it is found necessaiy by Government to oSei 
a guarantee of interest on the debentures, Government may give limited 
guaiantee, e g , limited to the first issue of debentures, oi limited to a certam 
peiiod of cuirency of the debenture issue 

(d) Government may, if necessary, pui chase a portion of the deben- 
rtuies until a legulai maiket has been created for these debentuies 

(c) The industiial Corporation may secuie additional resources by taking 
Jong term deposits from the public, but an immediate beginning in this 
xd.irection Wxth deposits foi less than 2 jeais is undesuable, as that might 
•create competition with existing ]omt stock banks When long term deposits 
are taken, the money thus acquired should be lent out for the same period 
as that of the deposits 

(/) In cases where Government hubscribes to the share oi debentuie 
capital of the industrial corporation oi guarantees interest on its debentures, 
rit should be entitled to be represented on the Board of Directors during 
the continuance of such interest in, and liability foi, the coneein 

{g) Should the Provmcial Government so desire, the Government Direc- 
tor will be entitled to ask for a reference to the Government if he does not 
agree with the views of the majoiit}' m regard to important matters like 
increase or reduction of capital, granting of loans in any particular cases 
and appomtment of chief officials 

(/i) The Committee recommend that bye-laws should be framed by the 
'Corporation definmg the conditions under which financial facilities may be 
granted by it to industrial concerns When Government has an interest in 
•the Corporation, such bye-laws will require the sanction of Government 

12 "Wnben in a province an Industrial Corporation has been established 
on the lines contemplated in (11) above. Government assistance in regard 
to capital under the State Aid to Industiies Act should be given through 
that Corporation 

13 There are, and will be, certain mdustiies mostly of a national or 
important character, the development of vhich will fall withm the func- 
tions of the Federal or the Central Government and not of Provincial 
Governments Further, Provincial Government may themseh'^es seek m 
certain other cases the for-mation of an All -India Bank to secuie proper 
liaison in the matter of finance and a direct connection with the large 
spending departments of the Central Government, as well as direct co- 
lelation for the industries as a whole with railway rates, customs, stores 
purchase and other policies of the Central Government As the Central 
Government will have no territory of their own and as the collective benefit 
tiom the All-India Corporation will flow back to the Provinces, the general 
economic considerations leadmg to the establishment of such an All-India 
institution may find strength from the support of the Provincial Govern- 
ments There must, theiefoie, be cases in which the vehicle of giving 
the financial aid should preferably be an All-India Industrial Corporation 
We should like it to be clearly understood tFat our recommendations do 
not lule out the formation of such an institution wffien its need is estab- 
lished to the satisfaction of the Federal or the Central Legislature 

14 Small industries and some cottage industries should be developed 
with the aid of co-operative banl^s It is not necessaiw^ for the co-operative 
banks to have industrial or technical advisers on then permanent staff A 
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of the existing commeicial banks as aie well established, and cany on then 
oidinaij baulung business on the safest and soundest lines, might with some 
advantage to the industiies follow, as fai as possible, the Geiman system 
Undei this system, m addition to i.he ordinaiy banking business which is 
decidedly the most impoitant depaitment of the German bank, theie is a 
depaitment foi industnal and similai finance with a limited shaie of the 
bank’s oun ie=ouices foi caiiying on financial tiansaet’ons ansing fiom 
time to t’me in its lelations with industnal and similai ]oint stock com- 
panies The Geiman banks thiough these departments make shaie and 
debentuie issues foi then oustomeis either sepaiately oi Oj foiming s\ndi- 
cates, but they depend in all cases on eaily sale in the cajiital maiket of 
the shaie of ihe issues they have taken ovei The amount invested for 
industnal concerns m such stock tiansactions is kept in conseivative lela- 
tion to the shaie capital and leserves of the banks and wdiile it remains 
moie 01 less stable in the aggregate, its composition is changing as quickly 
as maiket conditions wall allow 

8 It IS possible that the Imperial Bank, as soon as the Keseive Bank: 
comes into being, may make a start m the above direction and give a lead 
The bulk of the joint stock banks in India are at present not ready for this 
activity and even the larger ones can only cultivate it slowly, with great 
caution and preferably undei strong guidance as participants m strong 
fc\ ndicutes 

9 The system of Managing Agents in India occupies an impoitant place 
m the organisation of industiies We consider that an attempt should be 
made to make industnal enterprises m India less dependent on this system 
foi future development The establishment of direct fiiendlj relations 
between industrial companies and commercial banks is desirable especnlly 
in view of the capital demands that are likely to aiise in connection wath 
mergers and reconstructions following the present economic crisis 

10 The appointment of Advisory Committees in banks by the Board of 
Directors is very useful and desirable 

11 (a) As an exception to what is said m (1) above, a Piovmcial Gov- 
ernment may, in the dischaige of its lesponsibilities for the development of 
industries within its teiiitoiies, find it necessary to ensure the supply of 
financial facilities to industnal concerns and in such cases we recommend 
the establishment of a Provincial Industnal Corporation working wuth capital 
mitiallj or permanently supplied bj the Piovmcial Government We note 
that five of the Provincial Banking Enquiry Committees have recommended 
the establishment of such institutions, and have referred to particular types 
of industries which need financial assistance Oui proposals will cover the 
case of such industries, though they will not be necessarily restricted to 
them 

This lecommendation assumes that the development of industries within 
then teiiitoiies will be one of the functions which will vest m the Provin- 
cial Government under the constitution and that there will be no undue 
mterfeience wath their bonowing powders from a central authority 

(b) Government 'should take such portion of the shaie capital of the 
Coi^ioiation as cannot be raised by public subscription 

(c) The share capital may be supplemented by debenture capital not 
exceedin'^ twice the amount of the share capital at the outset There 
should b'e no difficulty in raising this proportion of debentuie canital if 
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Chairman I pioi^ose to take fiisfc, Mr Cassels, tbe piovssionai conclu- 
sions that Ase have aiiived at on the subject of “Financial Eequuements 
of Industiies” Have you any obseivations to make on oui paper*’ 

Ml Cassels With item No (1) of the conclusions, we aie in agiee- 
ment and have no suggestions to offei With legard to item (2) we sug- 
gest the substitution of the word “sound” instead of “ideal” and in the 
thud line of the same item the substitution of the w'oid “normal” foi 
‘minimum” Otherwuse, ive have no remaihs to offer In item (3), in 
our opinion it is better to put in the woids “short teim” instead of 
‘ then” in the fiist line and to alter tbe last sentence in the same item as 
iollow^s — “Industrial concerns m India may be expected to have some of 
the workmg capital supphed by commercial banks as a temporary measure 
if adequate security is offered” , 

Chairman I should think that this last change which you suggest is 
more fundamental If members have any questions to put on this point 
they are at liberty to do so 

Mr Manu Suhcdar I want to know-, Sir, what is it that we are doing 
I do not understand the procedure 

Chairman As for the procedure it is quite simple These gentlemen 
are making observations on our paper, 'WTiethei, in view of these ob- 
servations, we will make anj changes in the paper or not is a matter for 
us to decide in the Committee Because thej propose to make some funda- 
mental changes in our paper, T asked the members whether thei had any 
questions to ask of them 

Mr Bainclas Pantulu Is not changing “minimum” into “normal” 
fundamental ’ 

Ghanman I agree it is You are at perfect liberty to ask them am 
questions that jou desire 

Mr Manu Suhcdar Can’t w''e agree to differ from their suggestions*? 

Ghanman You may if you choose We all agree to differ If anj 
member wants to discuss these matters he may certamly do so 

Dr Trip Are we to understand that after you have considered the 
changes that we propose, lou will make up a our mind and tell us whether 
or not you can agree to the changes we propose On that basis we can 
make up our mind whether we have to write our owm Eeport or not 

Chairman That is the precise position 

Mr Bamdas Pantulu I think we have obtained the views of the ex- 
perts completely on all these points and I think we will only be wasting 
om time if w'^e go through them again 

Chairman I began with this paper because this is the most simple 
paper on which the Committee had arrived at practically unanimous 
conclusions 

Mr Manu Suhedai I do not see any need to change the conclusions 
anived at 

Mr Bushforth Would you kindly explain why you want to change the 
word “minimum” into “normal”? ° 

Mr Cassels **Normal” as distinct fiom “minimum” means the 
amount of woikmg capital that the company wull normallv require We 
think it IS a better phrase 
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although Iheie ^\as ample secuiitj, banks have recalled the loan One 
hears these things fiom Madias to Kashmir Histoiically, it has not been 
dene in the past We aie going to mend Veiy likely the banking atti- 
tude will also impiove oi change J 

Mr (''assets It is a dangei, of couise, to the bank and to the boiiowei* 
if the whole woiking capital is supplied by the bankei Wheie is the 
I'quid covei to come fiom if theie is no woilnng capital*’ 

Lain Hailtshen Lai Banks do not, as a lule, tieat coal and stoies as 
covei, but sometimes tbe^ do It depends on vhat information they aie 
able to get 

Mr Lamond Take the case of a cotton mill in Bombay Oidinarily 
a cotton mdl finances its stock in pioeess stoies, coal and things like 
that It Lias 30 to 40 pei rent maigiu on its stocks which aie moving, 
cotton comes in, and stocks go out and the mill always lequires money 
for that puipose It will be moie than the minimum, and I do not see 
any obiection to that 

Dr Tnp We do not see any objection 

Mr Lamond Befoie the cotton is pioduced the mill will have to 
supply the margin fiom stocks which it holds for sale. 

Mr CasseJs That is not the proposition here 

Dr Trip It IS a question of avoiding We can come to an agreement 
if it reads “But industrial concerns in India may reasonably be expected 
r.o have such a part of the working capital supplied by commercial banks 
os they can offer adequate liquid secunties 

Lala Harhshen Lai If you say ‘adequate liquid security margin’ it 
■should be all right 

Chairman We discussed the w'ord ‘margin’ and we decided on the 
advice of the expert bankers to use the word ‘security’' 

Mr Lamond ‘Secuiit\ ’ includes ‘margin’ 

Dr Tiip It IS so in banking parlance 

Chairman We are a banking committee 'and we have to make use of 
expressions as understood in the banking world 

Dr Trip Your report will be read by otheis 

Chairman At the present moment we are concerned wuth bankers 
Experts are bankers, and here w^e have got many bankers, and every word 
used here is intended in a banking sense 

Lala Harlcishcn Lai In Indian banking sense 

Mr Cnme The report and conclusions will also be read by the trader, 
and if he reads that the w^hole of the working capital can be got by pro- 
ducing adequate security, we fear that he will misunderstand it 

Chairman If he is an Indian trader and knows the security which 
banks m India ask for, why should he misunderstand it^ It may be that 
the trader m England or in America may misunderstand it 

Mr Currie He will say, ‘Here is the report of the Banking Com- 
nulf.ee Why don’t you do as they suggest?’ 

Chairman The banker will say, "You do not produce 'adequate' seeu- 
rAy ’’ 
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Chain))! n \\ oulfl nol iiunimum be i bettn woid" One can certainly 
know wliat ihc inimmum w pome to be bnl i( mipbt be difficult to define 
uluit normal reqnnernonts are 

Dr Tri]) Jl 111 i-v be onI\ a qnestuai ol mouK You can alua\s find, 
m nn opinion (bo nninrd lc\el of tin* uoikine capital Dining the busy 
sc^t<^oll i concein iinn want to lia\e a bugei imount of uoiking capital 
vlion (liey inaj lune lo ro'ioit to the coinnieicial banks foi their lequire- 
inents If >ou aeieo lo tins conception of the niinnninn then ue have 
nc. objection to \niir calliiig it in \\batc^Ol teirn a on like It is only 
the question of what tbe\ loqiiiie the whole \eai roiind What they re- 
oniie <nci tint diniim the bns\ scuson. Ibe\ can il\\n\s boiiow from the 
banks 

Vr Loniottil 'Ibdc is no reason \\b\ conijiinus should not boiiow 
perm im nth The bank could lostuci Its ciedit in noiinal times 

Dr Tup Jbit that is a danpcions jiosition to t.ike 

Ml miKou? Tt IS ipnti \ sound pioposition bom the bank’s point of 
-iicn 1 do no( know wlietbra it is in idc.i) from the coinpan} ’s point of 
•^icw 

Chairman If .ubapi di stiniifu'. nc offiud to b inks b\ industrial 
(oiiceins, I flo not soc wb^ binks slimipl rcsfiitt tlieii ciedit and I am 
prettx su.c if we lurn uji oni discussions v ilh Di deidcls we will find 
that 'm fiermarn tlie sjune ni raimement exists 

Lahi lJaili)h(n la! ( isi s nisc cq , iii sngir foi the last fi years 
Tilt piKC has b( cii ilioppuit' (ontinuonsU liicrcfoic the maigin of wotk- 
nsp cnpit il in a pnlKiiln iinll mitrlif disapjiear 

Dr Trip ’i !i it IS quite ncht Panks lan onK gi\e a pait of the 
mh %alne of the s(rniit\ md tlanfoio Ann ikaci can expoet the hank to 
«MAe mow 

i'haiTinan 'lb* v iiolc uoikmc capual does not neeespaiilA mean the 
V liolt A line of the smnilits If T maA «o if a particular concern 
can prodiic"'* idrqnate <i(uiif\ for the A'hole of its A\oiking capital Avhat 
Is tlie objection to iieftm!:; its whole capital in that A\aA Lnliiji’s point 
!- that a concern max not he in n position to proAide full liquid secu;aty 
Ij u cannot ptoduic sdniiiA foi the acIioIc of its AAorking capital it 
AAull nol pet that credit hut if it is in a position to piOAudo adequate 
seruritA for its full A\orkinp capital Axliere is the danger to the industrial 
concern or the hank to take and pivc credit ns much ns is required? 

Dr Trip Tliere is tliia danger to the hank If the price of the com- 
inoditA f''Ils then tlieu a\i!1 he (lifficnillA 

Chairman The hank can alwaxs ask for additional security under 
fill'll circumsfnnces 

Dr Trip Out piineipnl objection is against the last sentence under 
item (fl) A’ here it is said that the Axholo of the woikinp cnpifnl should be 
provided by the hank 

r ahi JJnrh'ihrn Tml It can lend on dehentuies 

Chiinman Ton aic lefoinng to foifimeicial hanks 

Lala Jlarlt^hcn Lnl So far as klr Lnmond’s remarks go, as long as 
the stc'indA is there and ucan goods come m and old goods go out, the 
hanks AAOulfl not hesitate to gne nd\anccs There arc, liorvever, cases when 

Vor, IV ^ ^ , 



Mr Laviond Theie was a eoncein with a big poition of its working 
capital invested in Goveinment papei .inrl nben tlicy wanted money to 
stait tlie\ applied with Govci nnieiit papei foi the ad\ances they icquired 

Dr Trip’ But it was not tlie whole of Ihe w Diking capital 

Lala Ilailishcn Lai One heais fiom time to time fioin England that 
such and such a mill is in the hand-i oi leceneis E%cn to-day I was 
negotiating foi eeitam machinei'y As soon as the puces weie nearly 
settled there came a telcgiam that the factoi\ is in the hands of a re- 
ceiver at the instance of a bank, and I am stuck up theie Evidently the 
bank in London advanced money which could not he leahsccl fiom liquid 
assets 

Di Tup If the concein is ahead^ m a diOicult position the bank may 
go fuithei They ha\e to consider what is best foi then own position 
But this lulc that von want im to accept is intended foi noimal circum- 
stances ' 

Ghatiman The bank decides what is adequate secmit\ ^Ve do not 
want m any wa's to fettei the disci ction of the management As I said 
at the beginning, the conclusions lecoided m this papei were absolutely 
unanimous 

Di. Tup T feel that some confusion will aiise wdien this eoncliision is 
made public Tt will lead to sornetlnng npait fiom what ^oln ual opinion 
ifc, because wc onisehes evpoiicnced the same difiicult\ 

Ml Citiiir We onh w mt to piovidc against an\ imsnndei standing 
A man. foi instance, ma^ stait i factors with insnflicient capital on the 
assumption that he is going to get the w'hole of his woikinu capital from 
hig bank He may then m all good faith go to his bankei and sav, ‘I 
reasonabh expect you will snppH m^ whole woiking capital, and T have 
got no inoie mone-\ ’ Tn that case he will be entnelv unable to start 
work although he has piovided the wdiole of his block capital 

Chairman That misappiehension could onh nnse if the wouls “ade- 
quate security” w^ere not theie If he goes to the hanker and says, 'I 
have got no seemitv to offer ■vou, but I reasonabh expect vou to supply mo 
my workrng capital’ he would obviously be out of court Birt rf for 
example, he has raised a certain amount of money wnth which he coXiB 
start his concern, and own what even a bank would consider adequate 
security then of course he will reasonably be entitled to start business and 
expect advances from the hank ' 

Mr Currie If he w^as not such a clever man, he might sav, ‘Here is 
toy factory, this surely is adequate security' 

Chairman If he is not a clever man he ought not to rim a factory 
Anything we warite cannot be made fool-proof We are writing m such a 
way that it will, so to sav appeal to the oi dinar v businessman If a 
man has got no security to offer, and if he still expects that he, can get his 
working capital from the bank, we cannot help him 

Dr Trip Then we must reserve to say what we mean by these words 

Chanman We woll proceed further 

Mr. Cassels No 3 We do not agree woth the last sentence 

Chairman We have taken note of it 
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Lola Harhslien Lai Things of that kind can happen m connection 
with oui memoiandum of association In certain cases it states that the 
bank will buy shaies and Government papei foi its clientele Some 
people write to us, ‘Why don’t you buj your own shaies, you have stated 
so and so m your memoiandum ’ There is no difficulty Geneially the 
ordinary meanings are really those on which people work 

Mr Oassels My experience of that expression is usuallj this A 
loan IS arranged on liquid secmity with a margin The margin may be 
10 per cent , 20 per cent , 25 per cent , or 30 per cent , depending on the 
Class of goods 

Chan man Is not that covered by “adequate secuiityi'^’’ Who vill 
decide what is adequate security? Suielj the authoiitj that giants the 
loan We discussed this \eiT fullj, and the words ‘adequate security’ 
were used because I was told by the bankers that it would cover evei'y- 
thmg The person who has got to decide the adequacy of securitj is the 
banker 

Mr Oassels “Adequate’’ might refer to the “class” and not to the 
“amount” of security 

Chan man It means everything adequate means, ‘adequate security 
for the transaction’ 

Mr Lamond Security acceptable to the bank 

Ml Ramdas Pantulu The banker is the sole 3 udge 

Dr Tiip It IS quite true But the trader says ‘If it is left fully to 
the bank to decide wffiat I can reasonabl} expect, what is the good to me’ 
I must have a voice in the question whether or not I offer adequate 
security’ If you wall leave it as it is, they W'lll have a stronger basis 
for then claim against the bank to the extent they can supply w'hat they 
think adequate security 

^Lala Haikishen Lai Ate we really now jrresciibing a charter of liberty 
for the trader? 

Chairman Who is to decide whether the security is adequate or not? 
In some cases in India banks do not object to accepting other forms of 
security, even the Imperial Bank, I know% has given advances on what 
IS known as personal security The inteipietei of “adequate security” 
IS surely the banlrer even if, accordmg to your formula, the trader gets 
what you call working capital to the extent to which he can provide ade- 
quate liquid security Even where the security is adequate, advances may 
be made to one party and not to another We have been told that in that 
matter discrimination is made nr favour of Europeans as against Indians 
Therefore, we wmrted to lay down a general proposition, but all the same 
the adequacyj^ of the security can onlj be decided bj^ the banlier 

Dr Trip We have two objections We have objection to the wmds 
“wffiole working capital,” and to the wnrds “adequat-e security ” Eor 
instance if a firm has a large amormt of Government securitres and not 
a penny of their own for working capital and they want to get the whole 
working capital on the basis of the Government securities, do you think 
that it wall be a desirable situation to give, vear after year on the basis of 
these securities, the whole working capital to such a concern 

Chairman The Imperial Bank which is the most conservative is bound 
to give loans on Government securities from monlh to month and from 
year to year 
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Chairman Piactacally none We pufc ]t m because Lala Hailnsben 
Lai mentioned an instance of such interfeience when he was Minister for 
Indusliies in the Punjab 

Mr Bamdas Pantulu Please lefei to item 11 (c) The peiiod must 
not be longei than the peiiod of deposits 

Chan man Yes 

Di Hi/dci Ml Cassels, in (c) ue-talk of indusliial coipoiations getting 
deposits I aslc you u bethel this lecommendation in any ua’^ conflicts 
with lecommendation No 6 

Chan man We might discuss this in the eommitlcc If von had put 
that question to me, I would hnye pointed out that theie is no conflict 

Dk Tnj) We aie of the same opinion 

Dr Trij) Paiagiaph 13 If oui amendment on paragiaph 11 weie 
adopted, this paiagiaph should be changed accordingly Apait fiom that, 
I should like to ask a question Would it not be advisable, or in any 
•case conceivable, that piovincial Governments may seek the influence of 
an All-India Bank not only to secme liaison in the matiei of finance, etc , 
but also to achieve a kind of co-ordmation among piovmcial institutions^ 
I suppose they can do that of then own fiee mil, and apait fiom this liaison, 
they might think it advisable to have a cenfial bod\ in ordei to come to 
co-ordination uliilst lemainiug fiee accoidmg to then oun constitutional 
Tights 

Chav man I myself stalled that suggestion but the Vice-Chairman 
pointed out that it would not be workable, and I withdrew my suggestion 
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Mr 

CasseJs 

No 

4 

No comments 



No 

5 

We agree 



No 

6 

We agree 



No 

7 

We agree 



No 

8 

We agree 



No 

9 

No remarks 



No 

10 

All right 

Mr 

Curne 

For 

No 

11, I propose the following — 


“As an e\cepfciou to what is Miiiten m (1) and m older to expedite 
development a piovmcial Government may deem it expedient 
to foim an Industiial Coipoiation Tins coiporation should 
in the main confine itself to financing works of a public 
utility natuie It may, howevei, do pioneer woik in assist- 
mg by finance the development of mineral resources or the 
starting of an industry which does not at present exist in 
India As it is anticipated that such a corporation could only 
be started if the provincial Government were to find a large 
piopoition of the capital, the corporation should not finance 
any concern nhich would come into competition with an 
existing industiy m India If such a co-opeiation is to be 
real success it must confine its business to financing con- 
cerns of an important size and not too varied a nature It 
must be managed and directed by businessmen, although 
some of these may be appointed by Government, and it must 
find its funds from capital and debentures, a proportion of 
2 to 1 foi debentuies should not be exceeded 

If the provincial Government find the capital there should be no 
question of its guaianteemg the debentuies 

Chairman We will take a note of that There is not the slightest 
possibility of our accepting that advice Tins was discussed very fully 

Dr Til]) May I ask a question for mj infoiiiration'^ On page 3 you 
say This recommendation assumes that the development of industries 
within then teriitoiies will be one of the functions %vhich will vest in the pro- 
vincial Governments under the constitution and that there will be no undue 
interference with then bon owing powers from a central authority “ So 
you are of opinion that the provincial Governments will be free to enter 
the money market and borrow' on then owm account 

Chairman No It does not follow' They may take a loan from the 
Central Government All it means is that there will be no undue inter- 
feience, the provinces w'ant a certain sum of money and can provide for 
the service of the loan in its own budget It can take the money from 
the Central Bank or raise a loan in the open market These methods 
arc open to it now' The onlv stress here is on undue interference 

Dr Tnp It does not mean a fundamental change in the pre- 
sent practice? 
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bulk of the people Ine not in towns but in villages, the absence 
of banking facilities to the people at laige becomes all the- 
more noticeable 

{h) The deposits with co-operative cential banks and banking unions 
on the 30th June 1930 were Us 18 J cioies Fuithei, in spite 
of vaiious lostiictions on investments in the postal savings 
banks and post office cash ceitificates, the figiues of these 
accounts lucieased fioin Rs 27 cioieg m 1921-22 to Rs 72 
cioies m 1929-30 These facts togethci wuth the inciease in 
Government boiiowings bj’ short teim loans and treasuiy bills, 
at an\ late, duiing the last few' veaiS, indicate the existence 
of potential banking lesouices m India 

(c) Although no accuiate figuies of expoit of capital from India are 

available, it is geneially accepted that the lesouices wdiich 
w'ould oidmaiilv have lemained in India have in lecent years 
a tendency to be lemitted abroad, and tins w'ould partly affect, 
bank deposits 

(d) Tlie duplication of deposits is veiy much less at piesent than 

before, balances of Exchange Banks and joint stock banks with 
othei banks and mteilending among banks bemg veiy much 
less than 10 jeais ago The deposit figuies of 1928 would, 
if these balances weie excluded thiougbout the decenmum, 
show a laigei increase dining the ten year period than is 
apparent 

(e) The last yeais of the decenmum were years of trade depression 

while the eailiei years w’-eie of the boom peiiod A statistical 
comparison of the meie figuies of total deposits therefore does 
not convey a tuic idea of the position We may note in this 
connection the coiiespondmg figuies of deposits wnth the 
vanoiis classes of banks mentioned aboye foi the years 1909 
and 1910 

(In crores of rupees ) 


1900 

1910 


ImperJal 
Bank 
(Three 
PrebJcIencv 
Banks ) 

Bxchange 

Banks 

Joint stock 
Banks 

(With capital 
and reserves 
of jRs 5 lakha 
and 
over ) 

IS 

10 

8 

32 

25 

26 


(/) It maj be noted that the capital of indigenous hankers and 
then deposits are not included in the table at the beginning of 
this paiagraph as the figures are not available 


2 It will be a long time befoie India is piovided with a net-work of 
branches of joint stock banks Paith foi this reason and partly to utilise 
the valuable knowledge and lesouicos of the indigenous bankers, it is neces- 
sary to link up the latter with the Reserve Bank and thus strengthen their 
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COMMEECIAL BANKING 

Piovtswnal conchisions airivcd nt hij the Indian Oontial Bnnlanq Enquiry 

Gommittee. 

1 The figuies of deposits foi ten yeais from 1919 to 1928 with the 
vaiious classes of banks are as under — 


(In. crores of rupees ) 


— 

Imperial 
Bank of 
India 

1 Fxcliange 
Banks 

1 

Toint 

1 Stock 

Banks 

1919 

08 

1 

74 1 

61 

1920 . 

78 

7o 1 

1 

73 

1921 

6G 

75 ' 

80 

1922 

57 

73 

65 

1923 . 

74 

68 

48 

1924 . 

77 

71 

1 

1925 . . . 1 

78 

1 

71 

68 

1926 . , i 

74 

72 

63 

1927 . 

72 ! 

69 

j 

64 

1928 . 

71 

» * 

71 

66 


It IS not collect to infer from these figures that the banking resources of 
India aie limited, foi, one has to take into account the following factors — 

{a) The numbei of pimcipal towns which possess a bank or a branch 
oi agency of a bank u as only 339 in 1928 It has to be remem- 
bered that the numbei of towns in India is about 2,300 It 
IS tiue that tbe investigations of the Piovincial Banking 
Enquiiy Committees indicate that theie is little hoaided 
uealth in the country held in piecious metals othei than invest- 
ments in ornaments and jewellery But it is obvious that the 
absence of banking facilities at most of the uiban centres must 
lesult m the tempoiaiy locking up with individual possessors 
of laige sums ot money which may be lequiied foi expendituie 
latei but w Inch, if commercial banks were in existence at such 
centres, would he made available for the development of 
credit facilities, pai’ticularly to meet seasonal requuements 
We have not overlooked in this connection the existence of 
indigenous bankers, but rt appears from the reports of the Pro- 
vincial Banlnng Enquirj Committees that it is not the universal 
practice of these bankers at all places in India, to accept 
deposits from the public Considering the fact that the vast 



11 Existing commercial banks have invested a i datively laige propor- 
tion of their resoiuces in Government seeuiities as compared with hills, 
but the position should impiove with the passing of the present tiade depres- 
sion, the cieation of a Eeseive Bank and the development of a Bill Market 
in India 

12 Bank advances fall undci thieo classes (i) advances against tangible 
and saleable secuiity lodged oi pledged A\ith the lender, (n) clean advances ' 
against personal credit uitli a second signature to the pro-note, (in) clean 
advances against the personal ciedit of tire bouowei onlv 

In India advances fl/e mostly ol classes (i) and (ii) while in western 
countiies with highly developed banking systems advances of class (iii) 
occupj an impoitanl place lire diffeienee between Ihe position of India 
and such other countries is due to \atious reasons The principal reason 
IS the tradition established b^ the old Piesidcnc-^ Banks and later followed 
by the Imperial Bank of India, based on the lestiictions imposed upon them 
under the Ads goveinmii then opciations This tiadition has been followed 
by other joint stuck banhs and has been reinfoiced b\ tlie provisions of the 
Indian Companies Act. which demands a statement of loans unclci a separate 
classification showing secured and unseciued ndvances Tlie gianting of un- 
secured loans on properly appraised credit, instead of being regarded as 
perfection of banking, is actualh regarded by the shareholders as making 
•for lack of safety foi the bank and evidence of unsound banlnng 

The other reasons are 

(a) the absence of (ouch and the lack of knowledge resulting there- 

from betw'^een bonoweis and lendeis in the pricipal money 
market centres, 

(b) absence of the policy of ‘one man, one bank’ which obtains m 

w'-estein countries, 

(c) the practice in India has been mateiially assisted bj and has m 

its turn fostered, the Managing Agency system, 

(d) absence of institutions like ‘Se5ds’ and ‘Duns foi supplying 

information about the financial standing of the banks’ cus- 
tomers 

13 We consider that banks m India geneiall} should adopt a more pio- 
gressive policy in the matter of granting clean ad%ances on the personal 
credit of boiiow'ers onh In our opinion the change will be facilitated bj 
the giow'th of the practice ‘One man, one bank’ 

14 We undeislaiid that individual banks at present maintain agencies 
for obtaining infoimation in legaicl to flicii customers The problem of 
pooling this information and organising some sjstem of collecting ichable 
information suited to the needs of Indian customeis .ind conforming, as 
much as possible, to Lrdian cubtom should be studied bv the banks and 
the Bankers’ Association pioposed by us 

15 In Older to open up tlie field of banking, any existing legal hindrances 
ought to be examined and i emoved if possible Please see in this connec- 
tion the chapter on ‘Legislation and Legal Procedure’ in the summary of 
Provincial Banking Enquiiv Committees’ Eeports 

16 The system of hank acceptance, w hich widens the banking facilities 
ofieied by commercial banks especially for purposes where cheap and regu- 
lar three months’ credit is desirable, does not obtain in India The mtro- 
duction of the system depends for its success on the creation of a discount 



present position and increase their abilitj' paiticularly for the purpose of 
providing banlang facilities in aieas, where there is no banic at present, and 
to classes of population whose lequiiements are not generally cateied for 
by the ]omt stock oi co-operative banks The exact method of linking the 
indigenous bankers with the Eeserve Bank is dealt with sepaiatelj 

3 It IS not advisable in the larger mteiests of the country to restrict in 
any way the branch activities of the banks in India, even though it may 
result in ovei-bankmg in certain up-countrw places and in weaker banks, 
undei the stress of competition, offering higher rates for deposits and 
accordingly giving loans at higher rates and increased risk The question of 
imposing an}^ lestiictions on the opening of new blanches by existing ex- 
change banks and of requiring banks in general to take out licenses is dealt 
with separately 

4 The position of the Imperial Bank of India, as the bankers of Govern- 
ment, gives it an advantage over the Indian pint stock banks, but the com- 
petition betrveen these is not at present dangeious, though certain witnesses 
ha've drawn the attention of the Committee to the fact that the competition 
IS keenly felt There is no competition at present in regard to borrowing 
rates and that in regard to lending rates is beneficial to the public The 
question whether any special restrictions should be imposed on the opera- 
tions of the exchange banks is examined separately 

5 If banks could not open full-fledged blanches as not being wairanted 
by the business expected, we recommend for then consideration that they 
should open sub-agencies wbicb might develop into blanches later 

6 No obstacles should be put in the w'av of meigeis among smaller 
pint stock banks b’v stamp duties oi taxation, and any existing obstacles 
m this dnection should be removed For example, if an amalgamated bank 
comes undei the super-tax law while the aid individual banks weie fiee, 
an exemption fiom supei-tax foi a limited peiiod is lecommended 

7 The question of the contiol to be imposed on a bank securing a ma3ority 
owneisbip of anotbei bank’s sbaies will be considered in the section on 
Begulation of Banking 

8 The piactice, winch joint stock banks and the Impeiial Bank are cul- 
tivating, of giving loans against gold ornaments is of two-fold benefit to the 
coimtiv, it mtioducos banking facilities for boirorving and saving to classes 
of people unaccustomed to the use of banks and it 8a-\es these classes of the 
population fiom the high lates of the monejdendei 

9 The extension of banking facilities foi boriowing and saving will be 
facilitated by the use of veinaculai sciipts in the vaiions fields of banking 
The mam sciipts aie 13 as noted below and each piovmce would need 2 to 
4 sciipts to be leeognised — 

1 Assamese, 2 Bengalee, 3 Biiimese , 4 Devnagii 5 Gupiati,, 
6 Giiimukhi 7 Kanaiese, 8 Malax alam, 9 Modi, 10 Smdhi , 11 Tamil, 
12 Telugu, 13 Uidn 

10 The lelations between commercial banks and industiies and the 
possibility of developing such relations on the lines of the Geiman System 
are dealt wuth in a sepaiate memoiandnm dealing wnih the financial le- 
qinrements of industiies 
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Md Casheh We ha,ve no pimeipal objection to clause, 1 (a), but 
I should like to know the definition of the word ‘town’ What is the mini- 
mum population for a town? 

Chan man A town is defined in the Census Eepoits It is one Mhich 
has a population of 5 000 oi moie 

Ml Cassels It is stated heie that “the number of pimcipal towns which 
possess a bank oi a bianch oi agency of a banlc was only 339 in 1926” It 
would be useful to us to know what the figuie was five yeais pieviously 

Ghatrman The picvious figuie was 195 I shall let you know the year 

D) Trip To give a full picture it would be useful to mention the m- 
oiease m the numbei of blanches of commeicial banks duiing the last ten 
years We have the impiession that the increase was consideiable dunng 
a shoit peiiod 

Chairman The period is probably' something like 8 oi 9 yeais, and the* 
figuie includes the 100 branches oiiened by' the Imperial Bank of India 
These points were mentioned to Di Jeidels in the couise of oui discussion 

Dr Trip In the last sentence of this paiagiaph you say “considermg 
the fact that the vast bulk of the people live not in toivns but in villages, 
the absence of banking facilities to the people at large becomes all the more 
noticeable” It maj , of couise, be that banking facilities aie lacking foi 
these people, but do you not think it is piactieally a question more of the 
stiuctuie of the country than of the spiead of banking facilities? I do not 
know youi intention m putting in this sentence, but one could read in it 
a kind of ciiticism against commercial banks in this country We do not 
say that theie is no possibility of development of commeicial banks m 
this country, but we want to stress the point that under present conditions 
the banking facilities offered by commercial banks are all that can be ex- 
pected 

Chart man As it is, we do not agree with that conclusion That is why 
this paragraph has been put rn 

Dr Trip I like to bung out whether it is a question of dissent or any- 
thing else ' 

Chairman It is not collect to infer from the figures given that the 
banking resources of India are limite'd 

Dr Trip Then I diaw the conclusion that your Committee is of opimon 
that, at the present state of development of the country, there can be more 
branches of commercial banks than there are 

Chairman Yes 

Dr Trip The last sentence of paragraph 1 (b) reads — 

“These facts together vith the increase in Government boiiowings- 
bi short term loans and treasury bills, at any rate during the 
last feu years, indicate the existence of potential banking re- 
sources m Indip” 

The question is whether these Government securities and treasury bills 
are taken by the banks or not If they are taken by the banks out of their 
deposits the factor is the same You pointed out that the deposits have 
increased and then vou say there were large Government borrowings^ If 
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market aud a Eeserve Bank, as a bank giving its acceptances wants its 
acceptances to be readily negotiable andlio bave a Central Banking Institu-' 
tion winch will be ready in the last resort to discount such acceptances and 
thus piotect the acceptance market and the prestige of the hanks giving their 
names to the acceptances in that market 

17 There is no co-opeiation between banks doing commercial Fusiness 
in India (includmg indigenous bankers) which could improve the standard, 
ehminate the element of weakness, and foster the combmation of smaller 
banks to larger units An association of all such banks should be formed 
as eailv as possible to render*' such co-oxieiation possible and to represent 
the interest ot such banks at laige to other institutions including the future 
Eeserve Bank and the Coveimrrent 

18 The suggestion that Postal Savings Banlc should permit deposits 
being uithdiaun by cheques will be separately considered but the develop- 
ment of any other banking business by these Savings Banks is not recom- 
mended at tins stage, as it vould make it more difficult and less attractive 
for loint stock banks to open branches at suitable places It would also 
interfere uitli the desirable development of the indigenous bankers and of 
Co-opeiative banks 
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Chairman As I undei stand the discussions in my Committee, this was 
considered to be ideal banking If you \Msh to substitute the woid ‘ideal' 
for ‘peifection’, there might not be much objection As fai as I remembei, 
I think Di Jeidels said that in Germany this was considered to be the 
perfection of banking If that word ‘perfection’ is too strong, the word’ 
‘ideal’ might be substituted 

Mr Mann Svbedai Mr McDougall s jiapei points out that in Scotland 
farmers get advances on personal secuiity under similar conditions, and it 
poims to the same conclusion as is embodied in this paper 

Ghaiiman Here the intention is to say that owing to certain peculiar 
reasons people do not want to give advances on personal credit without any 
security I think Dr Jeidels told us that the granting of advances on 
personal security was a common arrangement in Germany He also men- 
tioned that that was because there was more development of banlang there 
than m India What Mr Subedai says is jierfectly correct, Mr Mcl5ougall 
in his paper on Co-operative finance has mentioned that point in regard 
to Scotch banks vheie advances arc given only on iicisonal security 

Dr. Tup It IS certainly done in a large number of countries We have 
no objection to the word ‘ideal’ being substituted for ‘perfection’ Among 
“the other reasons’ , is mentioned “the absence of touch and the lack 
of knowledge resulting therefrom between borrowers and lenders m the 
pimcipal monej market centres’’ This gives the impression that, if only 
the banks changed their custom, then the touch and the knowledge and 
the confidence vould be established We think that the principal action to 
be taken must come from the borioveis 

Chairman That matter was very fully discussed in the Comrmttee and 
members of the Committee were very definitely of opinion that it all 
arises from vant of touch on the part of the bank 

Mr Cassels I think we have expressed the opinion that it is the duty 
of the borrower to give full infonnation to the banker so that the banker 
may be in a positron to give him the credit that he reasonably expects to 
get 

Chan man If banks managed by Europeans do not get the information, 
surely it is not because the information is not theie, but because they do 
not maintam the touch There was a good deal of discussion on this pomt 
Lala Haikishen Lai, himself a banker running one of the large Indian jomt 
stock banks and a member of the Committee, said that he had never been 
faced with that difficulty because he was m close touch with his customers 
The evidence xvas not conclusive on that point, some mav have said that 
this was the position and others that it was not 

Mr Gabsels The impression we gathered was that the Indian merchant 
and trader was very averse to give much information about his affairs and 
that he liked to keep it all to himself 

Mr Manu Snhedar From where did vou gather that information? 

Mr Cassels From everybody in India 

Mr Many Suhedar From which class of informers? 

Mr Cassels Merchants, bankers, and brokers We may be wrong, 
but that IS our impression 
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these (i()\einnient boijo>\]ngs aie financed bv banks out of the deposits, 
then d is the same factoi 

Ciiaitman 1 (b) is based on the figuics 1919 to 3928 Iheie has 
been no mciease m the aggiegitc deposits of banks This is put in as 
Eho^\mg that these figuies alone cannot be made the basis of conclusion 
Wliat }ou say leallj comes in theve that is, laige sums of money have 
been uithdiavn thiough these shoit teim boiiowmgs and ticasun bills of 
fTOveinmont 

Di Tup That vould imply that the public keep these Go^eimnent 
3reasui\ bills and secunties I was alwa\s undei the impiession that the 
laigest paib of the Government securities was held bj the banks them- 
Belves No deposits would then ha^e heen withdrawn bv the public from 
the banks, in order to take tbese Go\eiument securities We have no 
. objection to ibe sentence as it is, but if our impression that these Govern- 
ment secunties are financed laigeK bj the banks is eoiiect, then the banks 
get it out of then deposits and this is not a factoi apart 

Mr Lamond That is so, os far as Government deposits are concerned 
In the last few ve.iis Indian States ha\c in\ested large sums in GoA'em- 
ment securities 

Dr Trip In para 2 it is said “it will be a long time before India is 
provided with a net-work oi branches oi joint stock banks’’ We quite 
-agree with that statement), but I see some contradiction between that sen- 
tence and a preceding one wheie you gave the opinion that there should 
be mote branches of joint slock banks in the countn under present ciicum- 
-stances 

Chan man Is theie a contradiction'’ Our first proposition was that India 
does still want a large numbei ol bianch banks Then we sav, yes, that is 
w'hat we want, but it will be a long time beloie that position can be 
seemed 

Dr Tup You lecogni/e that there is no practical possibility of these 
branches coming in a short time I leave it to you to consider There is 
no objection on our part, but if there is a contradiction it might be con- 
sidered 

Mi Manif Svbedar I difiei from this recommendation and I hope it 
wall not be adopted 

Chairman Mr Subedai thinks that it wall not be a long time before 
blanches of joint stock banks are established, he thinks it can be done 
•quickly 

Dr Trip In para 7 I should like the woids “the question w’^hether 
•control should be imposed” substituted for the words “the question of 
the control to be imposed” 

Chairman I do not think there can be an’^ objection to that 

Dr Trip As regards para 12 we are of opinion that the words 
■“perfection of banlang” are too strong in the sentence “the granting of 
unsecured loans on properly appraised credit, instead of being regarded 
as perfection of banking, is actually regarded by the shareholders as 
making for lack of safety for the bank and evidence of unsound banking” 
I remember that Di Teidels said that it was ideal banking It is not 
a question of banking alone, but it refers to the situation of the bonow’eis 
also We should piefei to delete the words “instead of being regarded 
as perfection of banking” I 
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Qhairman 1 think, Mi Cassels, j'ou ought to see our point Again 
one goes back to that question of disciiminaiion At these Piesidency 
towns, complaints ha've been made to us, that these Euiopean banks do 
not treat then Indian clientele m the same av as tho^ treat then English 
chentele That complaint has been made to us by Indians doing business 
and occupying leii, high positions And on the ^\hole 1 
think tins ^\as a uiinninious eonelnsion that this is (lie best %sa\ to 
put it light 

Dr Trip We must undeisland then that ^our opinion oi the opinion 
of the Committee as a whole, is tli it if the banks eh’inge then custom 
then the touch and knowledge would be established^ 

Chau man That is what we felt 

Dr Tup That is, of couise, a point that is impoitant for us to know 

Dr Hydcr The woids aic between boiiowcis and lendeis 

Dr Trip Theiefoie I asked some explanation of what is the meaning 
-and now I gathei that the meaning is that if onU the banks would change 
customs 

Chairman 11 dots not wholh mean that, it nitons tbit if tlieic was 
bettei touch tlie li inkej could tell his client the infoiination which he 
piecisely w^ants 

Dr Tup You think it must be bettei co opciation — then we agiee 
Point 1^ lead'’ “Wo considei that banks m India gcneialK should adopt a 
more progressive pohcr in the mattei of gianting clean adsances on the 
personal ciedit of boi lowers onlv ” I do not know whether that is 
a criticism or not In one of our papers we sticssed this point, but 
mentioned at the same time that we rvcie uot pieparcd at the moment to 
advise banks to change then polic} because we were of opinion that 
the basic situation of the counti\ as a whole does not make it possible for 
the banks to give moie personal credit They should trv to do it as far 
■as possible, but whethei it is possible for the banks to give moie persona! 
credit without endaugeimg then position, we doubt 

Sir Hugh Cochc T think the wording here lea\es tint faiiK open, 
more progressive pollc^ as fai as possible that is as fai as cnciimstanees 
permit 

Dr Trip As far as the position of their bank allows If that is the 
meaning, we agree If the banks are geneialh ndnsed to guc more clean 
credits then we hesitate to agree because we doubt whether the position 
of the country allows that 

Chairman We will take a note of that 

Mr Ramdasi PaninJit "We ha^e some suggestions as to how commer- 
cial banks can finance agiicultuic 

Chairman We have said nothing here about commercial banks financ- 
mg agnculture because that will arise out of the papeis we are discussing 
with Ml McDougall and Di Eiiedeiich 

Mr. Clinic Please refer to point 17 of this papei In aoiii paper 
on the regulation of banks you make a lemommendation foi forming a 
'Central Banking Association as an ideal for the indigenous banker to 
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Dr Hyder Tlieie are two impoitant points one is tliat theie are very 
few people w^ho speak English and even wlieie they do, they cannot explain 
the details of an account 

Ml Laviond That is not tine 

Sn Hugh Code I think what came out was that there W'SS veiy defi- 
nite diffeience betw’een puiely Indian up-countiy banking and ba nkin g m 
laige tow^ns Theie is no question that we weie told m the couise ot 
evidence that Indian tiadeis did not, as a lule, pioduce then balance 
sheets and accounts to bankeis m Presidency towns Mi Pochkhanaw^ala 
said that , 

Chan man That w^as not established Theie are tw’o items, the ]oint 
stock banks and individual paities There can be no difficulty legarding 
published balance sheets Then theie aie piivate parties and as I under- 
stood, appaiently it is the custom foi Euiopean banks to send then clerks 
01 shroffs On the whole it is not a veiy satisfaetoiy way of getting the 
information 

Mr Lamond That is not the custom 

Ghaiiman It may not be of the Imperial Bank Lala Haikishen Lai 
definitely told us that he had found no difficult}" and that he had a staS 
of lefeiees and they got him all the infoimation he wanted both m the 
case of ]Oint stock banks and also in the case of piivate individuals Natural- 
ly the w"oid of a member of the Committee, himself lunning a very large 
Indian ]oint stock bank, went a good deal towards the shaping of oui 
conclusion 

Mr Casscls That is onlj one expeiience 

Mr Lamond My owm experience in up-countiv is that you getmfoima- 
tion much easiei than you get in Piesidency tow^ns 

Ghatrnian If the non-pioduction of accounts lefeis to Presidency towns, 
then it becomes a proposition wffiieh puma facie 1 find it 'difficult to believe, 
because it is in towns that people aie moie educated If people in the- 
country do not object to the production of accounts, whv the people in 
the towns should object is beyond my comprehension and I fall back again 
on the want of touch In these small up countiv stations a Bank Manager 
probably has much more touch wuth his clientele than he has in the 
big cities 

Mr McDougall Aie you taking into account the simple country man 
as compared with the subtler citv man^ 

Chairman We are discussing the honest people I don’t thinlc there 
IS any variation m the subtletv with reference to variation in the distance 
of the locality from the Presidency towms 

Mr. Suhedar Am I to understand that a city man is likely to be much 
more dishonest and hence not a problem for the hanker — is that the idea^ 

Mr, McDougall' Yes 

Mr Suhedar From that point of view would vou not say that the more 
subtle man in the West would offer an almost impossible problem for your 
bankers’ 

Mr McDougall The two cases are not analagous 

Mr Bamdas Pantulu It is a study of psychology 
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MONEY MARKET IN INDIA 
/ 

Provisional conclusions arnvcd at by the Indian Central Banhing Enqunt 

Gommitfee 

1 The existing system of contiol of cuiiencv and credit in India which 
IS m the hands of Government and the Impeiial Eardi of India respectively 
lb defective The Committee are of opinion that the contiol of currency 
and credit m India should be placed, as soon as possible, in the hands 
of a Single authoiity which may be termed the Reseive Banlr 

H.B — This recommendation has been made on the understanding 
that the Reserve Bank of the right type would be created 

2 The establishment of a Reserwe Bank vould, by mobilisation oi 
bankmg reserves in one hand, tend to reduce the charges borne by trade 
for the use of loanable money, other factors remaining tbe same 

3 The creation of the Reserve Bank ma\ be expected to remove the 
existing difteiences in the rates of the indigenous mone} markets and 
the money markets of the Presidency towns, provided the rediscount and 
other facilities ofteied by it become effective and the number of banks and 
indigenous bankers enjoying those facilities are numerous enough for tbe 
requirements of the country 

4 It IS clear that the borrowings of the Government of India in recent 
yeais have invited criticism in all quarters both in regard to the amount, 
the time and the tenns and in regard to their effect on the general level 
of mterest rates to the detriment of trade and industry and of 
me development of banking facihties As it is not a part of the func- 
tion of this Committee to enquire mto this matter, we abstam from pass- 
ing judgment m the matter The Committee, however, hope, that when 
the Reseive Bank is established, Goveinment would work m close co- 
^p6ratlon with that bank m the matter of their borrowing operations (in- 
cluding rates for post office savings banks' deposits and cash ceitihcates) 
and that in those circumstances there will be no room for adverse cnti- 
cism of the kmd referred to 

5 The present conception that the seasonal monetary stringency in 
India IS mevitable and that this stringency must bring about a wide range 
of mterest rates is erroneous and can be tiaced to the existing defective 
system of control of currency and credit It will be one of the functions 
of the Reserve Bank, when it is created to keep sufficient free gold re- 
serves at the beginning of the busv sea'Jon to supply the country with 
the ciinency needed during the ciop-moving season, without the necessitv 
of putting up the interest rate solely on this account The present svs- 
tem of issue of emergency currency, under which no issue is; possible ex- 
cept at varying rates of mterest has contributed to this unsatisfactoiv 
state of affairs With the establishment of the Reserve Bank, the supply 
of additional currencv against proper account wrll be automatic, and the 
question of penal rates of interest would not arise 

6 Owung to the absence of a well-developed and extensive bill market 
in India at present, it may not be possible for the Reseiwe Bank to make 
its influence felt without an additional provision enabling it to make loans 
and advances on the security of movable goods w^ares and merchandise 
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,aim at As regaids the poition leadmg “association of all such banks 
should be foimed” It is not cleai whethei an association of ah such 
hankeis Mould include indigenous bankeis who muII not, at piesent hdve 
the facilities of lediscount with the Eesen'^e Bank If that is not so, 
I feel that these indigenous bankeis vinll be left Muthout any association 
uliieh will help them to modernise then methods I can come back to 
that on the legulation of bankmg papei 

Dr Trip We see some contradiction beWeen this lecommendation 
and lecommendation No 9, undei Begulation of Banking Here it is 
leeommended “A geneial association mcludmg all the banks and all the 
bankeis ”, and in the papei on Bankmg Eegulations a Central 

Bankeis Association is spoken of, as n^as pioposed by us, mcludmg only 
those banks and bankeis that have discount facihties with the Eeserve 
Bank But we can come back to that point ndien we discuss the paper 
on Banking Begulation 

Chairman Very M^ell We will now take the paper on the Money 
Maiket 
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11 Subject to anj fuitbei discussions .on the subject of indigenous 
bankeis in connection with the memoiandum on “Euial Finance”, the 
lollowing suggestions aie accepted — 

(a) The Committee aie not in favoui of any compulsoiy measmes m 
regaid to bunging indigenous bankeis within the Eeseive Bank scheme 

(b) Such of the indigenous bankeis as desiie to be placed on the ap- 
pioved list of the Beseive Bank and become eligible foi the lecognised 
financial facilities fiom that institution up to limits piesciibed bj^ the 
lattei, should undeitake to specify the following conditions — 

(i) Foi lediscount facilities undei section 17 (2) (a) of the Eeseive 
Bank Bill of 1928 such mdigenous bankeis as aie engaged m 
banking piopei should be eligible to be placed on the appiov- 
ed hst of the Eeseive Bank in the same manner as joint 
stock banks 

(u) They should confoim to any standard legaidmg owned capital 
etc , piescnbed foi this puipose by the Eeseive Bank 
(ill) Thev should agiee to have pioper books of accounts kept m the 
usual recognised mannei and to have them audited annually 
by one of the lecognised auditois These books should also 
be available to the Eeseive Bank foi inspection and audit 

12 The intioduction of lupee bills in connection uith the import trade 
of India piimarily depends on the feasibility of an alteration 
of the cuiieuoA in which the imjioit bills aie di.awn, dnd this will be dealt 
with undei the head Financmg of Foieign Tiade It has been uiged be- 
foie us that with an impoit business on private account of appioximately 
Es 230 ciores a yeai, the natuial bill maiket foi this puipose is India 
and not outside Iiidia This is paiticulaily justified by the fact that at 
the present time when most of the import bills aie being drawn m stei- 
hng cuiiencj the rate of interest payable b\ the Indian importer (from 
the date of purchase by the London Bank of usance bill on him up to the 
date of maturity of the bill ■plus at least 18 days for remittance of the pro- 
ceeds of the draft to London by a Demand Draft) is not based on the open 
maiket rate of discount in London but on the Bank of England rate, with 
a minimum of six per cent all through the ^ ear 

13 The words “drawn and” in clause 17 (2) (a) of the Bill should 
be deleted with a view to widen the scope of the clause so as to mclude 
rupee import bills when they come into being The clause as thus 
amended would lead as under — 

“the purchase, sale and lediscount of bills of exchange and promis- 
sory notes, payable m India and arismg out of 
hona fide commeicial or tiade transactions, bearing two 
or more good signatures, one of which shall be that of a 
scheduled bank, and maturing wnthin nmety days from the 
date of such puichase or rediscount, exclusive of days of 
grace,” 

14 In view of the fact that if indigenous bankers were included in 
the hst of scheduled banks a, greater proportion of the agricultural popu- 
lation would come within the purview of this clause than if the Eeserve 
Bank dealt only with the existmg scheduled banks and Provincial Co- 
operative Banks, it is not necessary to suggest any change in the time 
prescribed undei clause 17 (2) (b) of the Bill for the total value of agri- 
cultural bills discounted or rediscounted 
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besides the waiehouse waiiants oi waiehouse leceipfcs lepiesenting the 
same We lecommend that such piovision should be made The Ee- 
serve Banlc need not necessaiily avail itself of this piovision to a laige ex- 
tent, but the meie fact of its existence will give it a stiong influence on 
the level of interest lates 

7 The Eeseive Bank should not oidinaiily compete with comineicial 
banks for piofit, but the Eeserve Bank ought to be m a position to operate 
in the open maiket and compete with the commeicial banks 

8 As it will take some time befoie a gieatei use of bills is made by 
the financial and business community of India, it is necessaiy to extend 
and impioie, as fai and as soon as possible, the system of giving ciedib 
against the secuiiU of movable goods, especially the pioducts of the 
countij This will be facilitated by the development of waiehouses, 
adapted to the lequnements of the vaiious parts of the country 

9 The following luithei measures to stimulate the use of biUs ought 
to be consideied — 

(a) Stamp duti on biUs of exchange should be umfoim foi all 
paits of India 

(fa) The published rate of the Eeseive Bank should be the discount 
late for genuine first class trade bills and the late foi demand, 
loans against authoiised secuiities should be somewhat 
higher 

(c) The use of veinaculais and the standaidisation of that use should 

be piomoted 

(d) Conditions foi extension of the bill maiket will be cieated bv 

laising the standard and improving the banking methods of 
the indigenous bankeis, whose knowledge of local conditions 
and of the trade conditions which must form the basis of 
good bills, would enable that community to provide the com- 
meicial banks and the Eeserve Bank with a gradually grow- 
ing number of genuine trade bills 

10 The published rate of the Eeserve Bank should be the minimum 

rate at which it is prepared to buy or rediscount first class trade bills and 
promissory notes of member banks and bankers, the Bank havmg fuE dis- 
eietion in regard to the rates for its open market operations To sti- 

mulate the use of bills the Eeserve Bank should use its disci etion to 
charge a higher rate for demand loans against authonsed securities and it 
may find it useful to have a largei margin between these lates at the 
cutset than will be necessaiy after the bill maiket has developed Should 
the Eeserve Bank in the first few years at anv is,te fin'd it necessarv 
to discount the paper of the public without bank endoisement, it should 
consider whether it should not chaige a higher late of discount to the 
public than that charged to member banks and bankers 

B . — ‘Trade Bills will include promissory notes aiising out of hona 
fide or commercial trade transactions bearing two or moie good 
signatures’ 

’“■yyiiGrever the word “ warehouse ” is used in this note, it includes “godown ” 

2 s ^ 


22 If faansfeis of money for member banks and bankeis were made 
by the Eeseive Bank fiee of cost as a national seivice, it would have a 
jood influence on equalisation of inteiest lates throughout the country 
It' will peihaps not be possible m the beginning to abolish the charge but 
it might be possible at a later stage 

23 The Eeseive Bank should have the direction of the Clearing Houses 
in India 

24 The estabhshment of investment trusts is a matter for private 
entcrpiise and may be looked upon as the possibihty, as banking and 
investment habit grows in India We do not recommend any special 
foims of State assistance to such institutions 

25 The Eeseive Bank, when it is started, will at the outset have a 
vciy small number of blanches and would make use of the branches of 
the Indian joint stock banks including the Impeiial Bank at othei places 

26 If any approved joint stock bank opens blanches at a centre where 
theie aie no joint stock banks, the Eeserve Bank may place, for the first 
flve yeais, a dejiosit of Es 3 lakhs at 2 pei cent with eveiy nev bianeh so 
■opened on such terms and conditions as it may consider necessary 
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15 As legaids the peiiod of G months lor agLicvdluial bills m clause 
n (2) (b), the peiiod may be extended if this is consideied moie suit- 
able to meet the conditions of agiicultuie in India 

16 When any secuiities aie issued tvith the guaiantee of Go\einment 
both for capital and inteiest, the question of including them m the secu- 
rities specified in sub-clause (8) of clause 17 of the Eill of 1928, should be 
considered 

17 The Eeseive Bank should be peimitted to act as agent foi any 
Indian State and any membei bank m the same way as it is empoweied 
to act as agent foi the Cential and Piovincial Goveinments in clause 
17 (11) 

18 The woids “and the Beseive Fund” should be inseited between 
“share capital” and “of the Banlv” in the fiist pioviso to sub-clause (14) 
of clause 17 of the Bill The pioviso as thus amended nould lead as 
undei — 

“PiOMded that the total amount of such boiionings shall not at 
am time exceed the amount of the shaie capital and the 
Beseive Fund of the Bank ” 

19 The Committee weie evenlj divided on the following pioposal, 
lt%., that the following sub-clause be mseited betneen sub-clauses (15) 
ana (16) of the clause 17 of the Bill — - 

‘Acting as agent in any place outside India foi any membei bank 
and selling foieign ciniency oi pa-yiug out in foieign cuiiency 
on then behalf collecting bills m foieign countiies, and 
accepting against adequate secunties in India, bills dravn 
by or on behalf of the membei banks’ 

'N B — The Committee would like to discuss the mattei with the 
Expeits 

20 The woids “diann and” should be deleted fiom line 10 of clause 18 
of the Bdl, it being the necessauv corollary to the amendment pieviously 
proposed in legaid to sub-clause 2 (a) of clause 17 The clause as amend- 
ed would lead as undei — 

“When, in the opinion of the Boaid, it is necessaiy oi expedient 
that action should be taken undei this section in the inteiests 
of Indian tiade oi commeice, oi foi the purpose of enabling 
the Bank to pcifoim any of its functions undei this Act, the 
Bank mav, notwithstanding any limitation contained in sub- 
clauses (a) and (b) of clause (2) of section 17 purchase, sell 
01 discount any bills of exchange oi piomissoiy notes p'i\- 
able in India and arising out of bona fide commercial oi tiade 
transactions, bearing two oi moi’'e good signatures and matin - 
ing within ninety days fiom the date of such pui chase oi 
discount, exclusive of days of giade ” 

21 The cost of internal remittance m India is higher than in other 
coimtries and should be reduced as far as possible mth a viev to better 
utilization of tho resources of the couutii theiebi lowering the lates of 
interest geneiallv throughout the country It is understood that in 
Canada it is done fiee by banks, if the places aie near to one another say 
W 3 *hin 300 or 400 miles, but a small charge is made if they are far apart , 
the charge for remittance in Java is only 1 guildei foi remittance of 
1,000 guilders or above, inespective of the amount 
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Dr T''ip In the second last line of the fiist paiagiaph foi ‘pioper 
accounts is it not bettcj to say ‘secuiity’ oi something hhe that^ 

Ohanman The woid is ‘cover’ ' 

Di Tiip We agiee vith paiagiaph 6 In paia 7 we should like to 
add the woids “so as to make then policy effective” 

Chav man We will take a note of that 

Di Tup With legaid to page 3, point 10 ve nave thiee objections 
oi leniaiks W'e think, that with legaid to the voids which aie placea 
at the bottom ‘Tiade biUs will include piomissoiy notes, etc’, the voids 
‘and piomissoiy notes’ in the thud hne ought to be deleted In the 
notes at the bottom “oi commeicial ’ ought to be “commeicial oi” In 
the list sentence of the paiagiaph the voids “m the hist fev jeiiq at 
anj late ought to be placed aflei the voids “vhethei it should not’ 
The question of the iiijiee bills ve can discuss vhen the debate on “Financ- 
ing of foieign tiade comes so vc can leaie it heic as it stands Paia 18 
ve agice In pu,i ]4 time jiicsciibed undei clause 17 ’ should be 

“limit’ oi something like that but not “time 

Ohanman It is “limit” 

Di Tup Xo lb — ve agiee No 16 — We agiee In No 17 ve do 

not uiideistand whit is meant by “and any membei bank” 

V? S^ihcclai I suggested an amendment at the end ot clause 17 and 
that amendment I don t find m place heie but to that amendment a 
compiomise vas suggested ot this kind and vhen I did not agiee to that 
compiomise the 'Vice-Ohan'man said that the amendment os a vhole 
should come in 

Ml, Lamond That is paia 19 but ‘any membei bank’ was not In- 
cluded in the lecommendatipn , 

Ml Subedai This othei thing hovevei is useful because it cn.iblcs 
the bank to keep secuiities 

Chairman We vill look up the discussions and see how this came in 
Ivl\ ovn lecollection is that this amendment v'^as pioposed by the Vice- 
Chanman out of Mi Subedai ’s suggestion and whethei it vas accepted 
by eA’el^bod^ oi vith dissent is vdiat 1 am ti-^ing to find out Then 
m legaid to 19 Mi Subedai said ihat that did not meet his Auevi theie- 
fore he stiessed his amendment It is heie in 19 and the Committee 
weie equally dnided and it w^as decided that we should, before taking anv 
decision, discuss the mattei vuth the experts and then bung the matter 
befoie the Committee again But I think 17 v^as probably accepted by a 
majoiity AnyhoAv aa’-c can look that up later on 

Dr Tup To 18 Ave have no objection 

Chairman We aviH first look up 17 and then v^e will discuss these tv’^o 
togethei 

Di Tup No 20 — AA’^e haA'e no objection No 2] aa'c haA^e no objection 
I only want to make it cleai that the charge for remittances in Java as 
mentioned heie applies only to lemittance by mail, as we call it, not 
to telegraphic transfers 

Chairman That is, by post^ That vull ceitainly be put in 
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'Du Trip Oui first lemaik regarding the recommendation which has 
been made on the understanding that a Eeseiwe Bank of the ‘right type’ 
IS created is that we have no objection to these words but there can, 
of course, be a very big difference between the opinions about the ‘right 
type’ of the Eeserve Banlc 

Ohm man Those words are put rn for a reason I gave a ruling that 
it was not for this Committee to consider that matter The position has 
been changed by the Bound Table Conference and one of the fundamental 
conclusions arrived at, is that there should be a Beserie Bank of sure 
and non-pohtical basis How these conditions are to be satisfied has 
therefore now passed into the hands of the constitution makers 

B? Trip I understand the point quite well, Mr Chairman, and I 
think we can refrain from making any special remarks on that and we 
can simply refer to the discussions that we have had, because from these 
discussions it can be shown what we think should be the right type ot 
Kesoive Bank Ln para 2 jou have “The establishment of a Beseive 
Bank would, by mobilisation of banking reserves, etc ’’ I think it would 
be better to read here “by mobilisation of banlnng and currency reserves’’ 

Chan man I delibeiatelj left out the words “currency leseiwes’’ because 
currency is outside our puiwiew We are not a curiency committee, we 
nre. a banking committee 

Dr. Trip That is quite right, but I think that we al6o referred to 
currency where we stated as our ojiinion that the present sj'stem, under 
which credit givmg and currency are in two hands, is not a good one 

Chairman Very well, we will take a note of that 

Dr Trip in pomt 3 we think the word “remove” is too strong We 
should prefer to read that as “dimmish” because you can never expect 
that these difteiences will be removed to the full extent We agree with 
point 4 Point 5 where it is stated that “it will be one of the functions 
of the Eeserve Bank, when it is created, to keep sufficient free gold re- 
serves ” we should like to delete the woid “gold” because it is not only 
the gold reserves, it is currency reserves as well In any case the basis of 
these reserves ought to be gold or securities 

Chan man Gold, of course, mcludefa securities This was really based 
on a paragraph m your memorandum When we were discussing this we 
asked whether by gold you simply meant gold or gold securities and 
I think you, sard both That is how the word gold came m there 

Dr Trip I thought about it because wc are stating the conclusions of 
the Committee and I think the Act itself distinguishes between gold and 
gold securities There may be some confusion w'lth regard to that Tree 
reserves is quite sufficient in my opmion 

Chairman We will take a note of that 

Dr. Trip On page 2 there is only a question of draftmg in the second 
hne, from ‘varying rates of interest ’ Is it not better to read ‘stated 
Tates of interest’? Varying rates of interest seems to us not quite correct 

Chairman We will take a note of that 
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Dr Tup That is so 

Chairman I should like to know what the ob]ections of the Experts 
are for pemiittmg the Eeseive Bank to act as agent for any Indian State 
and any member banlt m the same way as it is empowered to act as 
agent foi the Cential and Provincial Governments In clause 17 (11) 

Di Tup I mav say it is not quite cleai to us vhat the Pesei\e 
Bank m then function as aaent could do which the^ cannot do undei the 
present Eeseive Bank Bill So we cannot sec what the ical meaning of 
acting as an agent foi a mombci bank, could bc^ 

Chau man The Eeserve Bank could not act as agents of member 
banks under item (c) of 17 (11) of the Ee‘=crve Bank Bill because no 
membei has au\lhing lo do wiili ihe nianageuicnt of public debt, but 
w'hat is voui point woth legaid to olhei items'* 

D? Trip I think llic Ecsono Bank is goneiallij entitled to puichase 
and sell gold and sihei undei the Bill 

Chairman And therefoie vou do not undei stand how^ thc\ could also 
do this business on behalt of inembei banks . 

Dr Trip I'liat is our point 

Chairman kli Subedai I know' vou dissent on ah these jiomLa, but 
ma-s I ask wdiethei \ou can help the IDxpeits in these m.ittcis'’ 

Mr Manu Subcdai With legaid to item fd) let ns tale the case of 
a bank in the Punjab which has no bianch m Madias The Eeseive 
Bank can certainly assist that bank m the Punjab in legaid to woik undei 
item (d) What we nie tijing is to jiut down in 1 iw , the in, iximum 
powei to enable the Ecseiie Bank at its own discietion, to peifonn such 
functions as fall undei these items as they please T should like to know 
,what your specific objection to this is 

Dr Trip So that it comes to this — that the Eeseive Bank can pni- 
ohase and sell gold or silver on behalf of membei banks, purchase, sell, 
“transfer bills of exchange, seeuiities oi shares of a company and such 
other business as aie enunieiated in section 17 (11) Our opinion is that 
the Eeserve Bank should not be .isked to do this foi the member banks 

Mr hamond Is it }Oui view' that the Eesci\e Bank should act as 
coiiespondents foi membei banks ^ 

Dr Ti ip No 

Mi 2lanu Subedai We aie all quite cleat that the Eesciie Bank 
should not take an\ iiskj' business T do not sop ,m^ haim in the Ees'^n'e 
Bank doing such business foi the sake of its membei banks whom it 
consideis quite solvent and lehable Aftei all we aie malnng onlv a pei- 
missive legislation and w'e do not bind the Eeseive Bank to anv paiticular 
line of action 

Dr Tup I have objection to the Eesel^e Bank undertaking this 
function on behalf of the membei banks 

Ml Manu Subedai If, foi any leasoii, the Eeseive Bank thinks that 
it cannot do the business foi a paiticulai membei bank it can alwa}S 
saj- “no “ 
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Mr Gassels With lefeietice to the Canadian system of tiansfer I 
v-hmk it IS not quite as vre discussed it It sa\s “that it is undeistood 
that in Canada it is done fiee hj banks if the places aie near to one au- 
othei” That is not the point Put it anothei ^^a^ — ‘ It is undeistood 
that in, Canada lemittances may be made fiee between the laigei cities 
say 3 01 4 bundled miles apait, hut a small commission is ehaiged foi 
emittances to small and i emote places 

Chanman We will undoubtedlv make that collection 

Dr Tup No 22 — theie is no objection No 23 — no objection No 
24 — we hate onh to point out that it is in oui opinion, bettei to lead 
“a” po'isibihtj , instead of “the" possibibtt No 21 — no objection No 
26 — ^we do not think that if this is intended as n leeommciidation toi the 
Peserve Bank it would be adtisable foi that bank to follow it I think 
it would not be the piopei thing foi the Eeseite Rank to do in anv wa\ 
to make deposits w^itli blanches of othei banks at a fixed low late of in- 
teiest and it wrould ceitainly not be good to make that conipiilsoiy 

('Juiiunan Thcie is iio compulsion It sa\s ‘ ma\ ’ aud means that 
it IS peiuiissible We thought that this would be a method ot encoura 
gmg the deielopmeut of blanches in India But still we do not want to 
fettei the discietion of the Eeseive Bank, tlieiefoie we used the woid 
“may” We do not say the Beseiwe Bank “should’’ We simph make 
this suggestion foi the consideiation ot the Beseite Bank authoiities 

Ml Gassels .' — This is made as a suggestion to the Be=eite Bank but 
W'e feel that w'e wrould not like to make an\ such suggestion to them 

Chairman That is youi points Could ton give us biiefli tom leasons’ 

Ml Gassels We thought that instead of this thei might considei the 
advisability of using these bianch banks as then agencies m these places 

Chairman You would give that concession'’ 

Mr Gassels We might do that The question of whethei thev aie 
going to make deposits is anothei mattei entiieh 

Chairman What is yoiu objection to this paiticiilai suggestion'’ 

Di Trip We do not think that at is adaisable to stimulate the Beseive 
Bank m any way to give ciedit at low lates of inteiest apart fiom then 
geneial lates They must be fiee to chaige the late of mteiest which is 
necessary foi their policy and I think it is not sound to compel the 
Rescive Bank to give clean credits at abnoimal lates of interest 

Ml Sailei Would not the same lemaiks apph to the Impeiial Bank 
also^ 

Dr Tup Theie mav be a special case with legaid to the position of 
the Impel lal Bank under the piesent legislation 

Ml Many Suhedar Y’ou approve of the provisions inide bi the Gov- 
ernment of India wnth the Imiieiial Bank in the past 

Di Trip I am not quite in acieement with the whole svstem but 
this IS a mattei of the past 

Mr Mann Suhedai I suppose you accept it as a fact but vou feel 
with regard to the future that those provisions are not advisable to make 
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Dr Tup As I see the position in this countij , there aie bullion 
hrokeis in big places So I cannot sec uhy the memhei bank could not 
appioach one of them and ask the Eeserve Bank to pay on account 

Ml Manxi Sxibedm Theie aie stock biokeis m Bombay, yet certain 
numbei of bank clientele puichase and sell then secuiities always thiough 
then banks In anothei section j’Ou have youiself lecommended that 
it IS better foi the banker to take up tins function of advising his clients 
legaiding investments It is likely that a brokei might mislead If the 
Eeseive Bank is emplojed light and piopei judgment would be biought 
to hear on the pinch. ise 

Di Tup 1 can onlv s.l^ tint these actnities aie no part of the ^voik 
of a Eeseive Bank, I see here clause (11) which makes an exception on 
behalf of j>ubhe author ities and th.it n clone m all countnes but, apait 
from this, these things come vithin the puiviev of commercial banks 
I do not think it uould be vise to gne the Eeseive Bank the power to. 
act as a commeicial bank 

Chavvian Could aou explain to us AAhat is the piecise objection to 
giAitig the EeseiA’e Bank the poAver to buA and sell silver for its member 
banks'^ Puichase and sale of gold is provided foi in (12) 

Di Tup In legal d to acting as an agent foi member banks, evei-^ one 
of them can go to the Eeseive Bank and ask it to sell for them or buy 
foi them gold oi gold com, but Aihat Mr Manu Subedai wants is that 
the EeseiA'e Bank should bin, let us sa-^ gold on behalf of a member 
bank in London oi Neu York aaIucIi, of couise, goes farther 

Chamnan AVhat is your objection to it^ 

Di Tup It AOU AAill ask the EeseiAe Bank to act as an agent on 
behalt of membci baiikc outside the countiA, the danger Avill arise, in mj* 
opinion of joint stock banks trying to build uir foreign exchange business 
thiough the mediaiA of the Eeseiwe Bank The Eeseive Bank aauII not 
haA^e thfc fieedom afteiAiaids to stop that work on behalf of such banksj 
and the foreign leseiAes of the EcsciAe Bank amH not anj longer be as 
free as I AAant them foi its pimcipal task of stabilising the position of the 
rupee 

Chav man Youi point is that if it AA^eie alloAved to do that Avork — 
foicigu exchange woik on behalf of its member banks — it must pay out 
foreign CLiiiencv fiom its OA\m reserves, and that wmuld interfere wnth 
the mam function of these leseiAes AAhich is to help the EeseiAe Bank 
m maintaining the cuiiencA I can undei stand that objection 

iV) Manu Suhcdai You said if it alloAAS member b.anks to ouild up 
foreign exchange business it aaiH not be nr a jiosition to stop it To stop 
it, under vhat cncnmstances^ When it is itself shoit of funds, is it 
not so*^ 

Di Tup If I harm to do on voui behalf acceptance business that ties 
up a part of iua foreign exchange, and I want to keep it absolutel} free 
for niA OAATi dut} 

Mr Manu Svbedai The foreign exchange of the Eeseive Bank should 
never lemam absolutelv free because I take it that AAuthout the interven- 
tion of the exchange bank which has been suggested already, the Eeserve 
Bank aviII he the authority to deal with the remittance transactions of 
the Government of India It aauII also be the currency authority Avhicb 
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Dj ' Tii-p We caimot give discietaon geneially on all matteis to the 
Heserve Bank Although we do not find the same objections to the 
Beseive Bank doing this business in the matter of inland tiansactions as 
with legaid to foreign exchange business, we do not like the Beseive Bank 
to undertake this woik 

2\Ir Manu Suhedar What is your objection with legaid to foreign 
exchange 9 

Di Tup In my opinion the Beseive Bank ought to keep its foieign 
exchange free in oidei to maintain the stabiht-v of the lupee and do 
business onlv to the extent that is required for that puipose 

Ml Manu Suhedat Is it your view that the Beseive Bank should 
not act as bankeis’ bank end should not give facilities to the member 
bank? eien when they can do so 

Chanman As it is, the Beseive Bank under section IT (12) has got 
the powei of pinchasinji and selling gold and sihei, and the point is 
whether it should also exercise that pow^ei as agent of anj member 
bank Clause (13) as it stands now'^ was decided upon b\ the joint select 
committee of the Legislature The proceedings of tbe joint select com- 
mittee aie published and theie is no harm in leading from it The 
original bill w^as not so lestiictive Original clause (13) reads as under — 
“The opening of an account and the acting as agent or couespondent of 
an\ other bank’ The Joint Committee amended this into “We think 
•the power of the Besene Bank to open accounts and act as agents of 
other banks should he restricted to the central banks which are the 
principal cunency authoiities m then respective countries’’ 

Mr Manu Suhcdai My point is that supposing a member placed 
sufficient securities at the disposal of the Beseire Bank and asked the 
latter to do some special foreign exchange business, I ask whv should not 
the Beserve Bank be given the peinaissive powers to do so if it cared 

Chan man As it originally stood the power was there but it has been 
•restricted by substituting for ‘any other bank’ ‘a member bank ' Now 
my difficulty is if we wanted simply to amend (11), (11) and (13) will 
mamediately get into conflict and as regards (11) itself the purchase of 
gold and silver 

Mr Manu Snhedar (11) refers to certain categories of persons, namelj, 
the Governor General, the local Govemment the States, and member 
banks (13) refers to their acting as agents for foreign institutions 

Chairman It is not merely foieign institutions It says ‘the piincipal 
cunency authority of a gold standard country ’ (e) wfould not obviously 

ajiplv to member banks As regards (a), this power is lequiied m view 
of the power given in clause (12) which of course refers onh to com 
and bullion It does not refer to silver Therefore the position is that 
the Beserve Bank should be able to act on behalf of a member bank m 
regard to the purchase and sale of silver 

Dr Trip I cannot see that there is any reason for doing that because, 
as far as silver has to he bought or sold in this country, no member bank 
would have any difficulty 

Mr Manu Suhedar Take the Punjab Bank It would much rather 
do fls operations through the Beseive Bank than through any commercial 
bank Is there any inherent objection to it'!’ 
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D? Trip That ^\ou]d be e\cn woise foi the good name of the Eeseive 
Bank 

Hr ]\lanv Subedai Foieigii exchange b.mlcs in this counUv In-Ae a 
^el.J stiong position and it will not be possible toi Jndians to get an\ 
shaie in it" In oidei that a small beginning might be made we thought 
it would be a desnable and piopei method ini Indian joint stoclv banh-, 
to go into foieign eenties on behalf of •sUch el cut‘> of tlieiis wlio wish to 
deal thiough them lathei than lluough Imcign exchange banks As tliib 
IS going to be a miall beginning a new nunc ilicie is no .ippiehenbjon 
that the total amount ot bnsmesb would lun nilo such a ^ ohmic iliat 
the name of the Eeseive Bank w'ould be damaged I\ hen the amount 
becomes laige enough to justify joint stock banks opening blanches 
of then own, the-\ would do so The Eesene Bank would onh ha\e 
discietion and it will not allow^ the amount to lun up to such an extent 
as will spoil itc name Is theie anything wiong m their accepting one 
bill of £1,000 m the London Money Market? 

Di Tup As fai as I know the cential banking pi.icticc. it would 
certainly make a veiy bad impiession even if >on have one bill discounted 
in the London AIone\ Mniket witli the acceptance of the Ilcseive Bank 
I do not Imow of an\ Beseive Bank which does acceptance business 
We aie not allowed to do it I see joui point But I think it ceilainlv 
IS not the piopei way in wdiich ^ou can achie\e ^om aim If joint stock 
banks want to do foieign business it is not necessai\ foi them to staxb 
branches in the central mouc} maikots 1 am absolutcl\ convinced that 
they can get the co-opeiation of fiist class banks established in those 
markets All that the Eeseive Bank can do m mv opinion is to gi\e 
such foreign bank infoimation about the position and standing of Indian 
joint stock banks 

Chairman You object to both the pioposals contained in 17 and 19 
foi the leasons w'bich you have given? That being so, we must stop theie 
We shall discuss the mattei among ourselves 

Bf Trip No 2 of the Piovisional conclusions regarding the Imperial 
Bank of India^ sajs that the icstiiction imposed the piesent Act on 
the Impeiial Bank’s foreign exchange business or any othei class of business 
must be withdiawn It is not cleai to us wdiethei it is meant that this 
withdiaw^al should take place aftei the Eeseiwe Bank has been started 
or before hand 

Chairman After the Eeserve Bank is staited We wnll make it clear 

Dr Trip Aie W’-e not concerned with the pomls mentioned in 
Is it a legal question? 

Chairman These are the two points which arose out of our discussions 
There may be other matters arising out of the Imperial Bank Act which 
we may have to consider later on theie may not be but we do not Imow 
Oui piocednre has been to come to piovisional conclusions on matters 
winch W’-e discussed with you oi which arose out of voni memoiand.a and 
the fiist tw'o paiagraphs refei to these matteis 

Dr Tnp We have to leserve om opinion on these other matteis 

Chairman You expiess no opinion in legaid to paia 3, that is the 
pomn We shall proceed to Eegulation of Banlnng 

"^Printed at page 679 of Volnme I, Parti — Majority Report 
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(2) These Aifcities should proh}bit activities othei than banking 

(3) TJie Act should gne poweis to the Begistiai oi joint stuck 

companies to letusc the legishation ot banks, tlic Aiticlesj 
of Association of v Inch aie not in accoi dance w lib the piovi- 
sions of the law 

(4) Theie should be a sepaiate mdc\ of Ihe names of mernbeis of 

a banking comjian} ioi icud> leleicncc and inspection by 
shaieboldeis, as is piovided foi b\ section dO of the 
(English) Companies Act, 1929 

(o) The autlioiised capital oi a bank should not be inoie than 
double the subsciibed cainlai and the paid-up capital shoula 
not be less than 50 pei cent of the subsciibcd capital before 
legistiation It should not commence business until its paid- 
up capital IS Es one lakh 

(6) Auditois and Officers of a bank should bo icndeied liable for 

omission to state matciial facts in then reports and in the 
liicsentation of the accounts ot the bank 

(7) An} payment to an} auditor on an} account m addition to the 

amount of lemuueiation ii\cd at a gtnci il meeting ol share- 
holders shill be mialid unkss h.\cd <a conhinud b\ the 
shareholders 

(8) Provision should be made foi a tempoini\ moiatoiium, on the 

lecoinmendation of the Eesei\c Eiiikj with a mcw to pre- 
%enting compulsoir liquidation of a bank w'hicli is in difficul- 
ties 

(9) PioMSion should bo made tor the ijqiointmcnt b\ the cioditors 

of a Commrttee of Inspection on the lines of Section 240 of 
the English Companies Act 1929 ui ihc case ot liquidation 
of a bank 

(10) In Ibe case of compulsoi\ liquidation, tlurc Aiould be jnoMsions 

on the lines of the English CompuiiKs Act (Section^ 237 — 
240) for safeguarding the interests oi creditors 

N B — The precise provisions will be settled later 

(11) Provision prescribing foim of Balance Sheet and Piofit and 

Loss Account 

N B — ^The question whether the Eoim proscribed m the Indian 
Comp.anies Act is adequate wull be considered later 

(12) Provision that tire annual general meeting shall be held not 

later than three months after the close of the year 

(13) In case of \ohintai% liquidation of a bank rbe uppointmont of 

a liquidator shall be made by or with the approval of the 
Board of Directors of the Eeseive Bank 

(14) Provision requiring institutions doing bankmg business m India 

to keep a sepaiate register of shares owmed by non-nationals 
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KEGULATION OF BANIQNG 


Provisional conclusions arrived at by tel Indan Centril B\nkin& 

Enquiry Committee 

Need for legislation 

The Committee aie not m favoui of elaboiate bankmg regulations 
deahng with matters which had best be left to the discretion and sense of 
responsibility of the dnectorate and the management^ such lestnetion is 
at times likely to do more harm than good and hamper the activities of 
banks At the same time the Committee are of opinion that the existing 
provisions m the Indian Companies Act governing banking companies are 
inadequate Several important matters, having a vital bearing on questions 
such as the stabihty of banks, the safety of sbaieholdeis and depositors 
and the proper management of banks and the development of banking, 
generally remain to be provided for Some of these matters require 
amplification of the existing statutoiy piovisions, some can be met m the 
case of banks to be estabhshed in future, by suitable provisions in the 
Memorandum and Articles of Association of the difteient bankmg com- 
pames accordmg to then respective requirements, sub]ect to the approval 
of the Eegistiar of joint stock compames, some might be left to the 
control of Directors and the supervision of auditors, while some would 
he within the purview of the Eeserve Bank when it is established 

Statutory Provisions 

2 There are two ways in which the existing regulations can be ampli- 
fied 

(1) by the promulgation of a special Bank Act comprising the neces- 

sary provisions governing all banking institutions, 

(2) by the amendment and amphfication ot the Indian Compames 

Act so as to provide for the additional matters which require 
to be dealt with by legislation 

3 The majority of the Committee prefer the first alternative The 
foreign banks operating in India should also be brought wuthin the purview 
of the Act 

4 The additional matters which should be provided for by legislation 
are as under, — 

(1) The Act should lay dovm (a) that adequate provisions regardmg 
the subjects mentioned in paragraph 6 should be incorporated 
in the Memorandum and Articles of Association of a com- 
pany which wants to make use of the word “bank” or the 
- words “savings bank”, “bankmg company”, “banking house”, 
“banlnng association” or “bankmg institution”, or any word 
or words of impoi*t equivalent thereto in connection with its 
‘ operations, and that (b) an existing concern using any such 
title should arrange to conform to such provisions ■within five 
years after the Bankmg Act is passed failmg which registra- 
tion in its existmg name would be cancelled 

2^7 j 5 -Penalty for unauthorised use of the title to be considered bv 

the Committee later 
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6 The following proposals ought to be met b\ the Articles of Associa- 
saon — 


(1) Prohibition to advance any loan on the security of the Bank’s 

own shares 

(2) Limitation of loans granted to managers, staff and Directors 

(3) Propel regulation of the allocation of profits 

(4) Provision in order to enable shareholders to get the profit and 

loss account togethei with the balance sheet and provision 
that the report and the balance sheet should be posted to 
shareholders not later than 10 days before the day cf the 
meetmg 

(5) Votmg power of managers or other employees of the bank, (the 

Committee are of opinion that the present practice in this 
matter should continue except that such persons will not Be 
allowed to hold proxies for the purpose of voting on behalf of 
an3 shareholders), period of validity of a proxy and the votmg 
power of individual shareholders 

(6) Validity of votes tendered at the polls and time within which 

objections to the legahty of a vote should be raised 

(7) Restriction of the power of directors to refuse to register shares 

7 The Registrar should scrutmise the Memorandum and Articles of 
Association and, if they do not contain adequate safeguards m regard to 
these matters to his satisfaction, he should refuse registration unt.l they 
have been properly amended 


Mattel s coming luithin the puivicw of the Reserve Bank 

8 Questions, such as preparation of monthly statements of habilities 
and assets and the form of these statements, and amalgamation and re- 
construction of banks m difficulties, may be dealt with by the Reserve 
Bank, when it is started 


Definition of the term 'BanV or 'Banltef 

9 The definition of the term 'Bank’, or ‘Banker’, has been regarded 
as well nigh impossible m other countries It is much more so in India, 
where a definition cannot be drawn up without excluding many firms of 
mdigenous bankers and individuals, who do a consideiable portion of the 
financmg of the country 

With a view to encom aging mdigenous bankers to adopt modem 
methods, it has been suggested that the term ‘Member of the (Central) 
Bankers’ Association’ be mvented and that every bank or indigenous 
banker whose bills the Reserve Bank decides to accept should have the 
right to use this designation provided they undertake to abide ^ by the 
rules of the Association The Committee approve of this suggestion 
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<15) It IS lecommended that any bank, Indian or non-Indian 
wisliing to do banking business in India should be required 
to take out a license from the Eeserve Bank, when it is 
established This is partly necessary m the interests of 
depositors and partly for giving the Eeserve Bank some 
contiol ovei the banks operating in the country 

{16) It has been urged before the Committee that the opening of new 
blanches by the exchange banlvs and the Impeiial Bank of 
India affect the branch banking activities of the other Indian 
joint stock banks The Committee recommend that in order 
to ensure a well ordered development and extension of joint 
stock banking in the countiv any bank desiring to open t new 
branch m India should be required to obtain the approval of 
some authority m India, prefer ably the Eeseieve Bank, 
before doing so 

N B — ^Licenses should be freely granted to the already established 
banlvS, and it would be the business of the hcensing authority 
to see that the provisions of the law, and any othei conditions 
specified in the licenses, are complied with 

{17) In addition to periodic statements from exchange banks along 
with other member banks provided for m the Eeserve Bank 
Bill, annual statements showing then assets and liabihties 
relating to then Indian business, as prescribed by the Eeserve 
Bank from tune to time, should be furnished by the exchange 
banks to the Eeseive Bank as a condition of the grant of 
licenses Such statements will be exhibited by the exchange 
banks along with the balance sheet at all their offices 

(IS) The returns to be submitted by the banks to the Eeseive Bank 
shall be audited in such manner as may be prescribed by 
the Eeseive Bank 

5 Proposals relative to the followung subjects ought to be left to the 
■control of the Board of Diiectois and the supervision of Auditors 
Attempts to regulate them by legal provisions would tend to take the 
responsibility off th© shoulders of directors and audrtors and shaienolders 

(1) Provision for adequate reserve 

jSf B — ^Three members have asked that the matter be further dis- 
cussed or that a limit be prescribed to the rate of dividend 
until the leseives amounted to the whole or a fixed propor- 
tion of the subscnbed capital 

(2) Loans to a limited company, a director of which is also a 

diiectoi of the banlc or to a limited company in which any 
of the bank’s duectors are members of the managing agents’ 
firm 

(3) Valuation of investments and provision for bad and doubtful 

debts 

^The question regarding the manner in which the valuation 

should be shown m the Balance Sheet stands open for consi- 
deration _ 
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(8) Prohibition of the Managing Agency System 

(9) Pestriction of the business of eo-operative banks to co-opeiative 
ibanking 

(10) Eeseivation of the field of agiicultuial finance foi the co-operative 
hanks 

(11) Piohibition of a joint stock bank or its branches in towns having 
•a population of less than 25,000 

(12) Piovision foi licensing all persons (which term mcludes firms and 
banks) doing banking business, excepting jomt stock banks incorporated 
in India and the co-operative credit societies. 

(18) (a) Selection of only firms of auditors of long standmg expenence 
for licenses oi ceitificates to act as auditors of banks 

(6) Appointment of two auditors, one by the Diiectois and the other 
by the shareholders 

The Experts have expressed the view that if it is felt that any special 
foim of Government inspection would serve a useful purpose oi lie any 
greater safeguard than the present system of auditing by authonsed 
accountants and that some of the existing firms of accountants are not 
sufficiently reliable to be entrusted with the work of auditing the accounts 
of a bank, some form of regulation based on the Canadian system, which 
provides for the selection of auditors by the Minister of Einance from a 
list of persons prepared in accordance with the provisions of the law, be 
adopted, vide Section 55 of the Bank Act of Canada The Experts feel, how- 
ever, that the strengthening of the Companies Act with regard to auditmg 
so that the auditors must make a report and be responsible for its accuracy 
is all that IS required 

(14) Provision enabhng auditors to publish mstances of wmdow- 
dressmg m a schedule attached to the balance sheet 

(15) Provision lequning auditors to brmg to notice all inegulanties 
discovered by them. 

(16) Provision to give right to auditors to make any repoif; they like 
and to attend and speak at all meetings of the Bank 

(17) Provision to authonse auditors to pay surprise visits for the exami- 
nation of bank accounts 

(18) Prohibition to make advance*? to the bank’s auditors either jointly 
with other persons or severally at short or long-term with or vsuthout 
security 

(19) Prohibiting diiectois of a bank to rote as shareholders or to solicit 
proxies for the appointment or removal of auditors 

(20) Provision requiring that letums^ of up-countrv branches of hanks 
should be certified by qualified local auditors 

(21) Amendment of the foim of auditors’ certificate 

(22) Vesting of the power of investigation in the Controller of Banks, 

whose appointment has been suggested , f 

'(23) Authonsmg shareholders of a hank, holding 1/lOth' (and not l/5th 
as required under section 138 of the Indian Companies Act) of the shares 
"issued by a bank, to apply to the local Goyemment for the myestigation 
of its affairs by inspectors 
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Special Audit and Inspection 

10 The Committee do not consider that any special foim of Govern- 
ment mspection would seive a useful piu^pose oi be any gieater safeguaid 
than the present system of auditing by authoiised accountants ° The 
piovisions of the Bank Act making auditors of a bank hable foi omission 
to state matenal facts in then reports and in the presentation c£ the 
accounts of a banlc, as suggested above, is all that is lequired 

11 The Committee have not come to any definite conclusion in le^aid 
to the proposals included m the attached list B The Committee under- 
stand that the Expeits aie not in favoui of these items being mciuded m 
the lists of pioposals classified undei four different groups in paragiaphs 
4, 5, 6 and 8, but that they are wilhng to leave it to the Committee to 
come to any decision m the matter m view of the fact that the latter are 
moie cognisant of local conditions than they are 


Statement A 

1 Protection should be given to banks against fiauds m connection 
with goods kept m the custody of customers on trust receipts by making 
such fiauds a ciimmal offence 

N B — General agreement not arrived at The matter wiU be dis- 
cussed again 

2 Directors and Auditors should be made hable for negligence m the 
' discharge of their duties 

3 Compulsory liquidation should be under the supervision of the 
district court 

4 The Goveinoi General in Council should have the power to oidei, 
on the recommendation of the Deserve Bank, transfer of windmg up 
proceedings from one provmce to anothei 

5 The question of costs of liquidation should be dealt with by the 
courts and dehnquent directors oi officers of the bank should be piose- 
cuted at public expense 


Statement B 

(1) Provision that the total clean advances made by a Bank, oi its 
advances agamst immovable property, should not exceed the paid-up 
capital 

(2) Limitation of advances to an individual without security 

(3) Limitation of the amount of advances to any smgle individual or 
to any single concern 

(4) Eestnctions on borrowing and prohibition of mortgage of uncalled 
capital 

(5) Eestnctions on investment in immovable property 

(6) Eestnctions on mvestment m shaies and debentures of ]omt stock 
compames 

(7) Eestnctions as to short-term and long-teim business 


2 T 2 
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(46) Piovision compelling the management of the bank to send copies 
of minutes of meetings to its shaieholdeis 

(47) 'Provision confining the Bankers’ hen to partly paid shares only 

(48) Proposal to cieate a kind of hankers mortgages with coitain 
concessions 

(49) Provision requiring a banking company to file, with the Begistrar 
of each Province where it has branches, particulars of its moidigages and 
charges, etc 

(50) Prohibiting share hawking 

(51) Prohibition of blank tiansfeis of shares 

(52) Prescribing a time limit within which transfers should be re- 
gistered 

(53) Provision requiring that a bank should furnish copies of xts Memo- 
mndum and Articles of Association to an} member of the public on pay- 
ment of a prescribed fee 

(54) Provision requiring that copies of contracts, disclosed in the pros- 
pectus of a banking company, should be filed with the Begistrar 

(55) Names of the diSeient joint stock compames in which the 
directors of a bank hold similar offices should be clearly mdicated m the 
register of directors 

(56) There should be a provision enabhng shareholders not only to 
inspect the register of members, but also to take copies or extracts This 
would involve amendment of Section 36 of the Indian Companies Act 

(57) Creation of an office of Begistrar of Banks 

(58) Prohibitmg the opening of a new branch by any banking institution 
in India without the permission of the Central Ba^mg Authority and 
provision requiring information regarding closing of branches 

(59) Provision requiring the permission of the Central Banking Autho- 
rity for opening savings banlcs 

(60) Prohibition of amalgamation of bankmg institutions without the 
permission of the Central Banking Institution 

(61) Prohibition to acquire contiollmg mterest m bankmg institutions, 
without the disclosure of such information to the Central Bankmg Autho- 
rity 

(62) Prohibition against any party, firm, institution, oi company 
opeiatmg through a foreign country acquiiing controlling interest in any 
Institution doing banking business in this country 

The Experts’ view is that while the shareholders of the banks might 
take necessary steps to prevent then interests passing into foreign hands 
idler e is no need for any statutory provision 

(63) Special safeguards for protecting the interests of depositors and 
other Indian creditors in the event of windmg up of non-Indian banks 

The Experts’ view is that although on principle it would not be un- 
reasonable it would not be wise to provide such safeguards for, if every 
country where a foreign bank is working did the same, the bank would 
have to split up its assets against its liabilities in several countnes and 
the position of the whole institution and perhaps of all the creditors would 
he weakened 
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clause requiring applicants for inspection to give 

So!f f cf the enqun^, oi m the alternative, re- 

auctaon of the amount of seeunty reguued 


(25) Authoiising the Contioller of Banks to prosecute 
nected with the bank, who may be criminally liable 


any person eon- 


(26) Provision that the expenses of enquiry shall be borne by thn 
state if it results m piosecution, and in other cases by the Bank, unless 
the Contiollei dnects otherwise 


(27) Compelling a bank and its officers to put its affairs on a satis- 
lactoiy basis, should it be found necessary as a result of enquiry 

(28) Prohibition against the director of a bank acting as a director of 
anothei bank 


(29) Provision requiring that a director of a bank should not be related 
to the managing director or the manager of the bank 

(30) Disqualifications for the office of director of a bank 

(31) Prohibition against the director of a bank acting as its liquidator 

(32) Eemoval of a director from office 

(33) Eetiiement of dnectors 

(34) Prohibition against a director resigning before the statutory 
meeting, and provision requning a director’s presence at the meeting to 
give such explanation as may be required of irirn 

(35) Votmg power of directors for the appointment, removal or re- 
appointment of chairman, directors, or auditors of a bank 

(36) Eestiiction on the Chairman of the "Board of Directors acting m 
that capacity for more than three years without re-election by the Com- 
pany at a general meeting 

(37) Provision requiring directois to submit to the shareholders such 
statements of affairs as they may require 

(38) Provision requning mclusion of certain particulars m the Directors’ 
Eeport 

(39) Piovisron requiring that every institution doing banking business 
in India should have a majority of Indian directois 

(40) Provision requiring a minimum standard of qualifications for the 
manager of a hank 

(41) Provision requiring that the name of the manager should be shown 
conspicuously 

(42) Provision requiring that the term of the managmg duector or a 
director should not exceed a stated period without re-appomtment by the 
shareholders at a general meeting 

(43) Prohibition to pay to managers or managing directois certain per- 
centages of annual profits as part of then remuneration 

<■ 44 ) Pover to depositors to elect then own representatives on the 
board of directors 

(■ 45 ) Provision enablmg a shareholder to obtain mspeetion of minutes- 
Qn proceedings of general meetings or to get copies of extracts 
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Mr Giime Para 1 No comments 

Paiai 2 Eegaidmg statutory provisions No comments. 

Paia. 3 No comments 

Para 4(1) This does not include mdigenous bankeis? 

Chairman In legard to mdigenous bankers we have another provision^ 
We have said m the paper on ‘Commeicial Banking’ that the position o£ 
the indigenous banker should be cleaied up 

Mr Currie We agree to that 

(3) and (4) We agiee to 

(o) We had a lot of discussion on what was the legal mmimum with 
which a bank might start What would happen to indigenous bankers 
who will turn into a ]omt stock bank^ 

Chairman This is oui final conclusion 

Mr Currie In that case we have no objection 

6, 7, 8, 9, 10, 11 and 12 We agiee 

13 We do not quite know what was in your mind It is a matter for 
the shareholders 

Chairman That piovision was made toi this reason The share- 
holders ma} decide to go into voluntary hquidation and this may be a 
matter for the shareholder's of the bank, but even so we thought that, m the 
mteiests of the depositors, it was necessary that the hqmdator should be 
appointed by or with the approval of the Board of Dnectors of the 
Beserve Bank 

Di Tnp We have no objection on principle In my country, for 
mstance, the way in which liquidation shall take place is provided for 
in the articles of association But I do not know what the position is 
with regard to this point m this country 

Chairman This was put in here to afford greater protection to 
depositors. 

Mr Cuirie There is no objection on principle 

Di Trip If you think it advisable 

Chairman That was the view of those members of the Committee who 
had considerable experience of matters of that sort In fact there was 
no dissent 

Mr Gume No 14 That I do not think xs going to be a very easy 
thmg to keep. i 

Chairman I was not present. I saw from the notes that the matter 
was discussed with you and you ended by expressmg the opinion that it 
the Committee thought it necessary you had no objection 

Mr Gume We have no objection on principle, but there are practical 
difficulties 
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(64) Proposal that depositors of small amounts may be given protection 
■and preference by law 

(65) Piovision to the effect that a certificate should be obtamei from 
the Advocate General oi from the Eegistiar of Companies before anybody 
takes crimmal proceedmgs agamst a banking company 

(66) Amendment of Clause VI of Section 162 of the Indian Compames 
Act, under which an application may be filed for the windmg up of a 
company “if the court is of opimon that rt is ]ust and equitable that the 
Company should be woimd up”, so as to exclude banks and other credit 
mstitutions from the operation of the section 

(67) With a view to preventing bear raids evei’y seller of a bank’s 
shares should be reqmred to give the actual number of shares at the time 
he sells them 

(68) Whether form P of the Balance Sheet prescribed by the Indian 
Companies Act should not be amended so as not to regime banks to show 
■separately debts in respect of which the bank is fnlly secured and those 
for which it holds no security other than the debtor’s personal security, 
as such a provision is believed to affect a bank’s policy m regard to im- 
secured advances 
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piovision TJae balance sheet itself would indicate how it is to be valued, 

-SO that the shaieholdeis, when they got the balance sheet, would be able 
to know whethei, if I may use the woid, any window-di easing of that 
paiticulai type has taken place or not 

Sir Hugh Cache It was one of the main points laised, namely, whether 
in buying and selling investments profit diifeiences had been used Bonks 
hold a lot of GoveinmentJ stock, some of them buy and sell fiom day to 
day and at the end of the peiiod, they may value their mvestments at, 
say, 3 points below the maiket pnce or something of that sort They may 
thus have a good balance to be tiansfeiied to the profit and loss account' 
This policy has been attacked in some quarteis 

Ml Cassels It would be all light if the valuation was made on a 
propel basis and as long as they do not take it on appieciation of secuiity 

Dr Tiip In my countiy the method of valuation is geneially mention- 
ed in the lepoit of the management 

Chan man Is that an obligatory duty on the management?' 

Dr Trip No 

Ghan'man Theie is the difficulty If the management do not mention 
it in then lepoil, nobody can demand it Therefoie the suggestion was 
made that in the inteiest of the shaieholdeis and also of the depositors, 
something ought to be done How is it to be tackled^ We have left it 
foi further consideiation We have your views, and it would be very 
useful to us when we come to a final decision in the matter It is 
possible that the problem has not arisen in an intense form in other 
countiies, but here I believe, owing to the fluctuation in the price of Govern- 
ment securities in recent years, at least the allegation is that some bad 
cases have cropped up 

Dr Trip With regard to that, I must say that it would ^probably be 
-agreed that it will be advisable to make some provision The difficulty 
is whether you can cover the whole field 

Chairman We realize the practical difficulty That is the reason why 
we did not come to any conclusion We knew we would have to think 
about the matter more carefully 

Ml Cassels The usual and oidmary custom, that I know of, in the 
West IS that investments are valued according to their cost price and so 
stated in the statement of account 

Ml Manu Subedar All these are different here Suppose the issue 
puce of a bond is 96 and it has cost only Bs 96, but is sold m the market 
at 102 

Mr Cassels The realisable value is taken into consideration for the 
short-term security. 

Mr Manu Subedar Would you piefer the value which it would realise 
in the event of its being sold at or about the date of its maturity? 

Dr Tnp 100 per cent is the limit up to which we go 

Mr Manu Subedar I quite agree that there is less difficulty when there 
us an appreciation, but what is to be done when there is a fall^ 
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Chan man Would you tondly mention them so that we may consider- 
the matter? 

Ml Cui'rie The difficulty is in knowing the nationality of the shaie- 
holders 

Mr Manu Subedar Theie may be a vacant space provided in the- 
tiansfei foim to fill in the nationality 

8ii Hugh Cache Just as was done durmg the wai, the declaration of 
a- Bmish subject 

Mr Ciniio That entails a gieat deal more work on the bank and 
surely it is a question whethei it is woith while 

Mi Lomond It is meiely lecoided m the legistei Theie is no restric- 
tion at all 

Di Till) You have no beaier shares? 

Ml Lomond There is no restriction in regard to dealing in such shares 

D? Tup If you have bearer shares you cannot do it 

Ml Manu Sxihedar It may be possible to issue bearer shares and, 
say that the shares should not be transferred to non-nationals 

Di Tup I do not think that this could be done Would you prefer 
to discuss this point 15 when “foreign trade” comes up for discussion’’ 

Chav man We viU discuss it in connection with foreign trade That 
refers to items 15, 16, 17 and 18 

yir Cuinc Section 6 (3) That seems to be covered by the artrcles- 
ot association piovidmg for proper regulation, proper allocation of profits 

Chan man That is so These 3 members want statutory provision 

Mr Cuiue We are of the opinion that it is better left for the articles 
of association 

Chan man We will take a note of that 

Chan man Proposal 5 (3) “Valuation of investments and provision 
for bad and doubtful debts ” Here the question regardmg the manner 
in which the valuation should be shown stands open for further considera- 
tion 

Sir Hugh Coche As regards this, could we ask whether the experts 
have any views as to the advisability of this being included in a statutory 
provision for valuation of investments’ 

Dr Tnp This is shown here as a matter to be left to the control of 
the Board of Directors 

Chairman This, as a matter of fact, arose out of a point raised by 
Sir Hugh Cocke himself, and it w'as considered that the valuation of 
investments should be made at the market rate or at cost price whichever 
may be less At least the allegation made to us was that this arvange- 
ment had been utilised by bank managers in certam cases to mampulate 
profits, and therefore rt was pointed out that this matter required specific 
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Mr Casseh You would nevei take the piofit into account until it is 
realised 

Ml Manv Subedar In the case of a buildmg, theie is a geneial feelmg 
that a loss occurs because proper tj pi ice tends to go down Would you 
show the loss in the balance sheet*’ 

Mr Casseh The Canadian banks do not hold any buildings except those 
which aie in then own occupation 

Mr Manu Snhcdar You are not allowed to lend against buildings 
There aie banks in this countn, including the Imperial Bank, who lend 
Sometimes they become owners of the buildings, and the markets being 
bad the} cannot sell off , so they have to be held on for some time This 
has come m for moie cntieism m India than the valuation of investments 
You cannot say that the maiket value must be nscci lamed for all invest- 
ments If it IS a piofit, the profit is not lakcii iinlil it is icahscd, but 
if it IS a loss and the market has fallen, the amount should be wTitten 
dow n and taken ns loss 

Mr Casseh Quite 

Dr Trip I must say it is not nlwa^s done at once The banks maj 
be in the position that thev are not strong enough to bear the loss m 
one single year 

Mr Mann Snhcdar Then Iho question arises whether it is better for 
them to go into liquidation or to spread the los^ over more than one year 
The latter practice has been followed, cspocialh after the War 

Sn Hnqh Code Could ^ou not spread the loss over two \enrs9 

Dr Tup It w’ould place the banks m an awkward position 

Sir Hugh Codec I take it that doubtful debts w'ould ne^ei be shown 
separate]} on the assets side of the balance sheet pro\ided there were 
satisfactory lescives on the other side 

Dr Fiicdcrich No 

Sir Hngh Code I take it that no one of the experts would recommend 
that this should be done piorided the provision is there There has been 
a great controversy on account of having a fomr of balance sheet which 
has to be complied with It has been suggested that e^cn if there be the 
provision to cover doubtful debts these must be shown sepaiateh in the 
balance sheet, because if you put them under any other heading, you V’lll 
not be following the prescribed form We got the fomr altered to meet 
this, but w'e have had evidence before us that the alteration should not 
have been, made and that banks should show then doubtful debts 

Dr Tup We do not recommend it 

Mr Currie, We are in agreement wnth paragraphs 6, 7 and 8 

No 9 IS a question w'hich I raised on “Commercial Banlimg “ There 
It is shown that all indigenous bankeis would be included in the Central 
Bankers’ Association 

Dr Trip When we discussed this question, I remember that the Vice- 
Chairman w^as very much interested m this question He wanted 'w have 
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N't Cassels Then you put it in at mailiet price If there is an 
■appieciation, you put it at cost price 

Chan man Theie is difficulty in appreciation also There was a case 
befoie us 

Mr Manu Suhedai It was an appreciation m the permanent holding 
■of 31 pei cent where there is no maturity date 

8ti Hugh Cocke The leal point has been this, as everybody knows, 
•Government securities steadily appreciated for three or four years If I 
buv some security at 80 wffiich, at the time of my nexte balance cheet, is 
standing at 83, I value it at 80 At the time of my next balance sheet 
the value is 87 and a year later 96, but I still value it at 80 If, however, 
I sell at 88-8 and buy it again at 85, I made 8-8 wffien I sold which I can 
take to my profit and loss account, the new investment stands m my books 
at 85, wffiich it can continue to do, so long as the market price is not below 


Mi Cassels It is a new transaction 

Sir Hugh Cocke But there is nothing wrong 

Dj Fiiedench In my country wuth regard to valuations, oui Com-' 
jianies’ Act makes special provisions Investments will have to be valued 
at the lowest puce You have on the one side purchase price and on 
the other, sale price or market puce In ease of a sale, where the purchase 
price IS lower at the date on which you make up your balance sheet, 
3"ou have to put in the purchase price, and where the market price is 
lower, you have to put in the market puce With regard to premises, land, 
•etc , it IS prescribed that a certain percentage of depreciation has to be 
■made With regard to bad and doubtful debts, our Companies Act pre- 
scribes that reservations have to be made for these in accordance ■with 
demand 

Chan man But are those reservations and the corresponding bad and 
doubtful debts shown separately in the balance sheet? 

Dr Fnedertch Yes, bad debts are shown Doubtful debts go under 
liabilities 

Chairman Not by a separate entry? 

Di Friederich It is entered as a separate item under liability It is 
a reservation which does not appear in the balance sheet 

Ml Manu Suhedai If a security is purchased at 77 and in the course 
of A year it goes down to 72, the security bemg held, would it be right 
for the bank to show the security at cost pnce of 77, or would you say 
fihat it had better be taken at 72 and the difference taken to the profit 
and loss account? 

Mr Cassels It cannot be valued above the market price 

Mr Manu Subedar For the reason that the price may not be uniform 
^nd it may not be possible to put in the balance sheet all the information 
But would the market price be ad]ueted year after year and the profif 
itaken to the profit and loss account? 
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Mr Cassels It would not discount unless he has been appioved' 

Ml Manu Subedai Would you suggest any piinciples on which the 
Eeseive Bank would appiove, e g , the class of business he is doing, the 
class of customers with which it deals ^ 

Ml Cassels The man’s chaiactei, ability, etc , will be the test 

Chan man In the paper on Money Market we have said that indi- 
genous bankers who satisfy certain conditions would be eligible for this 
concession 

Dr Tnp Yes, please see para 11 of the paper on Money Markets 
I understood that the possibility would be created that indigenous bankers 
are placed on the approved list by the Eeseive Bank, but they would not 
have the light to obtain rediscounting facilities 

Ml Manu Subedar The discretion will still remain with the Eeseive 
Bank 

Di Tnp Yes, I remember that the Netherlands Bank, wanting to 
stimulate the position of Amsterdam as an acceptance market, made an 
arrangement under which the paper is sciaitmised by them before it is 
discounted and a notice is placed on the paper that it belongs to the paper 
under the arrangement, but this does not mean that they undertake the duty 
of rediscounting If the paper comes to them after one or two months, 
they are free to refuse to rediscount it, so they never undertook the obhga- 
tion 

Mr Manu Subedar They would be free as joint stock and other banks 
are, so that the discretion which they have of lestrictmg the paper, which 
they take from any particular member, would be umfoim The restriction 
will not apply to any paiticulai time so that they can say “we want to 
control the market ’’ What I do not understand is the case of a banker, 
however small he may be, who produces his paper with names known 
to the Eeseive Bank and a class of a paper which the Eeserve Bank is 
handhng, and if he is a member of the Central Bankers’ Association, the 
Eeseive Bank would not refuse to discount it I do not say the Eeserve 
Bank would not be entitled in certain extreme cases to do so 

Dr Tnp Bor instance, if you have an mdigenous banker who does only 
banking business but who has a capital of let us say only Es 25,000 and 
who has mvested part of that capital m mortgage Then I can conceive 
that the Eeseive Bank will say ‘your business is not hquid enough to 
grant you rediscount facilities’ This would not be discrimination 

Chairman I see the point of Mr Curne’s obseiwations As para 17 
stands it is really para 17 in one paper and sub-para 9 in the other 
paper, that is, all these banks and indigenous bankers who are eligible to 
receive that discounting facility from the Eeseive Banlc may become 
members of the All-India Association but according to para 9 it is only 
those who have actually received that concession who will be allowed to 
use the term Member of the Central Bankers’ Association That was 
undoubtedly what was intended The other should be called associate 
members That is light There is no anomal3’’ These would be full 
members and the others would be put into the category of associate 
members 



one Association foi all banks and bankeis So peibaps we can wait until 

1 uishotamdas conies back 

Chan mem He may not come back till next Tbuisday or Friday 

Dr Tnp We suggested that theie should be a (separate Central 
Bankeis Association, the members of which would only be those bankeis 
who have lediscount facilities horn the Eeseive Bank, but Sii Pursho- 
tamdas pieferied to have one Association mth sepaiate sub-committees 

Chan man We lecommend one Bankers’ Association which will include 
all categoiies It was agieed that that would be the best way of securmg 
the maximum co-opeiation But this would not pi event the various umts 
from foimihg their own associations if they wanted to do so, but we do 
not intend to recommend that We only leeommend that after the forma- 
tion of the Central Bankers’ Association they can work in sub-committees 
India IS a very big country and supposmg that an indigenous banker m 
Bombay or Calcutta wanted to start his own association, we know nothing 
about that The analogy w'ould apply to the case of Indian business firms. 
Tou have an Indian Merchants’ Chamber in Bombay and you have one 
in Calcutta and they are federated to a Federated Chamber This wall 
correspond to a federated chamber on the bank’s side, but this does not 
.mean that the others, if they wanted to form associations of their own, 
would be stopped from doing so 

Ml Gunie The recommendation is for an Indigenous Bankers’ Associa. 
tion which would cover all mdigenous bankers, including those who are 
not ehgible to enter the Central Bankers’ Association 

Chan man I quite see the anomaly If an indigenous banker who 
cannot get his bills discounted by the Eeserve Bank actually becomes a 
member of the Central Bankers’ Association, how can you prevent him 
from using the designation’ He is actually a member and you cannot 
possibly prevent his using that designation I shall take a note of the 
point and have it cleared up Perhaps it is intended to cover the indi- 
‘genous bankeis mentioned in para 17 of the paper on “Commercial 
Banlang’’, but it is only a limited class who wall be allowed to do com- 
mercial banlang business 

Mr Mann Subedar I am not clear about the limited class Once the 
man becomes a banker he is ?pso facto entitled to be a member of the 
association 

Chairman That is precisely the position referred to Those to whom 
]\Ir Subedar refers, as confining themselves to banking, produce proper 
accounts and will have re-discounting facilities, and no difficulty would 
irise m their case 

Dr Tnp I was under the impression that it must he left to the Beserve 
Bank, so that the possibihtv would arise that rf you had an indigenous 
banker wdio even confined himself to banking would nevertheless have 
no discount facilities from the Beserwe Bank 

Mr Mann Svheda'i The Beseive Bank may give you discount facilities 
only on ceitain classes of papei it is always entitled to sav ‘T do not 
accept this paiticular panel’ If it does not accept the particular class 
of paper brought in for discount, what happens? 
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alieady exists It may not be m the Indian Companies Act, but m some 
-other Act Similaily foi 2, legislative piovision alieady exists In item 
1 the difficult}- IS that we bare to examine the legal position of the tiust 
receipt There is a good deal of compbcation between the civil aspect of 
the case and the ciimmal aspect of the case Therefore we put that oS 
foi fuitbei discussions In regard to the other items I have told you 
broadl}’^ what the position is that we discovered ourselves, that provision 
existed 6ven m the Indian Companies’ Act or m some general legislation 
Statement B contains a large hst of items m regard to which owmg to want 
of time we could not discuss among ourselves and come to provisional con- 
clusions Then we saw' the general trend when this Committee had their 
piehminai’y discussion with you Loolang at the proceedmgs I find that 
the general attitude you took was that none of those items ought to be 
included in groups 4, 5, 6 and 8 In discussion you admitted that you 
were not fully famihar with conditions m India, and if the Committee 
thought that any particular item ought to be dealt with diSeiently you 
would not have any strong objection Is that understanding of your 
-attitude correct^ 

Mr Gunie That does apply to quite a numbei of the recommendations 
m this paper, but there are also a large numbei which we think would be 
-very harmful to banking in India if they were included 

Chairman Could you kindly tell us those items? 

Mr Cwne I shall stait with the items which we aie prepared to 
leave for your Committee’s consideration These are — ^Item 4 — we are 
walhng to leave that to youi decision In the same w'ay No 5 and No 8, 
-prohibition of the managing agency system for banks I don’t tlnnk that 
exists 

Mr Lamond One case 

Ml Cassells It does not say for banks in my copy 

Chairman It is intended for banks 

Mr Cuirie No 9 we leave to the Committee Also No 13 — selection 
of only firms of auditors of long standing, experience, etc Also (b) 
appointment of two auditors, one by the directors and the other by the 
shareboldeis No 15 — ^the provision requiiing auditors to bring to notice 
all irregularities discovered by them We are not quite clear to whom 

Chairman To the shareholders That is m then audit report 

Mr Cniiie No 16 — ^provision to give the right to auditors to make any 
report they like We do not quite like that “any report they hke”. 

Mr Manu Stihcdai That means all defects which come to then know- 
ledge 

Ml Curiie In the same wmy No 17 — ^provision to authorise auditors 
to pay suipnse visits, w’^e leave to your Committee Also Nos 18 and 
21 I am not in agreement with No 20 No 26 — ^provision that the 
expenses of enquiry should be borne by the State if it results m prose- 
cution — As far as that goes I am in agreement, but the latter half of the 
question we aie not m agreement w'lth W’e think that if an applicant 
makes an application and money is spent and it proves to be frivolous, 
he ought to pay for it 

Chairman What about 22^ 

Mt Currie We are not in favour 
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Mr Currte I see 


Mr Buckley Suppose the Eeseive Bank 
counting any moie of youi papei’ 


one day says, ‘I am not dis- 


Chairman Broadly the rules will provide that it will immediately be 
put dovn to an associate membership 


Mr Buckley My idea is — ^take Bombay for example la Bombay 
jou would have one Association called the Bombay Bankers’ Association 
compnsmg the Indian 3oint stock banks, indigenous bankers and the ex- 
change banks Each class of banks vould have a sub-commifctee Now 
take the indigenous banker He would not be admitted as a member 
of the Association until the sub-committee of indigenous bankers informed 
the general committee that he had adopted the i^es laid down, namely, 
given up trading and so on, and once a member of that association he 
could then use after his name Member of the Bombay Bankers’ Asso- 
ciation The same thmg would happen in Calcutta, Madras, Bangoon 
and so on Then over and above all these Associations you would have 
a Central Bankeis’ Association and this Association would be merely 
a body co-oidmatmg all the others for the purposes of makmg representa- 
tions to Government, etc By that scheme>. the question as to whether 
you are a member of the Association and can get discount facilities, 
or whether you have to get discount facilities before you are a member 
IS all wiped out 


Chan man But then this does nob bai the pioviaoial associations We 
are concerned only with the Central Association but it does not wholly 
meet the difficulty to which you refer Undoubtedly there should he 
some form of election from the provincial to the Central Association 
That is all right Then we come across people, some of whom actually 
enjoy the lediscountmg facilities of the Beserve Banlc, others do not 
Therefore I think we came to the conclusion that there must be a class of 
members and another class of associates You rmght begin by saying you 
do not want associates and only such people will be eligible for election 
m that Central Association wFo have actually received that concession 
and are enjoying it That does not meet the point you raised, because 
after one of these gentlemen becomes a member of the Central Association, 
the Beserve Bank can under certam circumstances direct his exclusion 
from the schedule 


Mr Buckley It is a matter of detail 


Chairman I think that really meets your point, Mr Cume 

Mr Cufne Point 10, we are m agreement, but 11 includes a great 
number of suggestions, with some of which we do not agree We do not 
quite know whether or not these pomts in Statement A are recommenda- 
tions 


Chan man These items have been left over for further discussion 
Statement A was sent to you for your information but rn these matters 
though you recommended legislation we are unable to agree to put them 
in the Items which require legislation The reasons are two-fold For 
example take items 3 and 4 It was found in Statement A that legislative 
provisions alieady existed Similarly as regards 5, legislative provision 
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Ghanman TJiciefoie \ou do not. advocate an\ action viih leKaid to 
that ^ 

Di Tup hio Fiom my point of view 1 do not leeoinmeud au} action, 
but if it ife neccssaiiy with legaid to the conditions in this couutiy, 1 do 
not object 

Mi Gctisels Out Coiunntteo aie not unanimous on this point 

iJi Tup It IS not a question I tliink of uiuuiiinit\, it ib onh a 
question of the piactice in difteient countiies 

Mi Cumc iSio 45 — we lca\o to }oui Coininittee Ko 40 ve lca\e 
to the Committee No 47 — A\e aie not quite cleai vhat it means 

Chau man That is a question of tiaiisfei of bank shaies 

Sii Thigh Code It a man ib indebted to the bank he has shaies lodged 
■vsith the bank, and the bank would lefuse to gne them up That is 
what it amounts to 

Mi Tlaiiu Siihctlai It in the case of a dobtoi, these assets aie not 
othemise sutiicient and he vants to tiansfei his holding m the banic to 
some otlici debtoi, the bank’s debt gams puoiih That is a gcneial piOM- 
sion in the joint stock comp.mies’ Act in this eoimtix, uiulei vhich the 
joint stock comiian} can i of use to tiansfei the cash 

Mr Lamond That is not the point — it is hens 

8ii liagli Code Nov this suggests that it should be confined to paiily 
paid shaies and should not be allowed to opciate foi fullj paid shaies 
I do not sec au} diffeieucc mjsclf 

Mi Mann Svhcdai If theie is i suhstantial holdei of pauh jiaid shaies. 
and he tiansteis them to a weakci holdei, then in the even of liquidation 
the bank loses the sujipoit of that substantial holdei the\ do not n int 
to lose that 

il/j hamond I don t see it The biokei mubt put up good shaies if 
he sells them to anyone 

Mi Maim Siihidai It coitunl} does not lestiitt the miiket 

Mi Came I do not think we aic in agieement with that No 48 — 
theie again we aie not quite suie what the pioposal is 

Mi Lamond I think it is with logaid to leahsation 

Di Tup Special moitgagcs foi shoit-teim ci edits, foi instance, for 
a year*? 

Mi Mann Suhcdai The idea was this that at present piopeilies mort- 
gaged to banks aie icgisteied wnth the Kegistiai, who is overloaded wntli all 
sorts of documents including documents of jnnatc paities Tliciefoio a 
bank, if it wanted to know whethei this piopeitv W'as mortgaged to auoihei 
bank would take a long tune No boiiowoi would be in a position to put 
one set of secuiitv on equitable moitgage wuthout logisteied mortgage 
by one bank and to tiansfei it bv legisteied mortgage to anothei bank 
A case occuned ni Calcutta wheie on the same piopeit-v one man laised 
money from two banks 

Mt Lamond That was an accident 
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Chan man Then you cannot be in favoui of 26 

Mr Ginue We aie in favoui of the hist pait of 26 but with the 

rest "we aie not in agieement 

i\/r Gwiue No 27 — we aie in agieement 

Clmiman What do you mean when you say jou aie in agieement’ 

Mr Cu-ina We aie in gaeement to leave it to youi decision No 

28 we aie not in agreement with, because it is conceivable that circum- 
stances might arise when it would be desiiable that the diiectoi of a bank 
nnight be dnectoi of another bank doing a difieient foim of business 

Glianman When you say you aie not m agieement, you mean you aie 
opposed to any legislation about it’ 

Mr Cuine Yes No 29 w^e aie piepaied to leave to y’'Oui Committee, 
but Ml Chaimian, I w'ould like to pount out that in my own particular 
concern, we should be reduced to about 3 paitneis if such a law existed 
We do not quite loiow what No 30 means 

Chavinan The Act should specify that persons who do nob satisfy 
ccitain conditions wall not be eligible foi the office of the diiector of any 
bank 

iMi G HI lie In the ease of an undischaiged bankiupt oi something of 
•that sort’ 

Chairman Yes 

-Ml Guii\l6 Well, I think we can leave that to your decision 

Chav man It is quite possible that we might not lesoit to legislation 
on many of these matters, but these are all the outstanding items on 
which we desiie that some legislation might be made 

Mr Gw lie No 31 — prohibition against the dnectoi of a bank acting 
as its liquidator — ^we aie not m agieement ii it is voluntary liquidation 
Nos 32 and S3 we thinlc, should be left to the shareholders We do not 
feel that theie should be anv legislation about that No 36 restnction 
of Chaiiman of a board of directois acting in that capacity for more than 
3 rears We aie quite piepaied to leave that to voui decision No 38 — 
luovisions lequiiing inclusion of ceitam paiticulais in the diiectois’ report' — 
we are not quite cleai what that means 

Chan man That is again foi the shaieholdeis and probably lefeis to 
things like what Di Tup referred to, namely, details of valuation, etc 

Mr Currie I am quite prepared to leave that to your Committee 
"No 41 — piovisions lequiimg that the names of the Manager etc — ^we are 
in agieement with Nos 42 and 43 we leave to your decision With 
icgaid to No 43, in Di Trip’s couutrv, I gathei, they have the same 
practice 

Dr Trip In my countiv it is always done I may sav it is the genera] 
practice with regard to all ]Oint stock companies 

Mr Lamond I think also with regard to the staft’ 

Di Trip Yes Tliey all get a share of the piofits 

Mr Manu Suhedar Is there no wrangling o-iei how the profits shall be 
shaied’ 

D) Tup There is the boaid of directors 
VoL IV 2 F 
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Ml Manu Siihedai Cau we not liave Mi Cuiiie s view as to why d 
legislative piovision in legaid to this matter should not be made in the 
case of foieign concerns workmg m this countiy? 

Chairman If you are piepared to discuss it m connection with the 
papei on foreign banks I am piepared to leave it there foi the present 
As it is, there are certain paragraphs in the bodj* of this document which 
aie reseiwed foi such discussion 

Mr Currie With legard to item (14) I do not know what that really 
means 

Chan man In the absence of Sn Hugh Cocke, I would ask Mr Manu 
Subedai to explain the position 

Mr Manu Suhedar 1 do not saj I am necessaiily in favoui of this 
item The point is that on the last day of the w'oiking year when the 
balance sheet is piepared banks geneially show an mciease in the cash 
position by selling a lump of Government secunties and so on This is 
almost a univeisal custom among banks and by this legulation the auditor 
should be enabled to give the every day cash position ]ust to enable the 
public to ludge the comparative cash position I do not, how^ever, insist 
upon this 

Chan man Will not tins item be covered by item (16)''* 

Mr Manu Suhedar Item (16) is a permissive legislation but this is 
obligatory 

Chairman Anyway we wall leave it at that 

Mr Cuntc Item (19) we do not like this legislation Management 
should not hold proxies but the duectors are the pioper repiesentatives of 
rhe shaieliolders to lepiesent the lattei’s inteiests With icgard to item 
(20) we aie not in agreement as the practice is for the banks themselves’ 
to have the accounts of branches audited by then own Inspectors and these 
returns are accepted b} the auditors w'ho audit the accounts of the banlc 

Ml Manu Suhedar At present the auditor sa}s that the returns of the 
up-countiy branches have been incorpoiated into the mam accounts The 
auditors themselves do not Iniow the exact position of up-counti\ branches 
except through these letuins which aie placed before them by the manage- 
ment 

Mr Cassels The practice is, except in the case of large up-country 
blanches where separate audit is done, small blanches are inspected by 
the bank’s own inspectois which aie accepted by the auditors 

Chan man Is there any^ provision in the English Act with legaid to 
this point 

Mr Currie No It is only the practice 

Dr Trip I would like to ask whethei it wall meet youi point if this 
sub]ect were left to the disci etion of the shaieholders In my country, 
the shareholders are given the power to call for audited leports, if they 
so desiie The management has to follow the wishes of the shaieholdeis 

Chairman Theiefoie vou will have no objection if such a piovision is 
made in the Indian Banking Act as welP 

Dr Tnp I thmk that is the light thing to do It is better to leave it 
to the shareholders to decide 
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Ghauman The CoixuYiifctee’s. sumniaiy is tins it is stated that owing 
to legal difficulties, complicated pioeedure and expenses of mortgage people 
aic unable to utilise land foi creating credit and it is untb that object in 
Mei\ tliat these baiilieis’ inoi-tgages have been proposed 

i\/r Manu Suhcdai In this case a bankei’s moitgage should have 
piiority in a couit of law Oidmaiily what happens is that the mortgagee, 
when he tries to leleaso the propeity, has all sorts of difficulties cn account 
of people s piior claim on the piopcity imdei various laws The bankers’ 
moil gage oiurht to be fiec fiom all these complications 

Chairman Item (18) m Statement B which reads “i’loposal to create 
a kind of B.mkeis’ moitgages with ccitam concessions” is a recommenda- 
tion based on the Sub-Committec’s Itepoit (ontniiied m paia 117 theieon 
^\ hat lie join \icws on that^ 

Mt Cinnc I lea\e it to join Committee to decide With legard to 
item oJ 1 am not sure win blank tiansfci ot ‘^liaies should be piohibited 

Ml BuiLUti B\ making such a legui ition the b.iiiks would be piohi- 
bitod fiom making ad^anc(S against shares held ni an\ name othei than 
the name ot the boiiowei What happens to-daj is that people huy shaies 
which aic 111 ihc n. lines ot other persons and these shaies aic deposited 
with hanks as secuiitc foi idvances The reason why thej' do not want 
to trmsfci the shaio is to acoid the stamp dut-v thus entailed 

Mr Curiu In tli.it c isc wc liavc no ohjection to the suggestion, il 
a sjieci il stamp dutx could be aii.tngcd 

Ghauman Now that we have exhiusted this papei the Committee 
would natur.ilh like to know the icasons foi yoiii objection to certain 
items, when jou saj Jegislatiou is not lequued 

Ml Gviitt With legard to item (]) imdei Statement B, w^c aie of 
opinion that clciiii adxaiices, as Bi Jeidels told jou, may be the basis of 
advances wdncli <i bank legitimately makes and to make any stipulation 
m legard to the cipital of the bank seems to bo hampcimg its propei field 
oi activity 

Chairman Jf wc xvanted to make i piovisiou llicic it wall immediately'- 
contl'ct with tile statement you liaxe m idc elsewhcie 

Mr Cur lie That i.^ so Items (2) and (3) also piactically fall under 
the same catcgoiy Whth legard to item (7) we do not see how it is 
possible to dr.iv any haid and fast line with regaid to long and shoxt 
term business 

Chairman It max conflict again with some of om lecommendations 
on Industrial Bmance 

Ml Currie Yes Wc aic ot opinion that xvith legaid to item (10) 
we cannot make legislation at the present moment because the eo-opeiative 
movement eoveis only a veiy small propoition of agrieultuial finance at 
present With legard to item (11) we aie of opinion that it will also 
conflict with llie development of banlang in India 

Chairman With icgaid to item (12) I think youi view is that those 
people who do not conform to certain conditions in law will not be allowed 
to use the teian “Bankci” oi “Bank” 


2 n 2 
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Bt Tup Eveiybodv wlio knows such an act is, ni my couniiy, com- 
pelled by law, to leport the mattei to the Public Piosecutoi. 

Ml Mami Suhedai Heie what happens is that the Public Piosecutoi 
and otheis who aie authoiised bj law to act do not act quick enough, and 
the man takes the booty and goes away We wall examine the pioceduie 
undei which it is done at present and if we find il is not sufficiently strong 
to bring to book the guilty, you hare no objection to oui suggesting addi- 
tional measuies 

Dj Tup No 

Ml Bavidas Pantulu Anybody can complain to the District Magistrate 
who IS the head of the police Even <n the case of a Public Piosecutoi 
somebod} will have to complain to hnn before be can take action When 
people come foiwaid I do not think district magistrates have been found 
to be lax ni having matters mvostigaled 

Chan man We can discuss that among ourselves 

M} Cinuc (28) A bank dealing m foieign exchange will not be doing 
exacth the same business as joint stock banks It will be doing business 
with joint stock banks on its own behalf The directors of that bank could 
lei} desiiablj be directors of joint stock Lanlrs In England the directors 
of banks are also directors of banks doing special business bucli as financing 
tiade between England and South Afiica, between England and Australia, 

1 think such a rogulatiou would A’^eiy much Imiit the number of directors 
ct chaiactei 

Chairman (31) You have said that you would agree, but you are not 
ioi voluntaij liquidation (32) and (33) Y^’ou want to give the pow'ei 
to sbaieholdeis alone 

Ml Cinrte (84) In this case oui opinion is that if a director is in 
disagieement with the Board on a question of policy Ins only means of 
bringing the mattei iinniediate]} to the notice of the shareholders is by 
immediatel-j resigning iioin tlie boaid A general meeting may not 
t^akc jilaee tor another 9 months and in the meantime the policy wmild 
baAe been adopted It is theiefoie considered that the diiectoi should 
be left the power to resign in oidci to show bis disapjii o-^ al of the 
jiolicc tliO board is adopting 

Ml Manu Svhedar A lettei of resignation b\ such a director in which 
he gives his reasons is Hie piopci1,y of the bank and shareholders are not 
entitled to see it A case occurred wffieie the shareholders wanted to see 
a duel (01 s letter of resignation, but it was not shown to tbern 

Bi Tup It IS another point 

M' Monti Suhedai Mi Crime said that there should be no piohibrtion 
m f^ulei that the director may be able to diaw'' the attentron of the share- 
holders to the clisag] eernent on a question of pohe^ I agree Tneie is 
nothing in law to compel the management to show" the lettei of lesigaat’on 
to sliaieholclcis 

Dr Tup It IS not so in my eountiv They would ask at the general 
meeting 

Mr Manu Suhedar That is after 9 months 
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Mr Cassels The situation m Canada is much the same as t is in 
England Theie is no statutory provision in that country but it is onK 
the custom 

€5 

Ml Mami Subedui They will have to give notice of lesolutions in 
advance Shaieholdeis aie not a mobile body, and then powei as lestricted 
by the fact that they will have to call a special meeting and pass the re- 
solution(s) at that meetmg and again confinn the resolution(s) at the 
next meetmg and foi this a certain majority is piovided 'J* Shareholders 
have infinite power under law, but their power is difficult to exercise 

Br Trip It is everywhere the same If you put m a strict provision 
it will be harmful to the bank It will have to spend a lot of money on 
the investigation by the auditor of branches every year 

Di Fricdench In my country, we have no legal provisions with regard 
to audit of commercial banks It is left to the managing committee and 
the board of directors In case shareholders want special audit they can 
get it If the majority ask for it, it will have to be done Every bank 
has its special auditing department and its inspectors have to go round 
and mspect the bank’s branches 

Chairman (22) Your point is that it should be left to the Eeserwe 
Bank, but you would not object to a Controller of Banks'? 

Ml Guine If the Eesei\e Bank thinks it necessary, vith regard to 
the posrtion of the country, we q^uite agree 

Chairman (23) We consider that one-tenth is most useful for ah 
ordinary industrial concern It will do no harm to a credit concern Irke 
a bank 

Ml Currie Such an application would probably result in a run on the 
bank In the 1929 Act, in England, I thmk one-third was laid down 

Chairman (24) The same thing applies here If people w'ant to sub- 
ject a bank to such a strain on its credit, they should have sufficient moti%e 
to induce them 

Mr Manu Subedar (25) Would you give the authority to any one in 
the country to prosecute a person connected with a bank who is ciiminallv 
liable^ The banking company may do it. Government may do it, but 
Government have at present no adequate machinery As a matter of fact 
those who put this forw^ard find that various people involved m frauds, with 
regard to banks have escaped scot-fiee 

Ml Bamda<} PantuJu As a matter of fact anybody can prosecute 
Section 90 C P 0 authorises any private indmdual to do so 

Mr. Manu Subedai How then has it happened that these people 
responsible for frauds have escaped^ If a bank has gone into liquidation 
the liquidator is concerned with his own busmess of clearing up, and he 
has no personal motive to institute a prosecution This is a social wrong 
and it induces other people to do the same, but if a man is brought to 
book, it will have a deterrent effect, and to that extent it would do good 
to banks 

Ml Cassels Wffien a hquidatoi is appointed it means that the liqui- 
dator must report to the court if somebody has been guilty of malfeasance 
m regard to the bank It is his duty to put this information before the 
Pubhc Prosecutor 

Mr Manu Subedar Would you say if the machinery is lax it does not 
matter’ Would you say it is the proper thing for some public authority’ 
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Mr Currie I tliiiik it is aa inteifeience with the rights of shareholders. 
It the shaiehokleis agiee to such a lestiiction it is entirely a different 
matter 

Mr Manu Suhedar The shaieholdeis can say that the majouty should 
be Indians i 

Chairman The niajoiity of shaieholdeis, even if they aie Indians, may 
not decide to have a inajoiitj of Indian duecfcors It does not lUcd^e it 
legally incumbent on them to take that action 

Ml Manu Subcdar Do you know of any othei countiy yhere the 
ma]oiity of the diiectois of banking institutions are not lequiied to be 
the nationals of the coimti*y? I 

Ml Giinie In England they aie not icquiied 

Ml Barker No other nationals can be a membei of the court of' 
management of the Bank of England 

Mr Clime That is not a eomineieial bank 

il/r Saikci In Canada? 

Ml Casseh The lav is that the niajoiif% of the diicctois must be 
British born subjects of His kfajesir domiciled m Canada 

Di Fiicdench We bare such a lestiiction, not for joint stock banks, 
but for the Bcseiv'’e Bank 

Di Tup In Holland tlieio is no lestiiction except vith icgnrd to the 
Eesei've Bank 

Mr Manu Suhedai Haring legaid to the situation in India m which 
foreigners dominate the economic life of the countiy, would you say that 
such a regulation is not good*’ 

Mr Curiie Coreiiug all institutions m India'' 

Mr Manu Suhedar Covoiing institutions icgisteied undei the Indian 

lav/ 

Ml Cume I do not tliink so The regulations should Icarc 'share- 
holders flee to select sucli diicctois os they think fit There is an excep- 
tion peiliaps m the case of the cential institution, but where commeicial 
business is concerned the shaieholdoro '^hculd have the deciding powei 

Ml Manu Suhedar If the activities of the shaieholdeis aie haiinful to 
the nation ’ , 

Ml Cnuie I do not see how they rvill be 

Ml Manu Suhcdai In the sense of tiansfeiiing the controlling pow'Ci 
to alien hands 

Ml Guriic Shaieholdeis have still got the contiol over the directors 

Mr Manu Suhcdai What we w'ant to do is to restrict then discretion 
with regard to the nationality of diieetois 

Ml Currie Why should you do it^ All that is necessaiy is that the 
directorate should be efficient 

Mr Manu Suhedar Shareholders have discretion ovei a wude field 
It is only restricted with regard to the appointment of those who are not 
the nationals of this countiy 

Mr Cume Would you omit any body who might be 'veiy useful to 
them just because he is not an Indian 9 
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Dt, Trip If as a director I have a strong opinion against the manage- 
ment I Mould put 1115 view in a finance papei and then the public opinion 
will go into the situation 

Ml Manu Snhedai Snch a lettei of lesignation should be cuculated 
to shaielioldeis so that they Mill knoM' A ceilam number, let us say 3 
pel cent , mu^t have the light to ask foi the ciiculation ot the lettei 

Di Tnp, That comes undei fS?) 

Ml Manv Subcdai An enquin- is a much moie seiious thmg than the 
policy on mIiicIi a diicctoi has resigned 

Ml Ramdas Pantuhi Would it be in the inteiests of the bank ? 
Suppose lie makes allegations against other sbaieb'oldeis Bach case should 
be left to be decided on its own ments 

Ml lifanu Stihedai (37) Some of us might favoui a one-third piovi- 
sion One sliareholdei Mho is troublesome may come Muth a long list of 
50 queues If a substantial body of shaielioldeis M^anted some infoimation 
then peiliaps there is some ease 

Ml Cwuc What do -^ou call a substantial bodi^^ 

]\Ii Mann Snbedai T should sa\ one-tenth 

Di Tup Shaielioldeis have the light to convene a general meeting 
Thej can put there all the questions they like I do not say they are all 
ansMCied 1 think it should be left to the mangement and the diiectoiate 
to decide Mhethei it is m the general inteiests of the company or the bank 
to gl^e infoimation 01 not 

Chairman A specific proposal M^as placed before us, based on section 
(54) ot the Canadian Pauk Act, that diiectois should submit to shareholders 
all such fuitliei statements of the affaus of the Bank as the shareholders 
may require by a h\e-]aM'’ passed at a general meeting 01 at any special 
meeting of the shaioholdeis called foi the puipose 

Di Tup It IS not all the infoimation they uant to get 

Chan man That is piovided foi bj section (54) of the Bank Act of 
Canada 

Di Tup 1 think it Mould not he so objectionable A general meeting 
of the shaielioldeis have I0 decide, and then it is a question of M'hat the 
maioiih of slnicholdois vant Tlieie iS the difieience 

Di Hydei If it is done by a lesolution that Mill be acceptable 

Chav man You M^ould have no objection to a piovisioii on the hnes of 
the Canadian Bank Act 

Mr Casseh We would not object to that 

Ml Manu Subcda'i (39) It meiel^ means every institution doing 
taaiikiiig business m India Mill come under the law relating to this 

Chav man Eicn institution registered under the Indian Companies 
Act’? 

Ml ]\[anH Subcdai That is the idea All that mb can reasonably 
suggest IS Mitli legaid to banking institutions legisteied under the law in 
India and Mheii tliev are so registered there may be some reasonable 
ground for it I should like to Imow Mr Cuine’s views With regard tw 
such a provision for institutions registered 111 India 
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Chativ>an Item (58) The opening of new blanches will come in 
•auolhei jiapei Whaf aliout the pioiision lequuing infoimaiion legaiding 
•fhe closing of blanches^ 

Ml Cuiiie It seems to me to be entiiely a busmess foi the bank itself 

Di Tiip I think tbeie is some conti a diction between this clause and 
-the lecommendation that “banks should e\pand as much a'l possible” 

Chairman We aie not dealing with the opening of blanches, that will 
come in anothei papei We aie onl-^ discussing beie about the closing 
of blanches 

Ml Lamoncl I think it would meiely be an intimation to the Reseive 
Bank that the bank is going to close down 

Ml Mann Snbedai If tbeie is a paitj which gives peimission foi the 
opening of blanches, it is good foi tliat jiaitv to know wdiy an institution 
IS closing down 

Ml Cuiiie Tbeie can be no objection to that 

Di Tim It depends on the question of licensing of new blanches 
This can be a piovision quite apait fiom the licensing pow’^ei of the Cential 
Banking Autboiitj^ 

Ml Manu Snbcdai But if tbeie is a licensing autboiih which gives 
poimission foi the opening of blanches, tlien that would be the piopei 
autboiity to get this infoimation also 

Di Tup If wo agree to this, it should not be understood to mean 
that we agioe to the lieensmg autboiitv 

Ml Mann Snbcdai (61) Piohibition to acquiic contiolling mteiest in 
banking institutions without the disclosuie of such infoimation to the 
Cential Banking Autlioiiti This applies to institutions inside the countiy 
In the business woild an acquisition is geneiallv done with a definite 
business motive and if tbeie is an-^ such thing going on in the banking 
woild, it should not lie undeihand, but known to the Cential Banking 
Autboiitv 

Ml Cm lie It mai be a mattei of buving Aiaics 

Ml Maun Subedar If the^ acquued contiol it would become obli- 
satoii on the paity to send at the fiist oppoituiiitA infoimation about this 
to the Cential Banking Autboiitv 

Ml Cniiic They ma\ have aliead\ bioknn the law 

Ml Mann Snbcdai The woid ‘piohibition’ I am afiaid occuis eveiy- 
w beie 

Chan man I think it. w'as stated that if tbs wcie done without dis- 
closuie 0 ^ such infoimation, the piocess itself would become illegal That 
It; what piohibition means It would become an illegal opeiation 

Dr Trip If the company made a legal ofici and they bought shales'? 

Chan man The intention was that aacn the pinchasing of shaies would 
become an illegal opeiation 

Dr Tim This is not necessaiy if jou haie the piopei lelation between 
the banks and the Beseiwe Bank 
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Ml Manu Suhcdar He miglit come w m anj oilier capacity Ilian as- 
a director He may be a managex 

Mr Currie Why should he not be a diiectoi? 

Mr Manu Subedar He should not have the contiollmg voice 

Dr Trip It may he a political point, it is not a hanhing point 

Ml Manu Subedar Having regard no the pecuhai situation in Lidia — 
youi eountrj ’s economic life is not ciicumsciibed by dommant foreign, 
inteiests — if a piovision is made foi this, what will be the haim it wdl do 
to the country^ 

Di Tup I think the situation of this country is at present dominated 
by political sentiment, and we as experts are not prepared to enter that 
field Oui experience is that theie are no legal restrictions m that respect 
in our countries, and if you want to have them I thmk it would be for 
pohtical leasons with vhich we are not concerned 

Mr Cunie Item (40) I do not know how you are going to find out 
the standard of qualification for the Manager of a hank except through 
the directors who would natuiallj make sure that the manager is a capable 
and experienced banker 

M^ Cuiiie Item (44) The depositors should have no right to appoint 
directors, they only deposit then monej wuth a bank, if they do not like a 
particular hank, they deposit then money with another The control of 
the bank is the business of shareholders 

Chairman Is any such pow'ei given to the depositors in any of the 
countries from which you come^ 

Mr Cunie No 

Ml Mami Subedai In the event of liquidation, you know that credi- 
tors have considerable powder, both under law'^ and in practice A sugges- 
tion was made to us that some kind of provision such as W'e have made 
should be provided for It is a di&cult suggestion to carry out, but I 
would like to know' w'hetliei there is any precedent for this 
Ml Cunie We do not know of any 

Ml Cunie Item (50) Prohibition of share haw'king This seems to 
be rather a vulgar way of describing Industrial finance You cannot for 
instance advise an industrial bank that they must not hawk shares 

Mi Lamond These are intended to be then owm shares 
Ml. Ouine Item 51 Wc have no objection if an exception is made 
for loans against shares 

Ml Currie Item (52) Prescribing a time limit wnthm which transfers 
should be registered This does not seem to be possible 

8ii Hugh Code It is to prevent the holding of blanlc transfers for an 
indefinite period which is so common in India 

Mr Cunie, If a blank tiansfer is not produced for registration, how 
are you going to put a time limit’ 

Sir Hugh Code I suppose legally the transferor or transferee w'ould 
not get his monej 

Mr Currie It would bring the law' into contempt 

Ml Budleij If jou legislate for (51), (52) would be unnecessary 
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Mr GuT)ie, Only bj tbe sbaieholdeis themselves 

Ml Manu Stihedar Here in this country if it is set aside by law'-* 

Mr Currie Then I think the objection remains 

Mi Manu Suhedai You considei that the contiollmg authoiity as a 
thud party ought not to inteifeie with the shaieholdeis’ 

Mr Gw Tie Precisely 

Mr Manu Suhedar You do not think that the State ought lo take 
such action as it thinks fit in the general inteiests of the commumt\ but 
that individual inteiests have to submit to geneial interests^ 

Mr Gunie I am veiy much agamst it 

Mr Curue (64) Proposal that depositors of small amounts ma3 be 
given protection and piefeience bv law I am entiiely against any one 
depositor being given piefeience to any other depositoi 

Sir Hugh Code (65) Provision to the eftect that a certificate should be 
obtained from the Achoeate General oi from the Kcgistiai of Companies 
before anybody takes ciirmnal proceedings agamst a banlang company This 
arises out of the fact that certain individuals in tins country have made a 
point of making repeated charges against banking companies and that 
mteifeied •'iith then daily operations 

Mr Gitrric I think m the course of discussions we mentioned that if 
the Adi^'ocate General gave his penmssion for the pioceedings to go on, 
the case vould be veij much noise than before 

Chav wan If in an\ of these cases, m nhich %ou do not ad^ocate legis- 
lation, we later on come to the conclusion t.hat legislation is advisable and 
recommend it, in fairness to ^ou we shall make a note that vou do not 
advocate legislation 
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Mr Manu Suheda) I am afiaid we have still lo considei ilic piactico! 
difficulties So fai as we as a Committee aie ccncerned, this is the fiist 
dime we aie discussing it even amongst oUiselves, we would not therefoie 
be unmindful of tlie difficulties Bui is iheie any objection m principle 
tc tins'? You loiow^ foi example that in England an undeitaking has been 
gn en that thei e' shall not be ni amalgamation of anj tw^o of the Big Five 
"Theiefoie a situation has i cached wheie the Cential Authoiit-^ has to 
inteipose In oui countij theie is no such dangei On the contiary, a 
suggestion has been made that evei\ encouiagement should be g.ven to 
small banks to amalgamate m oidei that they may cany on much bettei, 
and moie economically than they aie domg The idea is to imt'ate the 
necessaiy legislation so that the Cential Authority would be fully seized 
of w'hatevei is going on in the banking w^oild without having legard to 
lumouis In India lumouis pla-^ a consideiablc pait on some occasions 
and I do not want the Eesoive Bank to Le at i.he meicy of these lumouis 
The Eeseive Bank as a Cential Authoiitj', ought to be in definite posses- 
sion of direct infoimation If the acquisition of controlling inteiest is wnth 
a view to amalgamation then there is some other clause which saj'S that 
amalgamation should not take place ri'lliout then permission and they 
•would not as a lule piohibit it 

Mr Ciniie I fear the pioiision may hamper amalgamation 

i\Ii Manu Suhcclai You can add >n youi observations that ,you hope 
that any such pioMSion ought not to nampei amalgamation 

Chan, nan, As it is amalgamation has been provided for in item ( 60 ) 
and to that 3011 liaio not obiected 

Mi Cviuc We ]la^G no obiection on principle 

Mi Manu Suhccla) Item ( 62 i Piohibition against am partjf, film, in- 
stitution, O’ companr opeiating through a foreign country acquiring con- 
trolling interest in an^ iiisiitutiou doing banking business in this country 
I want to know the giounds on which the expeits think that there is no 
jieed for an\ statuioi\ piovision 

Mr Guine The objection to anj statutoi\ regulation is that cn prin- 
ciple it IS objectionable to m ikc an^ regulation which stops any individual 
01 fiiTii fioni selling Ins 01 its piopeitr in tlie best miikeC he or they can 
■find 

Di Hijdc) Oi in such foims as he ma^ -find suitiblc 

Ml Cuiiic es 

Ml Manu Suhcdai With icgaid to this tuu state that it wmuld intei- 
feio with the right of sale in the best maiket of the shajeholdeis 

Ml Curitc It might 

Mr Manu Subedai Is that the onh objection'’ 

Ml Cm lie That is the mam objection 

Ml Manu Suhcdai I can understand, if a piinciple were inNolved as 
exists in voui countij , namel'v the light of evei > one to sell his assets in 
the best maiket But the principle w^as upset m the national interests in 
the United ICingdom 

Mr Curiic That was done h\ the directors taking action with the 
consent of shareholders 

Mr Manu Suhedar It was done in a particular manner, but in efiect 
it w as set aside in the national interest 
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land moitgage banks foi long-teim moifcgage credit” to make clear wbat I 
wanted to saj 

Ghavman I am not sure ^hat ^om objection is f could see the objec- , 
tion if the apex bank should use short-term deposits for long-term loans 

D? Fnedoiich T cannot approve ot rt with regard to the liquidity of the 
apex bank I am afraid the liqindit} of the apex bank imII suftei from 
giving mortgage credit vit.h the help of shoit-teim deposits 

Chanman That 1 can see I have considered it But vhat is ■^oui 
precise objection to the apex bank taking money on long term debentures 
and advancing that money to a land moitgage bank again for long term 
loans ^ 

Di Fucdcncli I make this proposal especially i\ith regard to the pro- 
posal of starting special mortgage banks because I am not m favour of 
short-term and long-term credit business being mixed m an Apex Bank 

Cha-niaan Could you tell me vheie the mixture is if the Apex Bank 
takes slioit-teim deposits and uses those deposits exclusively for short-term, 
credit and also takes long-term debentures and uses that money in advancing 
money to a land moitgage bank for long-term credit 

D) Friedeiich Bor instance — Mi Pantulu will correct me if I am 
wrong — 1 could see in the balance sheet of the Madias Central Bank that 
debentures rvere issued but onl\ a pait ol the vhole nniount raised by 
issuing debentures has been given to Moitgage Banks I suppose the 
other part of the inoncv raised has been used foi short-term credit 

Chanman I mean then, that long-term money is used for short-term 
credit — vheie is the objection to that^ 

Dr Fnedeiich No objection at all But I am not m favour of Apex 
Bank’s raising money by issuing debentures 

Ml Ramdas Pantulu Before we started our central land mortgage 
bank only a few months ago we had only primary land mortgage banks 
They were issuing then own debentures mdividualh Government took 
up debentures at half per cent less than what they' sold to the public 
Then these primary' mortgage banks had to go into the market The 
Eegistrar said to the provincial banks “if you can raise some money, Gov- 
ernment wall given an equal amount and, theieforc, wall you help these 
banks with accommodation'’ ’ Then we issued debentures for 5 lakhs and 
after getting to the extent of 2 lakhs w'e stopped it because one must have 
a demand for it We lent out about a lakh, lending it to land mortgage 
banks We still consider it a sound investment 

Chaiiman All it comes to is this, that it is a special transaction 

Ml Deiadliai (to Dr Fiiederrch) On page 1 of voui paper in the para- 
graph about w'oiking capital you have at the back of voui mind, I think, the 
idea that there should be division of the functions undertaken by different 
institutions ^ 

D) Fnedenoh I wanted to point out that theie is a difference between 
workmg capital for mdustries and so on and w'oiking capital foi agiicul- 
tuie I wanted to stress on this point 

Mr Devadhai I did not mean that difference So far as caprtal for 
agiiculture itself is concerned I think you propose heie that there should be 
diffpient types of capital financed by different types of co-operative institu- 
tion« Will you be in faaoui of having three diffcient types of institutions'’ 
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7th March 1931. 


Ml Casscis Before we begin the iiioeeedmgs this morning I wouJd 
like to say that we have consideied the question of this lepoit and we are 
going to do oui best to get it in j'om hands before ive leave 

Chan man J am exkemely giateful to you and your colleagues 

Mr Cassels It means that we will have to devote a great deal of our 
time to it and j^ou will leadily undeistand that w e may not be able to be 
present at all these meetings 

Chaiiman As it is I am going to shorten the discussions ovei these 
papers There is much which has nothing to do wath co-operative credit 
There are things like land, improvement of condition of the agiicultunst, 
rural reconstruction, etc , which aie open to doubt as to whether they come 
withm the purview of our Committee I shall tell my colleagues that for 
the present they should confine themselves to asking questions on co-opeia- 
"tive credit, banking facilities Then they can discuss with the agricultural 
experts the other ideas put forward in that paper The position, very 
bioadlj, IS this We have had a Eoyal Commission on Agriculture and 
they have dealt with most of these iiioblems which are contained m these 
papers and they ceitamlj dealt with them in a moie exhaustive fashion 
than IS possible for any expert coming out to India foi 2 or 3 months to 
deal with We hare a big report dealing with the whole thing That being 
so in our discussions with Mr McDougall and Dr Fnedeiich at this stage, 
Air Devadhai, we should confine ourselves to the co-opeiative credit 

Ml Devadhai Not necessaiily « 

Ghatnnan Later on we will lia\e an oppoitumty of discussing these 
papers again w'lth you because it w ill probably come in the subsidiary section 
of oui report So far as I am concerned I had an opportunity of discussmg 
Ml j\IcDougairs paper with a man who was also on the Agiicnltnial Com- 
mission and he told me that his first impression was that even the ]ute 
societies are not piactical piopositions It is quite possible that at a later 
stage we maj* try and get Sn T V Acharya of the Agiicultuial Research 
and ask him to ] 0 m m our discussions but fundamentally the subject is 
outside our purview 

Mr Cassels There is one mattei about wRich I would like to ask — ^we 
‘ never leallj settled the question of the verbal evidence being published or 
not 

Chau man The raemoianda you have given us and the discussions 
with vou will have to be published unless }ou want them to be treated as 
confidential 

Mr Cassels We have no objection to then being published, but I just 
w^'anted to make suie whether they wore going to be oi not 

Dr Tnp I think it would be of some use with regard to our lepoit to 
publish them as then w^e could make the report shoider Otherwise we 
would have to put moie into our report if the memoianda and evidence 
were not published, but no^we can refer to it 

Ohatrman I think I mentioned yesterday that it was certainly my inten- 
tion to publish them 

Dr Fried euch Before w'e start may I make a proposal with regard to 
the changing of the text of my memorandum On page 7, paragraph 5, i 
want to put "We are against co-operative apex banks advancing loans to 
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D) Fiicderwh I have no objection 

Mr. Devadhar In the last column vheie 3011 speak of deposits There 
IS no question, in iny opinion, that the total contiibution towaids the 30 
cioies of these piimaiy societies is not onlj' 8 ciores, it is little moie than 
8 ciores I kno^\ several societies vlieie laige sums of monej* have been 
deposited — instanced to you that society outside Poona It has not 
borrowed a single rupee on a capital of something like 2 lakhs a year In a 
case like that would 50U have any objection to liquidating old debts of 
members, 01 c'ving lonsei ^oans^ 

Di FriedcncJi It should not be done on principle but it can be done to 
a ceidam extent That depends alwa5s on whether the hquiditj and sol- 
^encv of a societj is touched hv giving such loans You cannot decide that 
generally, it is a matter foi the Managei 

Mr Devadhar I can assure 3011 that when a soeietj undertakes a trans- 
action of this nature, it generally goes without saying that it is of long 
standing and has acquired some expenence and some prestige What I 
wanted to know from you was whethei on the basis of the expeiience you 
have had in your own coiintiy \ou would have ani objection to such 
surplus funds being given foi impiovement of land, etc 

Dr Friedciuh I liaie no obioction if it is done to a leasonable extent 

Chau man Youi point is one of piinciple and the sense of it is that 
shoit-teim money' should not be utilised for long-term credit If, on the 
other hand, a inimaiy 'OClet^ has inencx either of its own 01 money w’hich 
IS laised by long-term deposits, 01 money wdiich it can get from the central 
bank on loiig-teini credit, say, foi 4 01 o ^eals, then would you have any 
objection foi that inimaiy socicti to giant long-teim credit subject to those 
limitations 

Di Fuedcuch Not long-tenii ciedit, inteiniediate credit 

Ml Devadhai Wliat would be youi definition exactly of this mteimedi- 
ate credit^ 

Dr Fricdciich Perhaps up to 3 to 1 ^eals In m\ couutiy it is done 
up to 3 01 4 ^ea^s, the utmost peiiod is 5 years but uudei no circum- 
stances longei 

Ml Devadhai If theie is provision available foi accommodation, you 
would do it^ When there aie cases in which a longei period is necessaiy, 
beyond 5 yeais, foi repayment out of additional profit, what method would 
you suggest^ 

Dr Fnedeiich That is a matter foi land mortgage banks 

Mr Devadhar I should like to laiow whethei vou would be in favour of 
a sutTicienth long peiiod In some countiies the period is sometimes 7o 
■\eais and e\en 100 veais At present some feeble attempt has been 
made to start land mortgage banks with some help from Government in 
‘-ome places and m some places separating it after some time, but the 
j'omt IS of funds They will have to spiead it ovei a very long penod 
No bank would be prepared to undertake that kind of lesponsibilities, so 
funds w'lll be necessary, the lepayment of winch will have to be spiead 
cvei a long peiiod What would youi adruce be to secure these funds'? 

Dr Friederich In our papei on mortgage banks we suggested the issue 
of debentures We aie in favoui of Goveniment supplying a portion of the 
•shaie capital 
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Di Fncdciich Two t}pes wall do 

Mr Dciadhai That is co-opciatne societies which deal with agueul- 
tuic‘’ ]Jo A'ou also know that some ot oui societies if Ihej ha\e surplus 
funds, give money evea toi, say, land impio\ement wheie the peiioi 
extends foi 3 , 4 oi 5 3 eais 

Di Furdcuch I nave no objection it these aie suiplus funds 

Ml Devadhar Would 30U like piimcn3 societies to lestiict then opeia- 
tions onh to that extent •* 

Di Fuedeitth It is soundei than in case that the woiking capital 
lequiied ioi this inupose is boiiowed fiom a central bank 

Ml Deuadhai lou would not restiict the operations of that society to 
such an ovtent as could he obtained but ceitamh on the basis of the local 
capital required lou 'W'ould advise boiiowung horn piovmcial banks up to 
a certain extent*' 

Di Fiicdciitli Yes, but nob lilce it has been done At present the 
■working capital ot most piinun\ local societies wuth exception of those 
in 2 01 3 PioMiices consists to the hugest extent of loans hoiiowed from 
Central Bank Therefore the financial position of these primai3 societies 
IS unsound 1 am not 111 t.n our of this financial position It is much 
better to stait sound and to elewelop on a sound line — that means to 
develop according to the dejiosits which ma}' be acquired and not to 
start at once on a bio, id credit basis on icathei a unsound basis 

Chiniman Hue I understood rou coiiectl} to mean that in regard to 
slioit-tciin ciedit, ir.imcl-' iiom 0 months to one year, you have no obieclion 
to the piimaiv socicfies meeting a portion of the demands on it fiom loans 
taken fior central banks ^ 

Di Fiirdciidi I have no objection 

Chanman But if that primaij societj Wyant'S to grant "wBat we may call 
intermediate credit tint is orci one real but up to wh.atevei it may be, 

3 01 4 renis then 30111 iccommendation is that these loans must be granted 
out of monies oht. lined b\ deposits*' 

Di Filed Cl ich Yes Otheiwuse rou will alwa3s find that a society 
mav get into a precarious positron A Central Bank w'ants that loans 
gnen to local societies shall be repaid wuthm a fixed period If the society 
borrows and lends it but for a number of 3'eais of course then it may happen 
that it will he imiiossiblc foi the societv to repay 

Ml Dcvadhai I see Therefore, rou w'ould only let the society boiiow' 
to the extent which it will he in a position to lepar' out oi capital profits 

% Dr FiUedeitoli This leinaik has been made rvith regard to repayment 
of debts of eultnntors Tins should be done out of the net profits obtained 
from agriculture 

Ml Devadhai T am at piesont dealing wntli primary societies -which 
lend monev to cultivators and T am trying to visualise a picture of a culti- 
vatoi who IS a member of the co-operative society and whose ordinary needs 
are met by this <!ociotv Sometimes it happens that a society ma3 he m 
a positron to lend monev for oidinaiy improvement of land where the loan 
will have to ho spiearl over 3 to h veais 

Mr Baindd'^ Pantnhi Ton find m agricultural societies about 8 croies 
of then owm share capital is reserved Will you admit That thev can lend 
foi ml PI mediate purposes some of then shaie capital, hee.ause it is their 
own capital^ 
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Dr Fnedencli In such cases it is the duty of Government to lemit the 
taxes fully oi paitly 

Mr Devadhai What Government gcneially does is by piovidmg loaner 
to agiiculturists which is sometimes done thiough co-opeiative societies 

D} Fnedericli I would lathei piefei the remission of land revenue 
undei such exceptional circumstances than granting of loans In my 
countij , in such matters Paihament has discretion vested in it 

M? Bamdas PanUdu Mi Bailing in his book on “Some aspects of 
Co-opeiation in Geimany, Italy and Ireland”, says as followsv — 

“Loans aie made at the moderate rate of per cent This oi 5 pei 
cent is the usual rate for village banks thioughout Germany 
A few will chaige as little as 4 per cent, a few moie as much 
as 61 pel cent, but these are outside rates Bates have not 
changed much since the movement started In 1879 for 
instance the average rate was not more than 6 — per cent 
Now that money is dear it may be necessary to laise them 
again Meanwhile a member of a village bank can easily 
boiiov at 11 to 2 per cent cheaper than Government and at 
neaily 3 pei cent cheaper than if he dealt with a commercial 
bank” Aie these statements correct? 

Di Fnedench I suppose these rates refer to prewar conditions in 
Geimany I might say they are generally conect 

Ml Bamdas Pantulu May I Imow what the prevailing rates for borrow- 
ing and deposit are in Geimany? 

Di Fnedench It is very difficult to generalise but I might say that 
at present the lending rate is generally between 7 and 10 per cent on an 
average, while the deposit rates are betw'^een 4 and 8 per cent 

M) Mann Suhedai Would vou not say that these high rates are due 
to the present state of German finance wdiich has not yet recovered^ 

Di Fnedench Certainly, it is due to ahnoimal conditions In 1924 
most of oui pnmaiy societies had to chaige even up to 24 per cent for 
then lending and it was not considered usurious because of the lank of 
capital m Geimany 

Chairman Theiefoie, the rate of interest reallv w^ould depend on the 
availability of capital 

Dr Fnedench That is true It must, however, be admitted that con 
ditions m my country and this country are not the same I would say that 
if -^011 have to strengthen the Usurious Loans Act m this country, the best 
way would be to limit the rate of interest And I admit that one cannot 
fix the rate foi all over India, because, in my opinion, conditions in India 
are not the same in all provinces 

Mr. Manu Svhedar Do you not think that if discretion is given to the 
presiding judges to decide what is a usurious rate and wBat is not and if 
the judge is supphed with facts and figures about the interest rates in the 
locality from time to time, would that not be enough^ 

Dr Fnedench If the judges are piopeily informed about local condi- 
tions from time to time, then it will be enough 
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-U/ DtbadJun 'Jbjic as aiioihm altcindtive, nameh guaiantee of 
b ciost Would jou be iii ia^'oui of thai^ 

Dt riicdcuch In oiu papoi T;\e aie not m ±a^onl or am guai mtof' 
Ihal IS oui joint oinnion' 

Ml Dcvadhat Tou pieiei subscii2)iious oi etjual sliaies oi debentuics ^o 
guajantee oi iatcj.est on the pai(, of tlit. State'’ Winch would \ou pietci, 
the State sub'^ciibmg to shaie capital oi the debeutme cipitaf oi to the 
guaiaiitccmg oi inteiest theieon'-’ 

Di Fiicdeuch My mow is selt-help is the best helj) in all the-'C mattcib 

Chiui.uan As AIx IMcDougali has dealt nith tins subject in Ins papei 
1 suggest that it i:. bettci to deal nibli tins luatiei. when wl couit to dneuss 
ins paper 

Ml Dovodlini Aic ^on not in lavoui of Stale help at least, m the bcgin- 
mug to tostei the giowdii of the eo-opeiaU\e inotenicnt’ Foi a paiallel I 
might mention that at the coinmencement ot the co-opei^tue iiio^ement 
the State oltcicd help up to the extent ot Its 2 000 if an equ d nnount a as 
Uso collected bj the jiublic 

It; Fiudcinh Foi inslanoe, with iLgaid to inaihetuig societies I am in 
hioui of tins oieuusihoa being subsidised b\ Goveinmenl 

Ml Di"adhvi Mj jioiut is that ^ou cannot expect these new societies 
Lj st^nl ind iuuction all ol a sudden without State help but aftei some 
2Kiiod it might be possible loi them to sf'nd on then o^' n logs 

Dt Fiicdcuoh T liai ^ no objection to tufJe assist nice benn; giicr undei 
"luh cucumstances 

Ml DciodJiai Wlnl is \mu idea at winch nle do aou tlnnlc Govein- 
luciit should adaanee monev*? 

Di Fhicdcuch It must if il ill, be at a vcii low late of interest 
1 01 instance in ln^ coiun.n when Go\cinnaeut lends m )UG\ it 's usuallj 
guen at a vcij low^ lale and sometimes without mteiest 

Ml Dcvadhai How' much lowci ihaii the ofnenl i ate ’ 

Di Fncdaiicli It is gcnei illv done it 3 oi 4 pci cent wham (he oiuciai 
late IS 6 01 7 pei cent 

Ml DotadliGi AVhjil is the pciiod ot lepaMiient'’ 

Dj Fuedeiich It is alwais lathei shoit Sometim.-s d maj extend 
to a 'peiiod of fiom 3 to 5 aeais It all depends on ciicnrastances 

Ml Dcvadhai You toM us that m Gcimany some advances ne made 
without mteiest and some with mteiest, would }ou please let us Imow -1 
Ms 10 lakhs wane to be made as fltate aid then wdiat would be the mteiest 
lute tliat would be ehaiged^ 

Di Fiicdouch It depends on the special kind of societies If aou 
want to stall co-opeiative dauics then, a on should have a good amount 
of block r^'intal and in such cases money is partly lent without mteiest 
Then in the case of foimmg maiketmg societies, oiectmg warehouses 
godowms and so on, roonev is sometimes part-lv adaancecl without anv 
intei est J 

Vi Fnmdai Panfulu Ma> I know how Goaeimncnt helps the agn- 
cultuiists in the ease of a wndespread failine of ciops*? 

You lY 2 a 
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Ml Manu Subedar Supposing 150 pei cent inteiest lias been asked 
for — tlieni say that anybody'’ will say that it is a usurious lato ■without doubt. 
But, my suggestion, is only -witli legaid to the rates of inteiest ■which he on 
the border line 

JD? Fnedench I have no objection to the judges deciding this matter 

Chan man As a mattei of curiosity, ■w'ould you tell me the pie-^wai 
lending lates in joui country’ 

Dt Fnedench Thej’’ ■w^ere beWeen 4 and 5 per cent as desenbed m 
Ml Darling’s book 

Chairman And what weie then borro^wung rates’ 

Di Fnedei ich About 3 to 4 pei cent per annum 

Mi Devadhai You told us that Government assists these enteipiises 
with capital Would you tell us ■whethei there are other forms in which 
Government gives assistance to industries supplementan to agriculture’ 

Di Fnedench I propose that these people shall become members of 
agricultural co-operative societies I am not m favour of these special 
societies for special classes of people We have all kinds of Stale help lu 
our countrj and I think the best State aid for agriculture in lour countii 
IS, in my opinion, education It is especially required for the agricul- 
turists 

Chanman Mr Devadhai ’s point seems to be this Is it the practice in 
Germany for the State to give indirect assistance to these co-opeiative eiedh 
societies ’ 

Dr Fnedench No direct assistance is given to primary credit societies 
State funds are given to the Apes bank (Pmssia Central Co-operative 
Bank) and it lends in its turn to the central banks and piimaii societies 

Chairman Therefore, •your point is that State assistance is not given 
in the foim of capital to primary societies’ 

Di Fnedench That is so With regard to credit societies State 
assistance is given directly only to marketmg societies 

Chairman There is no subsidy fiom the State in the form of paving a 
portion of the recun-ing expenses of primary societies Is that so’ 

Dr Fnedench No such subsidy is made 

Chairman In India so far as I know the State makes some assistance 
by meeting a share of the cost of audit of the pnmary .societies Mr 
Devadhar is only trying to find out whether some such indirect assistam’s 
is also given to co-opeiative societies in Germany and if so, in what foim'^ 

Dr Fnedench I might say that so far as to the meetmg of the current 
expenses of co-operative societies the State does not help in anv way 

Mr Devadhar Sometimes it is necessary to take into account the 
baelcwaidness of the people and it is not enough if the^^ are adwaneed 
money, but they must be given propei guidance bv meeting the pa\ of a 
qualified Secretary or by providing the services of an ofiieei of Go^"-ernment 
for the pui-pose and so on 

Chanman I now' quite follow your point Mr Devadhai Is it neces- 
sary to examine Dr Fnedench on that point You know that the Bn-^al 
Commission on Agriculture who went into the mattei fullv has leco’"!- 
mended that it should be done 

Dr Fnedench I might sav that there is no parallel for it in my country 

2 v2 
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Di Fnedcnch I should hke that we deal with the piesent condifaons 
because what has been done you can find in books, but you cannot find 
m them matenal enough of the piesent conditions 

Chairman kli De\adhai’s point is this there aie special conditions i 
i^ould you advocate Government assistance? Youi first reply was that 
Tou did not advocate it undei any cucumstances It is all right for 
normal cases But India is not composed entiiely of these noimal cases 

Dr Fnedcnch On page 11 second section of my memorandum I put 
oown my answers clearly 

Chairman Even that is not complete It refeis to crop failures and 
special fields such as land improvement and iiiigation But apart from 
these owing to baclmardness of certain localities and classes such as un- 
touchables, etc , without Government assistance towards a share of the 
current expenses it may be practically impossible to start co-operatrve 
societres 

Mr Devadhai It may be social thraldom, it may be financial thraldom 

D] Fnedcnch I advocate financial assistance in siiecial conditions for 
special classes of people 

Dr Hyder Your principle v ill be all light in this country if we had the 
same level of education, the same level of enterprise and the some num- 
ber of agencies as jou have in Germany So long as differences exist you 
would not press for the advocacy of your principle 

Mr Ramdas Pantnlu Government practically bears the entire ex- 
penses of about 3,000 societies of depressed classes 

Ml Devadhai I will tell j’-ou why I am pursuing this question This 
high sounding principle of laissez fane has its limitations, and the fullest 
advantage of these limitations has been token in other countries So vhen 
these lessons are taught to us, I want to lefei to then example State 
help IS one of the necessary evils He makes an exception m the ease of 
education 

Dr Fnederich I am really not competent to decide questions of ':oeial 
reform My personal view is, however, that social reform is in reality 
necessary for this country 

Mr Devadhai We have in uiban areas limited liabihty co operative 
societies though unlimited liability societies are also coming into eostence 
You were advocating unlimited liability in order to distinguish credit 
societies from joint stock banks 

Dr Fnedcnch I intend to putfoiwaad a special paper on urban banks, 

Mr Devadhar I am now talking of primary societies with limited 
liability 

Dr Fnederich Most of your urban banks are limited liability mstitu- 
tions 

Mr Davadhar Bank is a bigger proposition You are using bank in 
the sense of urban societies You will wnite a paper on urban sow sties 

Dr Fnederich Urban credit societies 

Mr Devadhar And there you will deal with the question of unhmited 
habihty 

Dr Fnederich Yes. ’ , 
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Di Fnedench In niy covinkj* we aie not m favoni of State assis- 
tance In yoni countrj' tlieie aie quite diffeient conditions and so Slate 
aid may leally be absolutely necessaiy I have no ob]ec{ion 

Di liydci Befoie tbe wai in the distiicts i\lnch oie non nndei 
Poland, the State bought land and gave it to Germans living theie This 
1 ^ ,i toun of State assistance foi a special puipose 

D) Fiicdoiich Yes 

Ml Devadhen Theie was one society -winch was organised foi sugai 
cane cultivatois In the beginning foi ceitaiu yeais Government gave the 
assistance of IMamlatdais with a salaiy of Its loO They had technical 
1 non ledge and also leienue poweis That assistance was veiv useful 

Di Fucdeiich I am not an advocate ot State assistance Such a 
syGcni 's m ieaiit% unsound The bnsmess ot eieiy society should be 
iiui on busmen's iino'- State aul mar be gnen in ca'^o of famine and so 
on md mav be gnen diuetly to ihe people but not, tliiougb pintiaiy 
'societies 

Ml Devadhai Supposing theie is a backwaid tiact tbe aiea -wheie 
Gonds live m the Ccntifl Pioimces Government felt that makmg 
some contiibution to cuiient expenses foi a yeai oi tvo jears it would 
help the giowth of co-opeiative institutions in that pait of the country, 
Similaih, with legaid to untouchables Now would ton sat that Govern- 
ment w'ould be wiong in givmg that assistance^ 

Chan luan It fs not a question to be put to Di Fiiedeiicli He is not 
ai^aie of the conditions in India As Di Hidei pointed out State assis- 
tance was giten in Geimany in ceitain tiacts in Iieland also mch assio 
tance was given If Di Piiedciich studies conditious in India foi, sat , two 
\ems, ho will bo able to gite a conect opinion 

Ml Dcvadhai In oui lecommendal ions wc shall lla^e to deal with 
cases w'heie financial assistance will be necessai\, and in order to mahe 
That assistance trrrlv eftective some kind of mduect assistance wall also he 
lequned In Older to mal c the case strong for that I put thrs quest'on 

Di Hijdti Tbe principle which \ou iightlv enunciated has got to i.e 
modified in the light of special conditions special needs special oircirins- 
mnees and special purposes There are people who own nothing, who are 
teavih indebted and who have no life m them What is the State to do 
with them‘d Is it to follow'- a policy of laissez faiie"^ 

Di Fiicdcnch That is not my opinion 

Chav man Yom lemaik applies to places wheio people hare reached a 
certain standard of living and where the\ could be e^pected to take .greater 
care of themselves But surely in the case of the people and the areas 
Ml Bevadhai lefcuod to it cannot apph 

Di Fiiedcuoh Ther all are inhabitants of India and Government 
should take care of them 

Chan man In your owm cormiiv years ago the people were hbeialed 
from seifdoi-n through State assistaueo Therefore when you said that 
it is not done in your country, e-sen that is not absolntelv correct 

Dp Hydei One cannot applv a general paneiple Biiedeiich the 
Great helped the officer class which was ruined b-i the Silesian wars 
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D' liijdci Apaii fiom the special lates offeied by ibo Kailwayg 

Ih Manu Suhedai Tbeie aie special lates to eueoiuage local pioduc- 
(lou and e\poit theieof 

Di Fiicdeuch I am not an expert as legaids lailway taiiffs I can 
onh saj -\\c ba-^e piefeience taiiffs 

Ml Dciadhcn Yon spoke about indigenous bankeis jesteiday I iiaAe 
non in mind tbe ca'^e ot a man nbo lias got bis debts He is non tijmg 
10 make up with tbe nmnei Jendei To help him sufficient!} , piovision is 
ra-idc ni [lie Agiicullmal Eebet Act piovided banks mil help, be can get 
Ins debt to ibe soncai discbaiged ])\ taking advantage of tins piovision anci 
otbeis of ibc kind But tbese bavc leally not been found helpful to him 
ITaic jou au\ suggestions to make nith legaid to enabling tbe agiicul- 
luiist to gel lid of his past debts in as amicable a mannei as possible^ 

Ml Baiiida^ Paiiiidu The Piovmeial Committees have said tbit some 
ageuci IS coming foinaid to advance tbe monev It is meiely a substitu- 
tion of the secLuiti foi the amount If tbeie is ainffiody to gi\3 him a 
learh paiment to discbaige bis old debt, nonld von olv|eet'? Tbe Cential 
Pioimccs Got eminent advanced monet smiilaih 

Dr Fiicdeiich I hate no obieetion to adtance money foi discbaige o*" 
old debts 

Ml Dciadhai Ton nould have no objection if Government vcie 
induced to do it'’ 

Di Fiirdeuch No T think the Assembh vould have to considei 
inea^uus ot this kind and m e^ose a majoiit} is of opinion that loans should 
b( given I can have no objection 

Ml Dciadhai Tbi^ is not a case nhieh can be dealt with bj an 
oidiiiait societv Tins pioblem mil have to be sol'^ed mtb vexy laige 
financial assistance fiom Goteinment and engmeeied, assisted oi negotiated 
In, a ceitain bodt Taking the condition of affaiis as it obtains beie you 
vonld be m favoui of somethino- of a loan^ 

O 

Di Fitedeiich Yes 

Ml Devadhai In tbe beginning teiv fev people undeistood co-opeia- 
Ine societies and so ve bad to take Government help, but non a stage has 
came 1111011 Government assistance is not necessaiy Goieinment might 
set up some machinery 

Di Fucdciich Yes tbei might set up something like a Eefundmg 
Old Behis Boaid iibicb ne have bad in oui country 

Ml Devadhai Mhe call them Aibitiation Boaicls So in youi conntiy 
nbeio people iieie beaiili indebted, tbe State came in to give assistance'? 

Dt Fucdciich In mv countiy Government have bad to deal mtb tbese 
questions cspcciallj aftei om luflation peiiod We san a solution only 
in gnnig Drut=;cbe Pieuten bank loans In 1023 a bank long (eim nas 
founded foi stabilising oiu cuiienc} nffiicb gave 600 million maiks out of 
1=^ capital to agiicultuie, and about 240 millioii marks to tiadeis and supplv 
societies so that agiicultuie bad about 840 million maiks out of the funds 
c tins public bank This monev went fiom this special institution to cur 
Pesoive Bank (Paicbobank) and fiom tbe Beseive Bank to the Apex Bank 
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Ml Devadhar In legaid to societies foi people m^Iio are tieavily in- 
<iebted have you any suggestions to make^ 

Dr Fnedenoli I have aheady dealt with this question the othei day 
"We shall have to deal with this question again in oui papei on inoitgage 
hanks, because I think the discharge of debts is especially a matter for 
moitgage banks Of com’se, they can only discharge debts of landowneis 
As legal ds tenants, then position is veiy difficult Heie considerations 
of Government interfeience should come m 

Mr Devadhai Uneconomic people cannot be helped I understand it 
Apait fioni landholders there is anothei class of people who are not alto 
gethei hopeless, who have small pieces of land but who are heavily in- 
•debted 

D? Fnedench Mortgage banks are for all landowners, big or small 

Ml Devadhai We have to classify people accoidmg to their needs. 
The demands of some are as large as Ks 50,000 It is no use gioupmg 
them along wuth othei s Can you give us definite suggestions with regard 
to small land-owmeis who are heavily indebted, but who are not hopeless^ 

Dr. Fiiedeuch These should be helped as far as possible by credit 
societies or by moitgage banks It is a matter of chanty m the case of 
pieople who are hopelessly mdebted 

Ml Devadhai You have in youi country eleotnoity supply societies, 
etc Do they also receive assistance towards the creation of block from 
State*? 

Di Fnedench No 

Ml Devadhai Are they not called industrial concerns? 

Di Fnedench These are no special concerns Agncultmnsts and all 
•other people in a village join together to instal and work conductmg wnes 
and tiansfonuei stations They entei mt’O a contract with the electric 
generating company for the supply of current The societies supply on 
-this basis cuiient to the people in the village 

Ml Devadhai You sard State is wulhng to assist mdustiial copcerns 

Dr Fnedench I was only speakmg of marketing societies and not of 
iindustiial concerns 

Mr Devadhai Haveiou a large number of wage-earners’ societies’ 

Di Fnedench We are not in favour of startmg special societies for 
wage or salary earners We prefer to join all lands of people together 
We have societies for wage earners, for salai’y earners such as those founded 
hy school masters or other officials hving withm a town But we do not 
advocate them The reason is this If you join all kinds of people toge- 
ther money demand and supply can be beter balanced One class of people 
need, for instance, money at a special time, anothei class at anothei time 
The same wuth regard to the supply of surplus funds 

Mr Devadhar Was there a stage m the devolution of the agricultural 
population in your country when it was thought necessary by the State to 
give some kind of relief to agriculturists’ 

Dr Fnedench Tliere were, for instance failures of crops, of wine 
growers They were given special loans by State banks through credit 
societies 
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D; FuccleuGli I uudeistand jou \\ant to kno\\ ^^laethel agiiculture 
gets a net piofit 

Dr Hydci I am not compaiiug this country with another country 
Before we are able to do soj we should have these items expressed in 
arithmetical figures Has anybodj given you these figures'^ 

Dr Fnedericli No We made up our minds according to our experience 
and facts read m books I read, for instance, a book by Professor Zakir 
Husain on agricultural constitution in India 

D) Hydei I could quote to jou a passage from Darling but I do not 
like to go to that extent It may alw^ajs be a fallacy, but I w'ould like 
to discover the facts and from those facts draw conclusions Here is a 
general pioiiosition supported bj general principles The smest way to 
settle that busmess is to get the facts and the facts are those expressed 
in mathematics, those relating to receipts and expenses I can give vou 
my ow n experience w'e had this matter coming up in the Taxation Enquiry, 
in the Agricultural Commission and here we have this on tJie Banking 
Enquiry The facts from which conclusions have to be drawn are not 
there The general principles are there, the} will not cany us far 

You recommend a certain pohc} to be followed b} co-operative credit 
societies and you refer to debit and credit rates Are debit rates rates on 
deposits or rates on loans? 

Dr F)icdcuch Debit rate is the lendmg rate, and credit rate is ihe 
bon owing rate, the former on loans and the latter on deposits 

Dr Hydei You recommend a policy and you say that it is w^ong to 
start with low' credit rates in order to get low debit rates Would it be 
wrong to have low' boiiowmg rates m order to get low' lendmg rates'^ It is 
a question of ordinary economics, that is to say, taking the supply and 
the demand puce, do }OU find that there is any scarcity of funds’ 

Di Fiicdcucli According to the statistics supplied to me w'lth regard 
to primal} societies, there is scaicit\ of funds 

Dr Hydei Y'our impression is that if the deposit rate were high, more 
deposits w'ould be attracted? 

Di Fncdcuch Yes 

Di Hydcr If you keep your boiiow'mg rates Ingh, you would Irave to 
keep your lendmg rates high, unless the expenses m connection w'lth the 
management of the local bank were ml Unless the State stepped in and 
said tliat the} would undertake the expenses, the two rates would always 
have a tendency to be apart from each other and they could only be equal 
on the supposition that there were no expenses of any kind whatever m 
connection with a co-operative credit society I submit to you that unless 
this position arises, if we had high borrowing lates, we should have inevit- 
abl} high lendmg rates 

Du Fiiedench Primary socreties have now a lack of caprtal Money- 
lenders charge rather high rates of mterest and co-operative societies charge 
rather low rates To take a loan from a primary society is much cheaper; 
on the other hand, moneylenders charge from 12 to 30 per cent and make 
a profit You have this difference between the rates of interest charged 
“by moneylenders on an average and the rates charged by societies Even 



and fiom the Apex Bank do^^n to Cential Banks and pimiaiy societies' 
This public institution for stabilising cuiiency had to be dissolved accoiding 
to an agiecnient nith oui foimei vai opponents and in 1925 anothei instn 
tutiou vas ioinied called llenlcnbank lueditanstalt, a credit institution 
ni banks 

M? Deiculhm It is something coiiesponding to an apex agency‘s 

Di FiudcTtch Yes to letund old debts nith the help of banks lu- 
teiesled in agncuiliuc II<jue\ has to be supplied b\ issuing debentaies 
Bebontuie'i an I'^^ued not onK in Geimanj but eien in foieign countiies 
and 1 tan ''a\ that the laigcsl pnilion of the \ oiking capital ot these public 
lasiitntiou^' has been supplied oa bonoued mouei fiom Ameiica 

Ml Maim Suhudai Aic tbcst loieigu dcbcutuies guaiaateod in oin 

V. ai 

D) Piuchiich Tho\ lie guaianteed bi moitgagcs’ moitgage lauds oi 
dcbeutuies 

Ml Maiut Siihcdai Tbe\ aie moilgaged on the assets But uhoss 
guataulee is it" Ihe gununuci i>t the State oi of the Keiolis Bank or of 
the public bank " 

('hdciman Tiip Bciitpii liink Kieditanstilt is a Stitc bank’ 

Di Fucdiurh It n a pi’bhc bank no State guaiautcc is necessaw 

.Vi Maun Suhedat Th* dcliontuics aie issued on the guaiantee <■£ the 
State bank? 

Di FucdcuLh Yes 

.V( Devadhen I v ant to uut.r<.-,i aid tlu meaning of the void 'public’ 

D> Fucdnnh “Public nuaiis “State 

Di !hid("i Ihe piolil ot a lu -uk s^ ma\ be plus oi minus and is the 
cbfltiencc betveen lecciptb and expense-, is it not’ It mac be a uo'’iT e 
01 a uegitice quaniitc , Out it lApends iipon vhai con get out ot this 
difieience betuoen leceipts and cxpeiibos . 

Di FiiGilcitch Yes 

jD) Hijde) I a IS vondeiui” vbotliei con bad obtiiucd tluougn soma 
couiee am aiilhmct’cal tiguips as tr leceipts and expenses lelat ng to 
agiienltinc Hate con had nin iigiin,i- supplied to cou be auvbotl' in 
leg lid to icecipts and expenses^ 

Di Fiiedcuch Xo In im counti\ agiicultuie is at piesent tiot pio- 
•fltable, expenses aie laigei than leceipts 

Di Ihidcr You made a statement tint Indian agiicultuie is not pio 
ntabJc Tint mac be so oi nnc not be so, but as a bankci \oa aould 
lealisc that the vliole question can bo sohed only if we can have these 
tp 0 Items, icceipts and expenses, expiessed in figuies I have been a 
long time aftei these leceipts and expenses, and I have sened on many 
Comnuttces, but ve ncvei came acioss anv leccipts oi expenses I quite 
lealise the impoitanco of these matteis but to bung the mattei to a 
conclusion end to settle this question uhethei Indian agiicultuie is pio- 
fitable 07 not, I want to know the leceipts and expenses expiesspd ir 
figuies 
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It the societies mciease their rates by say, 3 pei cent , then lending lates 
tv aveiage much cheaper chan the lendmg rates of moneylenders 

ihc societies should 1 tlnnh, allow this 3 pei cent for deposits more than 
■taey do at present and I am convinced that a part of the capital of the 
nnonejiendeis would get to the primary societies They would look after 
investment in piimaij co-operative ciedit societies because it would be a 
profitable investment Where primary societies get enough capital in this 
way, they can lower then credit rates, m order to restrict the increase of 
deposits to that amount which can be invested profitably 


Iiyde7 This is a question of the rates m relation to the volume 
of either lending or borrowing and I put it to you that if you start from 
this positron, t e , taking a high rate on deposits, you must undoubtedlv 
attract a large volume of deposits, but inevitably you will have lO keep 
the lending rate at a high level, unless the expenses were ml jf you 
start with a high rate of inteiest, undoubtedly the moneylenders would 
come in Eveixbod^ ’s money vouid come m, and because the local vdlage 
banks have ceitam duties imposed on them the capital entrusted to such 
a village bank is secure But the primaiv consideration foi the peasant 
Is what the bank rs going to chaige 


Dr Fuedcuch I was told b’v an Indian the other day that it would 
be amazing how mv coimtiv has been developing since the inflation of 
1923 It has been on the lines maiked bv me that we have been building 
up our economic srtuctuie and oui co-opeiative societies in Germany 

B? Htfde7 We come back to the point put to you by the Chanman, 
•namely, that it is a mattei of the quantity of capital that is forthcoming 

Chah77ian As I understand the position, the present policy regarding 
these co-operative institutions is something like this the primary society 
obtains its funds paith from deposits and paitly from central banlcs It ’s 
possible that the amount it gets from central banks rs larger than the 
amount it get-s from deposits The effect of that, as Bi Hyder points 
out, IS m the diiection of lowering the lending rate "Your pioposition rs 
’that more money should be obtained locally and for this purpose the honow- 
ing rates of the primary societi should be increased so that monev now m 
the hands of moneylenders mav flow into the society Have you at 'll 
considered to what ertent the boiiovmg rate, i e , the rate paid on deposits, 
vull have to be raised to make that policy effective^ The monevienders, 
=0 far as we have seen from the Provincial Beports, get something like 18 
to 24 per cent In order to attract that money, the rate on deposits will 
have to be raised, not bv 1 or 2 pei cent , but probably bv 10 pei cent 
or even more That was Dr Hvder’s point Therefore, it will have an 
inevitable effect on the lending rate The present positron is that central 
banks obtain monev from deposits at central stations where cheap capital 
IS more readily available, they may also get part of then capital fjom apex 
hanks, these being in the centre of the pionnce cheap capital is much 
•more readily available You want to reverse the process 

Dr Fried ericli We must consider the risk which money-lenders take 
in lending then mmey all kinds of people The high rate of interest 
rs to a ceidain extent an equivalent to the nsk Where there is no risk, the 
r'ate is lower Therefore, I am of opinion the credit rate of a society will 
'nob have to he raised as much, as mdreated in order to get funds of money 
lenders 



Thai IS indicated by the fact that taking the sliuctuic as a v hole huge 
sums aie invested m Government secuiities I think eithei 3011 01 Mi 
McDougall 01 both dicw attention to that featuic of tlic situation Theie- 
foie the picsent is not the time to lake ani measuics >\hich would ha^e 
the effect of laising the interest lates against the boiioving peasant As 
matteis stand, in India even an meiease of one pei cent in the lending 
late to the agiicultuiist \\il] hit him ^cl^' consideiabh The pomt 15 
vheie is the need foi it On the othei hand, i\fi j\IcBouga 11 m Ins 
papei has suggested that ceitam sums of money which now go into the 
coSeis of Government should be made a^allable foi hnanemg co operatne 
institutions I shall discuss this spccihc pioposal with him when Hit. 
time comes To my mind the onl^ advantage of that proposal is a 
further cheapening of the inteiest lates It is the cheapening of inteiest 
lates to the agiicultuiist which is fundamental Assuming that the rate 
IS now 10 pei cent and it is 1 educed to 0 pei cent , e\en the one per 
cent leduction to the pooi peasant of India counts foi a good deal On 
the other hand, if we aie to piiisue 30111 pioposal and laise the late of 
inteiest from 10 to 11 pei cent , I should Ihmk that this will affect the 
peasant veiy consideiablv and unless it is piovcd to be absoluteh essen- 
tial I for one would hesitate to advocate the pioposal Theie is no need 
for it at the piesent moment because taking the co-opoiatno organisation 
as a whole mnnc\ is adequate lYhcn moie innnc\ is lequired, it will 
be time enough to consider how' that money is to be found Tlic monev 
maa ha\e to be found as AIi IdcDoucall has snageslcd b^ Government, 
not by his comparlmcntal s%stem which c\on authoiitics m England would 
not accept but bv means similai to that adopted in England and also in 
Ameiica The whole object m England also was to 1 educe the rate of 
interest wdiich otherwise the unfoitunatc asucultuiisl would have to pav 
The relief to the agiicultuiist is the fundamental idea of reducing the in- 
toicst latc, and the pioposal to m3 mind goes absoluteh against tliatr 
fundamental idea 

Dr. Fiiedencli I am not convinced I mav sa3 tlinl 1 nm also nun 
mg at the same pin pose which \ou aic .liming at 

Chan man I haic placed befoie ion all iiiv aignments and, thciefore 
on this matter you and I wall have natuinlly to diffei So fax as our 
Committee is concerned w'e shall discuss the subject amongst ouisehes 
and if the majoiiti agiecs wifh 1011 and disogiecs with ue, then it will be 
111 10U1 faioui The fundamental issue is how iq the huiden of mtercst on 
the agriculturist to be reduced And the pieseiit auangcmeui.s ha\e been 
hi ought about after a vei3 close study of the situation of this countri by 
expcit committees, including if I lemembci aiiglit, tlili IMaclagan Com- 
mittee This has been the lesult of expeiieuce gamed by people who ‘ 
know all the ills of this land, people who have come into intimate contact 
with the needs of the countiv And now* when 3011 base 3'oui conMctions^ 
after going about the countiy foi about 3 months and com'e to an cntiielv 
diffeient conclusion, I must say, we agiec to differ 

!Dr Friederich My point is that the piimaiy societies have not got 
enough means to satisfy the needs of then membeis and so it is that I 
want to tap othei resources and my whole thoughts have been concen- 
tiated on that point That is wh3 I suggested that the latos of interest 
on deposits with the niimaii sncielies should as far ns possible be increased. 
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expeiicnce aud uiiclci ^oul 'scheme it niiglit liappcn that the deposit 
rates ofieied bj societies should he actualh highei than the lates at 
which they boiiow fiom the ccutial banks Is that not the position" 

Dt Fiicdiinli I agiec I nuaht that pinnau <?ociotics nr ilic 
genus o! ( o-opeiatmn ,ind T should go c\en lai as lo s,i\ that the\ 
should be peimitted to accept deposits at 1 pei cent inoie than thej can 
get loans iioni the Cential Hank 

Ml tfaiiK Sub((l<n Thoioloic ^ou ^^otlld lelax this udc‘’ 

D? Fuedeuch Yes 

Ml. Manu Suhccla-i At piesent c'lei’i thing is done bv lules and legu- 
laiions While things ue lolt to men v\ho aie not possessed ot a veiy 
high standaid thev have natuiallv got to be dnected fioni the top and 
niuleistmd it the whole ide ■ oi the Kmiil hanks aic notluug lint 
tcdoiitions ot Mxutii'' So then d loii think of p( leinc -omc disc’eiion 
in the hands of piiman, societies i ou should fiist ha\e the leqiiisite qnah- 
fipc staff to manage them 

Di FncdciiLh That is quite tine 

Jli Mann Suhodai But theie mn ho piaciical diJliculties apaifc fiom 
those pointed b^ the Ch innnin 

Di Fuedeuch I agj.ee with qom consalei ilions, but it is the dut' or 
tudiiois to guide the jiohcj of those societies with legaid xo the latos tf 
interest 

Ml Man a Suhcdai Let nie now come to \otu othti point whcie i^ou say 
xUat you expect the moiiejlcndcis’ mone's o couk m imdci 3 cm scheme 
Supposing some of ns were of opinion that the nionetlendcis’ moncj, would 
not come in undei youi piogiamnic b\ aoui ofteimg a lexv pci cent mom 
than those allowed for deposits now then what icmailcs do ton ofrei'’ 

Di Fuedeuch If it is impossible to gel moic money b'^ laisiug the 
Cl edit late then I admit that my scheme is imt woikablc 01 wiong 

Di Hydci Lot me tell \ou that theic aie thicc classes of people 
h^mg in the village, (1) menibeis of co-opeiatnc societies, (2) the money- 
lendei and ( 3 ) the agiicultui ■> 1 moneylender kii Subedai has aheody 

dealt wnth the question of the money lendei I shall now take up the 

other two points Do you know what the agricultural moneylender is 
alter Let me tell you that his eye is oiiK on land So that wdiate-* ei 
iho lates ni deiiosp max ho xou will not bo able to atiiici mom y iiorn 
him IluioLie y oru bouico is di x ilicic Xow w ith legaid to the rnemheis 
Let me sav that theie is no use raising the mteicst lates until the habits 
of thrift, efficient methods of agriculture and education aie imparted to 
them Apart from these considerations I would rsk xou to look at these 
aspects from the theoietical aspect of it No doubt it inax’^ be technicallv 
hue that you might be able to attiaci a little niOic 

Di Fucdciich In rcgaid lo the considerations now made may I ask 
a texv questions*’ Whx are the agiicnltuial credit societies m 
this country not able to finance the biggest percentage of agriculturists 
foi then cmient needs I have aduallv found it m the proxnncial 
lepoi-t that the co-operative movement has touched onlx a xciy small per- 
entage of the people I naiiiialK answeied this question considering that 
heie IS a need foi moic funds b\ the local credit societies, and I thought the 
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Chanman I fully lealise that h\ laismg the lates of interest on 
deposits >ou can attract more capital The real point, honevet, is 
whether that proposition would be in the best interests ^^hlch lou h’a\e 
at heart in connection with this co-opciati\e financing aiiaii"ements So 
far as we know these primary societies do not suffer from ^^ant of capital 
t 6 , the loanable capital It is true that they must meet all the demands 
on them but the demands have first to be scrutinised There are limits 
imposed on the amounts of loans to be given to anj paiticulai mdiw- 
dual Suieh jou would not ad\ocate the grant of reckless loans In 
fact, in the course of examination of other witnesses bi our Committee, 
a doubt actually arose in our minds whether eren nov these advances 
to members of primary societies are sufficiently scinitinised from the point 
of view of secuiitj" behind it and ceitamU the conclusion vhich ve arrived 
at and supported by the Committee was that at the present moment the 
movement is not suffering from dearth of loanable capital That being 
sc your suggestion does not give an\ positive benefit but it results in rais- 
ing the rate of interest to the unfortunate peasant and to mj mind that 
IS a fatal objection to the proposal and the present aiiangenients have 
giOMn up not casualh but evoked as a result of rears of experience The 
matter has been examined br the Piovincial Committees and they have 
ail said that this is the best arrangement under the present conditions 

Mr Bamdas Pantuht In fact the tendenej of late, has been — apart 
from all arguments put forward br non-official co-operators — for the Eegis- 
trars of Co-operative Societies to discourage the primary societies from 
accepting deposits from non-members I might m this connection read 
what Professor Kaji has said m his book on “Co-operation in Bonrbar ’’ — 

“Nonpmembers’ deposits show the confidence that outsiders feel in 
societies and non-members do not hesitate to extend periods 
year after year Put nhen societies become negligent and 
accumulate an ears, thev laise a hue and cir suddenly Not 
only IS the credit of the societies affected, but practical diffi- 
culties in regard to the future finance of the societies by 
Central Banks, arise Non-members’ deposits are' there- 
fore, being discouraged of late, and the result can be seen 
from the fact that the percentage of such deposits to the total 
working capital has gone down from 17 in 1923 to 11 in 1928 
The best course would appear to be to frame and enforce a 
Eule prohibiting piimaiv agricultural societies from accept- 
ing non-members’ deposits unless satisfactorv' aiiangpments 
for fluid resources, approved by the Eegistiar, are made’’ 

Chairman That is another point in favour of my argument 

Mr, Mann Sithedar Subject to correction, I might say that there is 
ai present a certain definite relationship between the rates at which people 
take deposits The provincial organisation takes deposits as it likes The 
central banks are not allowed to take deposits at any rate more than the 
rate at which thev receive their resources from the provincial bank and 
I also understand the primarw societies are not allowed to bonow at rates 
higher than the rates at which they get their funds from the central bank^ 
There is, therefore a definite svstem adopted m India after manv veais of 
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fixing ciedit aie two difieient things Fixing may be done m an open 
meeting But gi anting is actually the woik of the executive who may 
not grant up to the amount fixed 

Dr Friedench Theie is only one point to be considered There is, foi 
instance, a village of about 300 people I really cannot understand that the 
members of the managing committee do not know the position of the other 
members In my country in a village all people know one another and 
members of the managmg committee should know eveiybody thoioughly 

Dr Hyder The leason for my proposal is this The members of 
the managing committee will have the benefit of the criticism of other 
members l^ou total up this When a member apphes for accommoda- 
tion, It IS for the executive to decide whethei credit up to the limit fixed 
should be given You say that the thmg is done at a meeting of the 
managmg committee and not at that of the general body in your country 
Is that the system? 

Di Fiiedcnch Yes, it is so eveiyvheie 

Di Hydci What aie the functions of a geneial meeting^ 

Dr Fiicdeiich It has to consider the balance sheet, auditor’s report, 
report of the managing committee, report of the supervising board election 
of members to the managing committee and the supervising board, also 
of action to be taken m case membeis are not satisfied with the work of the 
managmg committee or the supervising board 

D) Hydei What of the size of the society and the managing com- 
mittee? 

Di Fiiodench Managing committee 5, membeiship of the society 
vanes from place to place, it is between 50 and 100 

Ml Dcvadhai All puisumg the same occupation^ 

Di Fnedcnch Mixed 

Dr Hyder Our ideal in this country is that the membership must be ' 
small The smaUer the number the greater the chances of success, more 
e£5cienc5% more knowledge, more experience and moie education in the 
use of credit 

Dr Friedeiicli The bigger the number of loyal members, the greater 
the efficiency 

Dr Hydei You vould admit that in the go\einment of any busmess, 
a bank or a trading company, there must be a limit to its size determin- 
ed, fiisth bA the capacity of the head to the management, and secondly, 
by the konwledge that people have Between these two limits lies the 
proper number 

Dr Fried eiich May I conect my statement? In 1913 the average 
number of membeis of oui credit societies of the biggest union of agncul- 
tuial cooperative societies in Gennany vas 100, in 1928 the aveiage 
numbei was 112, the highest number (Province — ^Westphalia) — ^was 213, 
and the lovest numbei (Province Nassau H) was 69 

Chairman These are unlimited liability societies It may be all right 
in theory, but in India you can not persuade members to accept in prac- 
tice the idea of unlimited liability If they were joint stock conceins, I 
for one would have agreed with you that there must be no limit to the 
maximum number It is bound to depf^nd on how many people agree to 
share among themselves this unlimited liability ^ 
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best, waj of solving the pioblem would be to inciease the deposit latos to 
attiact more capital winch could be utilised m financiuf^ the needs ot ‘imi- 
cultuie ° 

Gliaii man I thmk I may be able to answei yom j^oints Xoui hist 
pioposition that the piesent-* co-opeiative societies have touched only a 
small part of the agiicultural population is undemable but the leason ot 
that IS not that theie is dearth of capital Theiefoie youi fiist assump- 
tion IS not wholly correct The reasons aic manifest They ha\e been 
brought out veij largely m the Eepoit of tlie^Eoyal Commission on Agri- 
culture who studied, as it were, the human aspect of the problem very 
fully The reasons, aiaived at, if I have to summarise them are the 
u ant of education and want of workers, both honorary and official , and in the 
one province where improvements have been possible in that direction, the 
Punjab, a larger proportion of the agiicultuiai population has already been 
touched bj' the movement That it is not suffering from lack of capital is 
apparent fiomi the fact that all these apex banks have large sums of money 
invested in G-oveinment securities If it were possible for them to issue 
larger sums in the shape of loans, thej would have done so, but the 
fact is that they cannot lend more to societies because the existing societies 
cannot lend more to the existing members wuthout overstepping the margin 
of safetr Peihaps if it veie possible to establish themselves at places 
vheie there are no societies at the present moment, more capital would 
be needed But the reason for the fact wh}- more societies are not estab- 
lished IS the deardli of workers and the want of education The fact is 
that the agriculturist himself does not understand the full value ot co- 
operation Ton ^ ourself have noticed the fact that these banks have in- 
vested large sums in Government securities and have suggested that the\ 
should be used for the granting of larger advances But how' can they 
do it 9 In the case of the existing piimar\ societies if they overstep the 
limits of caution to which they resort to at present, the result vould be 
that there will be many outstanding debts which cannot be repaid That 
position can only be improved by providing other things other than capital 
Therefore, I come back to my fundamental proposition I assume that 
if more money were made available bv granting higher deposit rates and 
if it were permissible for primary societies to lend money broadcast with- 
out looking after anv secuiitv it might do it But that would mean the 
detenoiation of the movement as a wdiole It will only add to the num- 
ber of moribund societies and also add to the number of bankrupt societies 

Dr Hyder My own questions are directed towards the structure, 
principle and management of co-operative societies With regard to the 
structure of the co-operative society there are three bodies which you have 
mentioned in a our paper, general meeting of members, managing com- 
mittee and the supervismg board May I ask who is to determine the 
Cl edit woi-thiness of each member*’ Is it going to be the general ^meeting 
of members or the managing committee or the supervising board-' 

Dr Fnederich It should be the managing committee and the super- 
vising board 

Dr Hyder The whole point of the co-operative society is this That 
it should consist of people who are neighbours who know each other 
If the credit worthiness were to be determined by the managing com- 
mittee and the supervising board, then the benefit of free and open dis- 
cussion by the whole body of members would be lost Granting and 

Yol IV 2 
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mentioned bj Messrs Devadhai, Hjdei, Mann Subedai, and Eamdas 
Pantulu, with his 15 years experience m this movement The provin- 
cial committees also have mentioned -these The evil is the inefficiency 
and selfishness of many of the managing committees and a lack of undei- 
sfanding of co-opeiative piinciples by the general body of membeis 

Dj Fticdoicli That is a mattei of education 

Chairman A remedy which will have the effect of laising the rate of 
mterest against the peasant is not to oui mind the remedy The remedy 
you have already mentioned in several parts of your paper, and so has kir 
McDougall The iemed;y lies not only in education of the peasant him- 
self, but also in the provision of workcis both honoiary and official Here 
IJre onlv proposition is Is there a dearth of capital and is it necessary to 
adopt this proposition which uill undoubtedlv have the effect of raising 
the late of inteiest vliicli the agiicultuiist gets from the primary society*? 
In fact many of the provincial repoids advocate that steps ought to be 
taken to reduce the lending rate to the peasant and vrhen ue read the pro- 
vincial lepoits and picture to ourselves the situation, it seems to be the 
duection m nhich lehcf is lequnod Theiefoie, when you put lu the 
proposition that higher rates should be oftcied to attract deposits I v\as 
consideiabh puzzled But the other points you rcfeired to — ^want of 
education vant of self consciousness — uc all admit they aic all theic, and 
they are things vhich require remedy bv Government action, but that is 
not a question of provision of capital 

Ml McDouqaU I am not in favour of increasing the interest unduly 
But if they take deposits at a slightly increased rate of inteiest vould it 
not be foi the benefit of the nhole movement*? 

Chan man Money borrowed from depositors is not its own capital, it 
IS borrowed capital and the people who deposit the money may be non- 
mcmbcis If moie mombois brought m money I agree it is an advantage 
Monev deposited by non-members is certainly, from the point of view of 
the co-opeiative movement, identical with if not at a lower level than 
money borrowed fiom a central bank 

Mr Devadhar I can tell you my own experience round about Poona 
In the beginning some societies were started by me and others also under 
my direction The impression got round that there was very good super- 
vision and people advanced monev’^ I negotiated for certain loans but 
after some time I withdrew’’ These societies offered a higher rate of in- 
terest than the bank would allow on deposits and something like Es 75,000 
w’eie obtained at something Iffic 7 per cent fiom my friends wnth whom 
they came into contact through me at the earlier stage, the bank late for 
deposits being 6 per cent Tire societies thought it w’^as cheaper for them 
to get deposits at 7 per cent because the bank would charge them 8 per 
cent Owing to bad management the societies failed, and these depositors 
came to grief who if they had deposited their money m the cential bank 
■‘vould not have lost it 

Chairman That point of management Bi Plvde) mentioned 

Dr Fuedeuch Mv recommendation should be regarded as relating to 
^he raasing of money required bv the eo operative movement, especiallv’’ for 
'sale and marketing, in -the future 
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Dr Fnedench The biggest, peicentage of societies of which I gave 
the average numbei of membeis has unlimited liability 

Chairman I admit that, but what is the state of education m Gei- 
many and heie among the corresponding classes of people 

Dr. Ryder You have in a village in your country the schoolmaster, 
some retned official, some businessman and then what you maj' call 
the head of the village The difficulty we have is that the message is 
there, but it has not reached the people Our priest, oui schoolmaster, 
oui retired militaiy man, our businessman, oui headman, are out of the 
show There oui chief difficulty lies 

Di Fnedench That is wffiy I stiongly stiessed the pomt of education 
and the tiainmg of secretaiies and treasurers 

Di Ryder Our schoohnastei is shifted fiom one place to another 
The headman is mostly the head of a faction at loggerheads with other 
factions The retired military man is a man of influence, has a conscious- 
ness of better life being possible The businessman, unfoidunately, is after 
the cultivator, so that m management hes our trouble 

Di Fnedench For supplementing mj’- statement I may tell you that on 
tht 1st Januarj’ 1930, 88 per cent of the Gennan agricultural credit 
societies had unlimited liabihty 

Chan man I should like to know’’ what 2’)ioportion of the membeis w’as 
literate because that is a very pertinent factor rrhen w’e compare condi- 
tions in India 

Di Fnedench 100 per cent 

Dr Hydei There lies our difficulty 

Ml Devadhai The mam object is that agriculturists should get more 
money The general rule that is followed here is to estmrate the assets 
by inspectors or by departmental officers and loans are not granted bejond 
a fraction of the estimate of assets in Madras it is l/8th If we want 
more money to go mto the hands of agriculturists at low rates of interest 
a change should be brought about in the peicentage or fraction that is ob- 
seiwed by banks The best thing is to have the proportion raised Do 
30U thmk that is right 

Di Fnedench Something must be done to remove the present state 
of affairs 

Ml Devadhar In individual cases wffiere there is a need which is far 
beyond the limit laid down for a member or a society, on special lepic- 
sentation by the managing committee the Degistiai’s sanction is given tc 
the advance 

Dr Fnedench Then you have an ideal position in the co-operative 
movement in this country From my studv of the provincial reports on 
co-operatiou I found that the provrncial committees were quite com meed 
that something was wrong in the co-operative s\stem and I made my pro- 
posals accordingly, because I have been of the same opinion I see more 
and more that, I suppose, according to your opmion it is not necessary tc 
make any change 

Chairman None of us hold that view The point is this In re- 
gard to the provision of credit facilities, the information before us which 
IS the information m the provincial committees’s reports is that the 
movement is not suffering from lack of funds, but from causes that weie 
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Gh MuhMai Singh It is likely that in some cases the member may 
got more than his assets 

Dr Friedencli That may occasionally happen, but not usually All 
points, e g , assets, chaiactei, suieties, secuiities and so on have to lie 
taken into consideiation In these agiicultural societies banlauptcies aie 
very raie 

Mr Devadhar I think it is mostly due to a higher percentage of edu- 
cation and to good management 

Gh Mulihiar Singh I thmk it is mostly due to the fact that the co- 
operative movement is too shy to advance any money to the cultivator. 
There is no deaith of capital in the movement, hut the cultivator nevei 
gets enough foi bis needs I want to undeistand how you get ovei this 
difficulty in Germany Here you advance money to the extent of one- 
third of a member’s assets Have 3011 any lule in Geimany to the effect 
that he will not get more than a fixed peicentage of his assets and is it in 
operation in practice? 

Dr Friedencli All points aie neighed befoie an advance is given 
If a man wants Es 300, the managing committee oi the supeivising board 
can say that he should be given onlj Es 200 Tbe amount is usualh 
advanced on suiety 01 on collateial mortgage 

Gh Muhhtai Singh But in any case you do not insist on anj’^ haid and 
fast lule that the man should not get moie than a ccilain amount 

Ghairman He would not be able to obtain a suiety in India 

Cli Muhhtar Singh Suieties are there ' 

Mr Manu Suhodar Is it a fact that in the co-opeiative movement in 
India security of land is not taken? 

Ml Bamdas Pantulu It is taken In most piovmces there aie both 
kinds of loans, surety loans and moitgage loans They aie very largely 
mortgage loans, but in a paiticulai locality wheie tbe suiety is a sub- 
stantial man and the surety himself does not boiiow, the panchayat 01 the 
management has the discretion to give a surety loan 

Chairman Let me make the pomt clear in the case of a suiety loan, 
even tbe maximum limit does not apply, the managing body can settle 
the amount of the loan inespective of one-tlnid of the assets Is that 
so? 

Mr Bamdas Pantulu No A maximum borrowing powei is fixed for 
each society and also foi mdividuals eithei in the bye-laws or in the 
lules, m some piovmces in the b\ e-laws, in otheis in the lules The 
society says to the individual ‘I will lend you Es 500, or Es 1,000 or 
Es 3,000’ In fact in some societies the maximum boiiowing power 
is Es 50,000 The Managing Committee have the disci etion to advance 
a loan either on suieties 01 on mortgages If they feel that the sureties 
are not sufficient security, they take a mortgage registered in the usual 
way, but our societies aie exempt fiom court fees and stamp fees 

Chan man That answers Mi Subedai’s question 

Mr Manu Suhedar It does not answer my question We never dis- 
cussed this question amongst oui selves and had no opportumty of ex- 
changing our views My impression is that a society lends to a member 
y'ho has got lands and who was a good membei at one tune The loan 
contmues, and in the meanwhile this good membei, having borrowed 
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^Chaiiman Theie aie othei consideiations uiifoifcunately It is not) 
only a question of raising money As Dr Hydei and Devadliar 

pointed out, the piimary societies aie not at piesent equipped to handle 
ihe deposits from non-membeis, and even m that connection the accept- 
ance of joui proposal would lead to the bankruptcy of many of these 
societies I am simply following Mi McDougall’s ideas If it was neccs- 
saiy to have more funds for the puiposes to vhich you refei, vir , maiket- 
ing, sale, etc , and if funds could not be raised and supplied b^ cential 
banks and piovmcial banks who aie better equipped to handle these large 
masses of deposits, then the only solution is for Government to step m 
and come to the assistance of the movement as has been actually done 
in England to gam the same object by passing the necessaiv legislation 

D? Filed encli I understand, of course, that the policy of getting depo- 
sits is pursued on business considerations I stressed on the point manage- 
ment on business principles That may be applied to this question too 
With regard to deposits from non-members I say on page 4 that members 
should on pimciple receive a somewhat higher rate of inteiest on deposits 
than non-members 

Chairman How are you going to catch the money-lender”? I think 
we understand each other Let us leave it at that 

Mr Devadhai You would have the credit worthiness of a credit 
society or a member assessed by the managing committee and the super- 
vising boards 

Di Fuedciich To assess the credit woiiihiness of the members is a 
matter for the managing committee and the supervising board In my 
country they know the financial posi ion of all the members The mort- 
gages of people are recorded m a register which is open to the public and 
kept by the courts On one side the assets and on the other the liabilities 
of the members have to be considered 

Mr Devadhai What is the relation of the amount of money actually 
given to an individual or collectively to a society to then assessed credit”? 

Di Fiiedench We have in this connection no rules The managing 
committee and the supervising board have to assess the borrowing power 
of the members on then own responsibility That is the first point The 
second is, can any good security, or collateral mortgage be given ’ In this 
case credit to a certain extent can be granted 

Chairman Let us take a society of 50 members Member A’s net 
assets may)- amount to, say, Es 1,000 Is there any? rule in your co-opera- 
tive societies that the credit worthiness of that man should be assessed 
at a certain percentage of his coiiect net assets^ 

Dr Fnedeiich No rule No union has given any mstructions with 
regard to this assessment If you issue any inles, a society which makes 
a loss by granting credits may say, “we have been advised hke that” 

Mr Manu Subedai Do you insist on the lodgment of the securities? 

Di Fiiedeiich Good sureties 

Mr Manu Siibcdar ' That is not secm-ity 

Dr Fiiedench We have a special land of surety m case the debtor 
IS not willing to pay on the due date, then you can go to the surety and 
<demand payment without having proceeded against the debtor 
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Di Fucclench No, I am not m favom of staiting pay offices by local 
societies Even m the case of villages societies managed by full tune 
employees "^nd compiising neighbouiing villages, I am not in favoui of 
pa} offices 

Clianman You aie foi “one village, one society’’? 

Dr Fncdcuch that is the ideal, but it is not sound in case of a veiy 
small Milage In Bengal theie is a lulc undei the Co-opeiative Societies 
Act piesciibmg that a society should not have more than oO mombeis If 
a society would get, say, 70 membeis, they ha\e to stait a second society 
in the same village 

Clianman I see the point, but I was onl}"^ trying to find out vhat you 
meant by pay offices If you do not want that one society should catei 
for the lequiicments of mnie than one village, theie is no need foi a pay 
office 

Di Fncdoiidi I spoke of central banks 

Mr Devadhai If }ou intend to ha\e a political district of the tjpe 
we have here in which there are 800 or 900 societies and one central 
bank, our experience is that it is of great advantage to the membeis of 
the societies It is better from the educational, financial and repayment 
point of view 

Di Fucdcuch I have no ob]ection against branch banking if it is inx>- 
fitable, but in case branch banking is too expensive, would it not be better 
to start pay offices'^ One big society or urban society can have a pay 
office of a central bank There a local society can pay in money on ciedit 
of its account with the Central Bank, or it can get money from such an 
office 

Ml Devadhar Are they receiving centres or distributing centres ^ 

Dr Fiiedcnch Both 

Mr Devadhar Then it becomes legular banlang 

Di Fiiedeiich At a branch you find the accounts of every society 
within the area of operations and the headquarters is the place wheie the 
statements fiom branches are collected I 

Clianman In common parlance a pay office only means a disbursing 
office 

Mr. Lamond Yes 

Chairman That was the reason why Air Devadhar asked you this 
question, what you contemplate really is a branch bank on a small scale 

Di Fiiedeuch A sub-office 

Mr. Devadhai At sub-offices you receive deposits Branch offices 
receive deposits and give loans as directed by the head office I can tell 
you from experience that it is found, administratively, exceedmgly con- 
venient to have a branch office 

Chairman It is only a question of words, though it is difieient in. 
bankmg parlance A branch bank wants a better staS than a sub-office. 
In your case the question of staff does not arise, because you have mostly 
iionorary workers 

Mr Devadhai We have paid men also 
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from llie society, also goes out and mortgages his land to a moneylender 
Such a thmg is inconceivable to me on banking prmciples If I were 
a creditor, I would sit on the assets of the man until my money is paid 
and I would not allow him to go out and borrow I was informed that 
such a thmg does happen 

Mr Ramdas Pantulu It is of couise open both to the principal debtor 
and the mortgagee to go and mortgage the lands outside The whole 
safety of the movement consists m mutual knowledge of the transactions 
As soon as a man mortgages the property, the panchayat will take prompt 
steps to call up the loan It may in some cases happen that owmg to 
the property having been mortgaged the society will lose, but there is the 
unlimited liability of all the membeis and, therefore, everybody will see 
that the man pays up the loss I have not come across a smgle case m 
which a depositor has lost a single pie during the last 25 years by the 
fraud of any member Even in hquid societies people have paid up to the 
last pie Not a single depositor has come to the public and complained 
that he has lost a pie I quite agree that it is open to him to mortgage 
and defeat the society 

Mr Manu Suhedar In the case of unlimited liability of the other 
membeis it is the other members who pay 

Mr Rartidas Pantulu The other members are called upon to pay only 
ultimately when the society is liquidated The unlimited liabihty m prac- 
tice IS the ultimate contiibutory liability when the society is liquidated 
So long as the society is working, the other members are not called upon 
to pay a single pie It is in their interests to see that the man pays 
They would bring such pressure to bear not only on the principal debtor 
but also on the surety that the money is paid up But of late when- 
ever there is the slightest doubt about the solvency of a man, the societies 
are resorting to mortgage loans In Madras 80 per cent are mortgage 
loans and 20 per cent are surety loans Non-of&cials as well as officials 
are discouraging mortgage loans as there are many difficulties in a mort- 
gage loan under the Transfer of Property Act A mortgage loan is very 
difficult to recover, so, as far as possible surety loans are given for short 
terms as these are easily recoverable and are more liquid But invari- 
ably in long-term loans mortgages are taken 

Mr Devadhar Up till now great stress was lard upon what we call per- 
sonal security as the best means of getting money in the last resort on the 
basis of unlimited liability But now in our piovince also we are advised 
to take land mortgages 

Dr FncdericJi When I referred to security, I implied both surety and 
GoUateial mortgage 

Mr Dcvadhai With reference to your suggestion (3) under ‘Central 
Co-opeiative Banks’, I should like to ask whether jou would be in favour 
of branches being started instead of having one central bank for each 
political distnct 

Dr Fncderich I had in mind the considerations lefeiied to in the re- 
ports of Bengal, Bombay and Bihar and Orissa, please see my appendix 
I am personally not in favour of sterling blanches, but I should prefer the 
fetart'mg of pay offices 

Chairman Are you in favour of a co-operative societj in a particular 
village starting a pay office in another village? 
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be a profitable industry? If it is profitable, the need for boiiowang would 
be less and small surplus may actually constitute deposits 

Di Fnederich Yes, I have considered it and, therefore, I stressed 
the pomt too 

Mr Mann Subedar Th'eiefoie, do you not think that the piogiess of 
the co-opeiative movement is hung up with the geneial question whether 
agricultuie is profitable or not? 

Dr Fnederich The future development of co-opeiation m this country 
will laigely depend on whethei you have profitable agiicultuie or not 

Mr Manu Subedar We have heard so much about education I put 
it to you whethei in youi opmion it is not the case in India that people 
who ]om a society with unlimited liability do not undeistand in all cases 
what they aie laying themselves in foi and whether the spread of edu- 
cation may not have the leveise consequence of actually reducing membei- 
ship rathei than incieasmg it 

Dj Fnederich I have lecommended that agiicultural societies should 
be allowed to have limited liabikty Youi point may aiise in a village 
society, theiefoie 3 on must be able to tiansfoim it mto a limited society 

Air Aianu Subedai Would you not be assisting the co-opeiative move- 
ment by having a paiallel oiganisation wherever it is not possible to start 
societies with limited liability? 

Di Fncdeuch My Union is a unnon foi the aiea of a Federal State 
and wo ahve a laige peicentage of ciedit societies with limited liabilities 
We aie veiy much in fa^oul of tiansfonning societies fiom the unlimited 
mto hmited liability in case theie is a desiie foi it, but theie must be 
a “leseive liability 

Mr Manu Subedai The leseive is also hmited It costs some money? 

Dr Friedench Yes, the “loseive” is limited The liability is lealizable 
only in tiie case of a bankiuptcy 

Mr Alanu Subedai Commg to the poition of youi statement wheie 
you talk of the connection of commeicial banks with agriculture, would 
you say that in youi country commercial banks do not finance agiiculture 

Dr Fnederich They do, especially in the north of Germany 

Ml Manu Subedai Is there any principle about it or is it merely a 
question of finance’ 

Dr Fnederich It is a question of financf 

M? Alanu Subedai Where theie is a branch of a commercial bank 
and the agiiculturist is willing to borrow on terms which aie usually 
adopted by commercial banlfs, you would not ask the agricultuiist not to 
boriow’ There is no need loi divoicmg them when they wish to manago 
each other? 

Di Fiiedeiicli In case the teims aie agreeable to both, I have no- 
objection 

Air Manu Subedar Youi objection, I take it, is on two grounds one 
IS that it IS not safe lor a bank to lend out on long-teim credit 

Dr Fnedench I am A^'ery much afraid that by giving long-term 
credits to agriculturists a commercial bank is likely to suffer, and its 
solvency may be affected 
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M) JRamdas Paniulu We have in IMadias what aie called out-agencies 
which disbnise and collect, but do not tap deposits 

Chaiiman Youi objection to having legular bianch banks, I take it, 
IS based on the scoie of expense"? 

Di Fiiecleiich Yes In case the expenses aie lelatively small, I have 
no objection to bianch banlang In my countiy we found blanches al- 
V. ays expensive, so that we have established only sub-offices 

Chan man It is only a question of degiee It may be a sub-office to- 
day, but with the giovdh of business, it may be found moie piofitable to 
make it a branch bank 

Di Fncdcnch Peihaps we may change the woids ‘pay offices’ mto 
sub-offices 01 blanches 

Mr Manii Sahcdai In Geimany you have succeeded in developing the 
eo-opeiative system to such an extent that the primaiy society- was self- 
supporting before the Wai Let us not take the present disturbed condi- 
tions ' 

Di Fiiedench Yes 

Ml Mann Suhcdat That means that the piimaiy society received its 
deposits from its members and from others in the place and these deposits 
were more or less sufficient to meet the needs of its members 

Li Fiicdcnch Yes, usually 

-Ml Manu Subedai That postulates two things, one is that there is a 
suiplus savings in the community, and secondly, that the needs of the 
members are perhaps not so extensive as in India Could you give us a 
general rdea as to what percentage of your members are borrowers'? 

Mr Manu Subedai If you take a particular pre-war date, say, 31st 

December 1913, would you have a very large number of members as 

borrowers or would you have some borrowers, some depositors and some 
neither ? 

Lr Fnedencli The latter would be the case Mostly people join 
a society as members only an case they are m want of monev 

Ml Manu Subedai But there are a certain number of members w'ho 
are free from debt to the societies at any particular time"? 

Di Fiiedench Yes 

Mr Manu Subedai Have you compared the position of India in this 

respect and found that there are a large number of members who are 

indebted prior to then joining the society ^ Therefore, the point raised by 
Ch Mukhtai Singh, arises, viz , that the agriculturists do not get all they 
need 

Di Fiiedench Yes, they are in an unsound positron Therefore, I 
am very much in favour of getting deposits from people wffio have 
money to spare' and wdro can join as members In most societies members 
get a higher rate than non-members, so I w^ant also to attract creditors 
■to your societies 

Mr Manu Subedai Have you considered the point of view which 
kli McDougall has laised in his paper, namely, that agriculture must 
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Mr Bamdas Pantulu The late foi money depends not only upon the 
demand but also on the position and status of the bonower and the 
secuiity that is offeied 

Dr Fiiede'iicli That is so 

Ml Maim 8uhcdai I notice you say that land constitutes a good 
secuiity 

Di Fncdench Heie I am lefeiiing to sureties, collateial mortgages, 
etc 


Mi Manu Subedai Would you include land as a good secuiity if it 
JS not mortgaged 9 

Di Fiiedeuch Yes, if at will be mortgaged in favoui of a society 

Ml Manu Subedai People of good financial iiosition get credit more 
easily than others Therefore, the financial position of both the creditor 
and the debtor is the cuter ion an all these matters 

Di Fnederich Yes, I agree 

Ml ■~‘Manu Subedai If he offered land as securrty, j^ou Mould expect 
the society to accept the same as mortgage and lend credit 

Di Fi’cdeiich Yes 

Mi Manu Subcdar But if he offered gold ornaments mstead of land 
would you consider it a good security ^ 

Di Fiiedeuch It is ceitamly a sound proposition but it is only doubtful 
•w^hethei the management would be able to correctly judge the value of 
the ornaments 

Ml Manu Subedai In my country those vdio have established this 
movement have proclaimed that it is unvuse for co-operative societies to 
do any business on the security of gold ornaments In fact one of the 
Registrars in the Provinces actually said that he v’^ould not allow’’ this 
because it w ould rveaken the co-operative pimciple I, as a businessman^, 
cannot understand this at all What are youi vie-v’s in this matter'? 

Dr Fiiedeuch I agree with you If the managing committee can 
assess the value of gold ornaments, I do not see any reason r^hj’ the best 
security should not be accepted m the absence of other securities in 
the case of a particular member 

Mi Manu Subedai Do you think the principle of the co-operative move- 
ment M’’ould be undermined if the society gave a loan on the security of 
ornaments or the Central Bank actually took a mortgage on land 

Dr Fnederich Co-operative principle is not undermined In my 
country people have no gold ornaments In such cases where people carmot 
giveoany tangible security but good sureties then the societies can give 
credit on such sureties 

Mr Bamdas Pantulu Do they get loans from limited liability credit 
societies on sureties? 

Di Fiiedeuch Yes, theie is no diffeience at all 

Mr Manu Subedai You exclude the giving of ci edits ’to individuals 
bv the central banks Would you confine their lending tiansactions to 
societies ? 

Dr Fnedeuch Yes Loans should be given to societies only 
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Ml Manu Suhedar If tihe comiaercial bank floated a certain amount 
of debentures foi this specific purpose, there will be no question of solvency 
Let us say, it takes two lakbs of rupees of debentures for five or ten 
yeais, using these two lakhs for the purpose of long-term credit The 
question of solvency will not then aiise 

Dr Fnedenoh I am not in favour of this mixture of functions at all 

Mr Manu Subedar If special institutions aie to be started for long 
teim credit they must justify separate management Wheie there is no 
justification you will have to fall back upon some machinery for that 
purpose 

Dr Fnedench Theie is always a danger if long and shoit-teim ciedit 
business are mixed togethei In ease you have a very strong manage- 
ment, then theie may be no dangei 

Ml Mami Suhedai But if the long-teim department is absolute]} 
separated from the shoit-teim department then there can be no feai 

Dr Ftiedenoh Then it may be more useful to start a special bank 

Ml Manu Suhedar Then, I am afiaid, youi paiagiaph undei discus- 
sion IS not piopeily woided, because you say in India the difficulty is that 
most of the agiacultuiists aie of smal 1 size If they aie not, I presume 
theie would be no objection 

Di Fnedench In so fai as they aie effected on the business piineiple 
of a commeicial bank, I will have no objection 

Ml Manu Subedar But apaiii fiom the business pimciples is your 
objection based on the giound that the agnculturist is a small party, oi 
do you base youi objection on the giound that from what you think of 
youi G-erman experience you would natuially piefei to have a special and 
separate institution to deal with long-teim credit If we adopt separate 
mstitutions, then is at suggested that the commercial bank should not 
make itself available unless it laises long-teim debentures for this purpose 

Dr Fnederich I have to insist on my prmciple that commercial bank- 
ing and this long-term credit business should not be mixed together 

Mr Manu Suhedai With regard to youi suggestion about money- 
lendeis, would you agiee to the general principle that credit rate charges 
for loanable money are dependent on the principle of supply and demand? 

Di Fnedench Yes 

Ml Manu Subedar Theiefoie, would you say that one of the explana- 
tions of the high rates pievailmg in India m agricultural districts is due to 
the shortage of the supply of credit? 

Dr Fnederich I think we have already discussed these matters this 
forenoon 

Mr Manu Subedar I am now referimg to the money-lenders You 
say in your memorandum “It may be conceded that these high rates are 
equivalent to the iisks run by the lenders On the other hand, loans are 
not usually being advanced on grounds of generosity or philanthropy, but 
for making profits,” and so on I put to you a very general question of 
principle, that rates depend on supply and demand The high rates in 
India must, therefoie, be due to a larger demand and smaller supply 

Dr Fnedench Much depends also on the risk run in domg the money- 
lending business 
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Dr Fnedertoh I cannot understand why cential banks should have 
still moie money, while they themselves do not know; wheie to invest their 
money, vhy should they issue debentures and get more money I think 
it IS much bettei if these moitgage banks are started and central banks 
invest then money in debentuies of these moitgage banks It might 
be moie piofitable foi them to do so by investing a paii of their suiplus 
money 

M? Manu Suhcdar You advise them to buv up the debentuies of the 
unoitgage banks 

Dr Priedench Oeitainly I do not say that these papers should be 
trustee securities all at once 

M? Manu Suhedar Just as they aie pnichasmg Government securities 
now, they could also imest in these debentuies of land moitgage banks 
That IS your point"’ 

Di Fiiedench Yes 

Mt Devadhar So you aie in favoui of having a separate institution for 
the purpose 

Di Fiiedeuch Yes, to have a separate bank 

Mr Manu Subedai Page 7 You say we see no need to start an 
AU-India Co-operative Bank There is an Association of Provincial Banks 
in India, and if they agiee to co-operate and start an all-India show do 
you see any serious objection to it? 

Di Fnedeucli I refer to recommendation No 65, page 249 of the 
Madias Jiepoit I have no objection to the existing association It will 

be very useful As regards an All-India Bank if U P gets a provincial 

bank, then you will have 9 provincial banks— there is no possibility of any 
more banks coming in — constituting the new bank and supplying its W'^hole 
capital and taking the ivhole risk, and, theiefore, I am not in favoui of it 

Mr Mami Subedai The nine provincial banks might keep 51 per cent 
of the shares in then hands and let the public subscribe to 49 per cent 

Di Fnedcrich In that case the provincial bank wall become the inter- 
mediary between the top bank and the cential banks The top bank cannot 
live -wothout any profit, and the co-operative movement has to pay for it 

Ml Manu Subedai Youi point will doubtless be considered But 
supposing, after full consideration, they decided to start an All-India Co?’ 
operative Bank, is there any objection to it^ 

Dr Fncdeiich I have no objection But in my opinion the provmcial 
banks are the right agencies to which discount facilities should be given 
by the Eeserve Bank when it is created In case you start an All-India 
Bank you will have to rule that this facility should be given to the top 
bank Then you have one intermediary moie This makes money more 
expensive for the co-opeiative movement 

Chairman We have information that the Indian Co-opeiative Banlrs 
Association have decided not to start an All-India Bank 

Mr Manu Suhedar That is why I said, ‘Supposing they decided other- 
wise,’ and I wanted to Imow’^ whether there was anv objection I under- 
stand that there is a top co-operative bank m Germany 
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j\Ir ^lanu S'tihcdcn ill '\ou tell me llie leasoii wliy you ^^ould not 
allow a ccniril bank jf It li icl excess funds wliicli aie available foi use 
You know the societies’ bon owing limits nie definitely limited by the 
statute 3s theie am leason wliv liy law theie should be a shutting out of 
the central institution lending out to individuals othei than societies? 

D/ Fjicihiich It should not he done only as a business piinciple 

Ml Menu Suhcdai You sai as a nialtei of busmess piinciple these 
mstitufions aic set up to helj-> socieiies I agiee T also agree that 
societies xLould ln\e the first claim on then funds If this institution had 
at anv time smplus funds what is the objection to then using these 
surplus funds for granting loans to individuals with perfect safety^ What 
would thei do with those surplus funds? 

Di Fucehiich Mr mam objection is only wuth legaid to matters of 
piinciples lYlieir rou considei the present state of affairs in the eo- 
opeiatire inoreincnt then I am ieall-\ not in favour that cential banks 
should develop coninieicial banking wuth individuals 

iV? 2tlanu Suheehn Some of us nia\ difiei and sav that co-operative 
banking a^^ it is is daugeious and it would not be so dangerous if com- 
irieicial banking is i.aiiied on In them 

Di Fucdciieh ]i mar be that the funds of a societj at a slack season 
mar be gneu to indniduals, but in times of moxing crops, etc , w'hen 
societies need help and cannot be helped, then there wull be some diffi - 
cult\ Thciefoie it is usual for the central banks to keep money in 
ex'cess m cases of cmeigenc^ and other urgent needs of agncultuie and 
so on 

Ml Maim SnhcJai lou do not approve of the issue of mortgage de- 
bentuies In cooperative apex banks ns is done in Bombay, Madias and 
the Punjab, but aic vou awaie that no harm has been done to them by 
then doing so till now? 

Dr Fricclcrich Yes, that is perhaps because the Government rs 
behind the is'iue 

Ml Mann Suhcdai Then what would be the pr'sitioii till mortgage 
banks are established’ Until mortgage banks are established these apex 
banks «:hould not do this business 1*^ that what jou mean’ 

Dr Fried orich That is so 

Mr Miniu Snhedai Theicfoie, the long-tenn advances which these 
banks have begun to gne with rcry beneficial results w'^ould be stopped 

Dr Fricdcrich In IMadias, Bombay and the Punjab some land mort- 
gage banks have been started and others can follow soon 

Mr Mann Fubcdai Have von compared the total amount of mortgage 
banks m a province wuih the turn-over of these mortgage banks’ 

Dr Friedcnch I know the activities of these mortgage banks at the 
present time are lalhei on a small scale but wuth the growdih of such banks 
the position will improve 

Mr Mann Suhedar At piesent loti of funds are locked up bv long-teim 
loans Therefoie the piovincial banks are now thrnkmg of issuing de- 
bentures so that there ma^ be no difficulty of meeting these long term 
loans 
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Mr Jamal Mohamed You speak ot piosperous agiicultuie Your 
idea IS to bollo^^ at a high rate and lend at a cheap late Ho'5\ could you 
do both 9 

Chairman We have discussed il foi foui houis 

Ml Jannal Mohamed Agiieultme has become piofitless oi eAen im- 
piacticable As it is now, you vill have to look at it in some othei vay 
than banking 

Chanman Have jou seen AIi McDougall’s papei on maiketmg? 

Mr Jamal Mohamed The difteience between the cost of production, 
and the sale piice is such that mere maiketmg impio\ements will not 
solve the q^uestion 

Clittuiiian That is vmfoitunateH Hi HcHougall’s Mew Theiefoie, 
I suggest that }ou tackle him on that Ho has developed othei means 
of making agiicultuie piohtable in a second papei Di Tiiedeiich has not 
touched this question 

Ml Jamal Mohamed He must ha^e in Ins imnd the situation m his 
eounti} Heie conditions a’^e difteicnt maiketmg peihaps you can 

get instead of 80 pei cent , 85 pei cent But when the difference between 
the cost and sale piicc is as much as 20 to 30 pei cent , as it is now 
foi the last 2 oi 3 }eais, it is really a seiious pioblem I own some land, 

I know all about it, I am not men getting 1 pei cent on it If %ou can 
solve the pioblem liaAe \ou got any othei suggestion^ 

Mr Dcvadhai It is uplift woik 

Chanman Theie aie many othei suggestions We aie now' discussmg 
only one aspect of it winch has been discussed bj Di Hriedeiich in his 
papei Y'e will fiist concentiate on his pioposal which relates to the 
provision of credit facilities Ha’ving finished it we will take up the papei 
on marketing, that wall he some time towards the end of next w'eek Then 
w'e wall discuss with him these wider issues wnth which "'ve are not really 
concerned, but we will make oui observations It is not for ns to suggest 
remedies I notice that Sir George Schuster in his speech in the Legis 
lative Assembly vesteiday said that some economic council wall remedy 
matters of that soit Stiicth speaking, it is outside oui puriiew, still 
for dressing up oui report we shall have to say something and therefore, 

I wish to give members full opportunity of discussing the matter with 
Mr McDougall 

Mr Jamal Mohamed What I felt was this The suh]ect will divide 
itself mto banlnng, better marketing, and land reform I am afraid we 
cannot refer to all these 

Ml Dcvadhai It is summed up by better faiming, better business and 
better living 

Mr McDougall With regard to my paper on increasing the outturn 
of agriculture, it was primarily to enable mv own Committee to make up 
then minds It may not be of interest to youi Committee, hut w e decided 
that it would be as well to include it 
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Dr Fnedench It couesponds to >oui piovinciai banlc I have seen 
the woik of the piovincial banks at Calcutta and m the Punjab I am of 
opmion that then business is lather on a small scale 1 have advocated 
in my memoiandum the participation of Government It shoo'd be eon- 
sideied accoidmg to my peisonal view whethei piovmcial banks, should in 
the futuie, be allowed, not at present, to extend their busmess’by dealing 
vith municipalities, public bodies etc I peihaps touch heie the business 
-of commercial banks 

Mr Devadltar This morning you weie suggesting that our primaiy 
societies should build up as much capital of its own as possible One of 
the methods that was tiled m getting that capital is compulsory deposit 
Would you be in favour of that? 

Dr Friederich In jour countiy it ma\ be light to have compulsory 
deposits Deposits aie foi piomoting thrift I have no objection 

Mr Devadhar In ceifcam societies if a membei borrows, say Es 100, 
he is asked to deposit 10 pei cent or 5 pei cent on which he gets 
interest at 6 pei cent That is the usual rate foi deposits In that way 
theie aie some societies that have built up 50 per cent or 60 per cent 
of local canital If the same process goes on, in about ten yeais they will 
nil be self-suppoitmg A small society needing, say, Es 10,000 can build 
up its capital in this nav Is that an ideal ainngement’ 

Di Fncdorich If members agree, I have no objection, because it is 
the freewill of the members 

Ml Devadhar In some of oui districts to-day this system is intro- 
duced by a bye-law This moinmg you suggested that an agency might 
be formed foi the purpose of raising money in oidei to liquidate debts 

Du Fricdcnch It uas youi opinion that it could be done by a Gov- 
V einment measure 

Chairman If Government wanted to do it, he would have no objection 
He did not mention any outside agency 

Dr Fnedench With legaid to the discharge of prior debts 

Mr Devadhar You have anv parallel anjwvhere to such a step^ 

Dr Fnedench In former times it wns done in mv countiy 

Ml Devadhar Could you point out to us the extent to which it was 
done by placing a note in our hand’ 

Dr Fnedench It was Dr Hjder who referred to the liberation of 
the peasants Peasants having debts and were helped to get rid of them 
by Government assistance in starting special institutions 

Mr Dcvadhai Something like this was done in Ireland, for landless 
labourers I am speaking of people whose lands are encumbered to such 
an extent that they really cannot consider themselves to be free masteis 
I want to know whether any scheme has been tried anywhere for such 
kind of people? 

Dr. Fnedench In my countiy no special institution has been started 
for discharging such debts We have a lack of capital and we have to 
-appeal to foreign capital. 
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Dr Fnederich 1 can only say that in my country we have compulsory- 
education I cannot say anything on this with regard to this country 

Ml Jamal Mohamed If at all anybody can do it, it is the Govemmenk 
In the next paragraph you say 

“In financing Indian agricultuie, the Government will always have 
to help in times of emeigency in consequence of crop failures"^ 

I presume you refer to times of flood or f amme ? 

Dr Fnederich Yes 

Mr Jamal Mohamed Sometimes in flood time sand is thrown on 
land 

Di Fnederich I refer to all lands of emergency 

Mr Jamal Mohamad In such cases would you not recommend Govern- 
ment giving flee giants of money vilhout mteiest;’ After all it is also to 
their mreiest If the land is not cultivated, Government would not get 
any land revenue 

Di Fnederich I suppose we discussed it 

Oh an man We have been discussing all these problems when you were 
not here 

I have heaid it stated that commeicial banks do not play any great 
share in financing the needs of the agiicultuiist On the otbei hand, 
Ml McDougall m his paper says that in Scotland ]omt stock banks play 
a laige part 

Mr, McDougall In England also 

Chanman Here is the repoit of a Committee presided over by Sj 
I heodnie Chambeis in 1923 and they give certain figuies which are stag- 
gering to me They say 

“Aggregating the information which we have received we find that 
no less a sum than 46i millions steilmg is at present out on 
loan to farmers from the five leading banks, of which 20 
million represents loans for the purchase of agricultural land 
and 20 millions normal loans for current trading ” 

Therefore not only do they grant large loans for short term purposes, but 
they also grant large sums in loans for long term purposes How they do 
it without contravening sound banking practice I do not know Then I 
turned back to the repoit and tried to find out how they do it They saj 

“Bank loans are mainly made by way of uncovered personal over- 
drafts or against the security of a personal guarantor or 
against collateral security such as share certificates, title deeds, 
life msurance policy” 

Apparently, on some of these securities they do not hesitate even to grant 
long term loans Theiefore, it is not a fact that this is business which is 
not dene by commercial banks They do it if they have the agency there 
That would be the first item In India branch banks do not exist and this 
beais out a point to which I have diawTi attention in your paper on com- 
mcrcnl banking There is no bianch bank at any important luial centre, 
and ‘'bviously it cannot undertake that class of business The second point 
winch came out when we were discussing commercial banking was Chat 
in India clean advances are not given to the same extent ns either in 
England or in Germany In England apparently these clean advances are 
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ChaiTman As I told J\li Cassels all the paj)eis ■\\e have leceived fiom 
the expcits v iH find a place m one of the appendices ot oui lepoit 
M'S point Mas snnp]'\ lliis In the fii^'t instance tlie discussion ■will be 
confined to mipiovcment of tiadc- facilities theieafter in legaid to the 
poitions of voiu fust papei i.hich i elate to non-ciedit items such as land 
ledemption education, etc Snnilailv youi papei on maihetmg muH also 
be consideied at that stage Fust of all, T nant to concentiate the atten 
tion of my Committee on ciedit facilities poition of both papeis -yuth which 
M'e aie piimaiih conceined The olhei thing muII ceitainly be discussed 
Mith ••(ou befoie vou go 

Ml Jama] ^lohamcd The position is tliat the agiicultuiist will have 
to stick to it, Mliethei theie is piofit oi* not 

Ml M( DouqalJ Industn is dependent on the 75 pei cent pioduceis 

i\/7 Jamal i^Iohamed The Mholc 100 pei cent lives on agriculture, 
even the othei 2o pei cent Tliei cannot piospei unless the other 75 
pei cent piospei 

il/i Bamda^ Pantidii Without agiiciiltuie no tiade, no commeice 

Mr Jama] Mohamcd You aie of the opinion that it is urgently neces- 
sai} to protect the agiiciiltuiists against usiiiious money-lenders How is 
the thing to be done unless Go-veinment -umuld step in^ You want to 
.attract raone^ at a higliei rate and lend at a lover rate I cannot see 
if it IS at all a banlcmg pioblem 

Dr F') I'd each AA^e losene oui opinion rvith regard to special measures 
against usuiious monor -lendeis 

Ml Jamal Mohamid A’cn vant long-teirn ciedit foi land improve- 
ment purchase of land, etc , to be done through land moitgage banks 
Monei foi that should come fiom Government either b's M'a-\ of a loan 
or assistance 

Dr Tfiiedcuih That touches Mi McDougalTs paper 

Mr Jamal Mohamcd You speak of primarj societies as balancing 
centies for the demand and supplA of mone'^ AAHrere to get the money 
from, firat is the trouble You sav that ‘loans should not be given m one 
lump but successiveh according to the needs of the debtor' That is a 
good pnnciple, but vlio is to decide t? 

Dhnnman Appaienth, the answer to that is that the management of 
the co-ojieiative socicU -umuld decide it 

Ml llamJo^ Pantulv AA^hen the debtor asks for the loan m instalments, 
we give it to them accordingly 

Ml Jamal Mohamcd But horv much of it is used in manuiingt> 

Mr Ttamdas Paniulu The village society is expected to know it 

Ml Jamal Mohamcd But do the-v Imo-w it? AA?oulcl you recommend 
the inclusion, in the management of these societies, of some local practical 
farniei s 

Choiiman It is a question which ve shall discuss among ourselves 

Ml Jamal AJ oh anted You say that co-cperatrve M'ork muII considerably 
be foi Mar fled by the effoits of Government to establish in the villages 
primary schools for removing the illiteracy of the people Our position here 
is that we are not able to have compulsory education for want of funds 

VOL IV. ! 2 X 
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Mr McDovqalL 75 t>ci cent of llic Erigli-^ih fiuneis aie tenant fainieis 

Chau man In fact Mj McDougall list stitcrl flic’s neie big faimers, 
tben T load a passage fiom the icpoil ot ih" *' bcn^bci-i Coinniittee to sbo’W 
tbai Cl edit nas not confined to the big man is 'LMinst ibc sm 11 man but 
that accommodation nas given to cxGi\bod\ Inning ,i banlc account 

iMi Jamal Moltanud ]^ut the small laimcis ma\ have accounts ivilh 
the bant 

Chan man Hcie tbe\ cannot have the in because we haie not got the 
bant It lb Ml j\rcDougall s papei which led me to considci this point 
He leiois to that as the usual piactice in Scotland Theie is no question 
of the bigness oi the simllness ot the man 

Ml Jamal Mohamed Then theie is this question of food pioduction, 
they piodnee mneh less than tlieii lequiiements, and they aie fairly w'ell 
piotected 

Chan man Theie is no question of pioteclive taiiff for food In England 
too the position about agriculture at least was as bad as li is in India 
and as a result of the measures adopted in lecent yeais, the position has 
somewdiat impioved, it is still not quite sc good as m many otbci eountiies 

Ml M( Douqall The amusing Ibing is that England is standing up 
so w'ell to the conditions It is ‘standing up better than almost anj other 
count) y in the w'oild It is vei} difficult to explain 

Ml Tfunal ^lohamcd j\Ja\ I inquest Mi McDougall to gne us i short 
statement of the measuies talon to impiove then position m England It 
rna\ no) e\ ictJ\ .ipjih to this c^iuntix but it may he useful 

Ml ^itDoaqall 1 im aiiaid not, conditions aie so entneK diffeient 

Ml Jamal Mohamed Eut it ma^ thiow some suggestion 

Ml hcDoitqall What the icpoil sa\s with legaid to long teim tenants 
IS peifecth tiuc Aftei the lYai, hanks and othei people had .moie than 
sufficient funds When conditions became dilficult aftei 1925, lhc\ leahred 
that they could not affoid to lla^e this mone^ fioren and lhe^ did not 
like the siluatiou It was to o-seicome this dl^hcnl^^ that the Agncultural 
Moitgage Coipoiation w'as established 

Chanman What I was dining at w.is tint the statements which W'e 
were listening to about commeicial banljs aie not established hy actual 
facts m England itself, wheie commeicial hanking has continued on most 
cautious lines I fall hack on the pioposition which was staited Piistlv, 
if the S 3 stem of commeicial banks m India w'eie more extended or had 
penetrated into rural aieas and seoondh , if commeicial banks had done 
business more on the basis of clean credits with then customers, tlieir 
deposits w'ould have pionded foi a ceitain amount foi accommodation to 
faimeis to meet both then long term and short teim lequirements 

Ml McDougall I cannot tell you Owing to the smallness of the 
farms and owing to their compaiatively small tenuie, I doubt very much 
if banks in India could have done that Lala Haikishen Lai would be able 
to give you mteiesting infoimation of what happened m the Punyab with 
regard to his hanks ' ^ » 

Dr Fricdcnch I want t-o sa’y' something m this connection To a cer- 
tain extent there is a parallel between my country and India because we 
are a country with pi evading small size holdings In 1925 w'e had in 
Germany 5,096,533 holdings and out of this number 3,027,431 holdings 
were only up to 5 acies size Bveivbody Imow's that mv countiy' has 
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given to farmers by way of uncovered personal overdiafts or the security of 
a personal guarantor or collateral secunty These are of course secured 
advances but they cannot be given in India, because the branch bank is 
not there 

Mr McDovgall And something more , English farmers aie whnt you 
call large farmeis with a consideiable amount of capital at stake That is 
the distinct difference between India and England I cannot tell what 
the oveiage faim is, but the bulk of the money which is lent out by Enghsh 
banks is lent on faims on anything fiom 50 acres to 10,000 acies 

Dr Fricdench I mav add that our commeicial banks deal also to a 
certain extent with our big landholdeis in the north of Germany In India, 
however, theie aie on an average small holders There is, therefore no 
parallel for dealing with commercial banks 

M7 Lamojid We also do that to a small extent with zamindars, one 
zammdar guarantees another We finance the seasonal operations 

Mr McDougall I have suggested in my papei that credits can only 
be granted to farmers in India through co-operative societies with the 
anlimiled liability of the whole village attached to it I do not think that 
nr England or Scotland banks would be prepared to lend out as freely on 
very small films There is a great difficulty in keeping in touch with them 

Mr Lamond They would not advance to small holdings^ 

Mr. McDougall No most of them are big farms 

Chamnan This report certainly does not indicate that this operation is 
restricted to the big faimers I shall read another passage fiom the report 
of the Chambers Committee — 

“Credits from the banks is of course restricted to men having bank- 
ing accounts Admittedlv there are many faimeis without 
them in Great Britain today” 

Therefore, fiom this it does not seem that the operation is restricted to big 
farmers It i-, given to any farmer who has a bankmg account with a bank 

Mr McDougall That is quite true 

Mr Jamal Mohamad People who have accounts with banks may be 
big people, small people may not have accounts Indirectly, it means that 
credit IS more or less restricted to big farmers 

Chairman That brings me to my point If at important rural centres 
there were branch banks, farmers would have current accounts with branch 
banks If that were so and if banks in India followed the English custom, 
the blanch banks would make advances not only for short term credit but 
also for long term credit to all farmers who have bank accounts with 
them 

Mr Jamal Mohamed But the real question may be this even m our 
country there are big zamindars or mirasdars 

Chairman They cannot be in lack of funds, because they have agents 
at these big places wdiere there are banks already They do not find 
any difficulty at all and we are not concerned with them I was concerned 
with the farmers in general and I w^as referring to the Engli<;h custom 

Mr Jamal Mohamed But there is this difference that here big land 
lords have no difficulty in finding money and they are comparatively few, 
while m England the farmers are mostly big landowners 
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German Government thought of any plan by which they could wipe out 
the indebtedness of the peasant, which amounts to something like 900 
erores there also^ 

Dr Fiiederich It would be impossible Tbe majority are non-agricul- 
tuiists Theiefoie, it would be suie that the Parliament would not be in 
favour of such a measuie Only 23 per cent of the population of Germany 
IS suppoited by agricultuie (agriculturists and family membeis) 

OhairMan I fully agicc that m a democratic countiy like Geimany 
where the executive is fully lesponsible to the legislature, conditions wiU 
naturally be different 

Dr Fiiedcnch The Eenten Bank Kieclitanstalt is a public bank which 
gave help to a ceitain extent to the agiicultuiists But only a small per- 
centage, about 5, of the indebtedness has been leheved 

Chan man Theiefoie, youi point is that about 5 pei cent of the in- 
debtedness was lelieved thiough the agency of a State Bank Who foimd 
the money ^ My point is that when voui Bank gave a loan to another bank 
was it done on stiictiy business piinciplcs, j.e , did thej’’ expect the loan to 
be repaid oi vas it done as a giant fiom Gcveinmcnt? 

Di Fiiedeiich No grant fiom Government A part of the capital has 
been supplied by them 

Chair, van My point is that if the Eenten Bank makes advances m 
that 5 per cent of cases thiough othei banks in the expectation that it will 
get back the monev, then it becomes a business pioposition The other 
kanks then passed on that money to the peasantiy 

Dr Fucdeiich It was a business proposition The mone\ had to be 
paid back 

Chanman Theie is one other mattei which has not been discussed here 
It has been refen ed to in a way in Di Jeidels’ paper It has been suggest- 
ed to us bv some witnesses and some of the enthusiasts of the co-operativo 
movement that there should be no bar on the co-opeiative banks taking 
part in ordinary commeicial banking business "WTiat is the position in 
Germanv Is that poimitted in Germany for co-opeiative hanks to do 
all foims of cqmmeicial business’ 

Dr Fried GTtch Co-opeiative banks aie lestiicted to deal with membeis 
Membeis may be traders It is obviouslj’’ rquired that credit societies are 
at full liberty to do any sorb of commercial banking business foi the 
membeis except speculation in futuies 

Chanman Tlieiefoie, in youi counti-y there is no restiiction to their 
doing all sorts of commeicial business so long as that business is only done 
to and on behalf of the members of societies? 

Dr Fnedenrh That is so As I have said speculation in futuies is 
not allowed 
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developed the agricultural co operative system and it is due to this that 
6ur commeicial banks aie not eagei to deal with the small faimeis co- 
opeiative societies aie, theiefoie, more oi less, the onlj agency foi supply- 
mg the necessaiy funds to these people 

07t airman I can fully undei stand that position If the woikmg of 
these small holdings is aiianged for through the agency of co-operation, 
naturally the same agency provides ciedit facilities 

Dr Fncdench But nevertheless oui co-opeiation touches the biggest 
peicentage of oui agncultuie 

Chan man I can quite see that In England they do not follow the 
same system of eo-opeiation Therefore, apparently, ]omt stock banks have 
greater scope But in India the holdings are smaller than the holdings m 
England and even personal credit cannot be as good as it is in England 

Di Fiudciicli It will be necessaiy to say something more to make 
the conditions cleaiei You country is a country of prevailing tenancy and 
my' country is a country of prevailing landowmeis 86 per cent of the 
area of the land is cultivated by' landowmeis 

Chairman I see that aspect fully Here a large peicentage of tEe 
people have not got the same right m the land itself as they have got m 
other countries like Germany There again it is a question of security 
The security of the man here is not worth as it is in Germany 

¥i hUDougall Many' oJ our small holdings have a good turnovei. 
Eor example, in my own village I know one farmer having 12 acres has an 
income of probably not less tlian £2,000 

Chan man Therefore, the proposition is not that the woik in itself is 
not done by commercial banks in any part of the world The peculiar cir- 
cumstances in India, m which I include the want of development of branch 
banlcing and also agricultural conditions, i e , small holdings, insecurity of 
tenure, etc , really operate against the adoption of any savings My next 
point bears on the question of rural indebtedness Heie we have this debt 
of 900 Cl ores In Germany too you said there is a huge amount of rural 
indebtedness Have they in Germany ever at all considered the question 
of clearing up the debt^ It would not be a practicable proposition, but 
supposing it were piacticable for the Government of India to borrow' 900 
cioies and pay all the existing debt, would that lesult m any' good to 
the peasantiv of the land^ 

Di Fnedenoli It rs a mattei for the Government to decide 

Chan marl It is really a financial problem and as a mattei of fact there 
IS a good deal of material in your paper to furnish an answer to this question 
in the broadest aspect Supposing every one of the peasants w'eie freed 
from his existing debt, w'ould any other factor, c g , that connected with 
the position of the peasant in this country, including his want of educa- 
tion, etc , lead to his again getting into debt^ 

Dr Fucdeiich That is the fear I have In my opinion the indebted- 
ness is not only 900 cioies, but it is more 

Chairman I wanted to have your opinion about Germany Your con- 
ditions of agriculture are better, your conditions of education are better, 
the development of co-operation is much better than in India Have the 
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open d new branch jn Indja should be rcquned to obtain the approval of 
some authoiitv in India, pieteiablv the ]^cseive Banh, befoie doing 

ISO 

10 Licenses should be fieely granted to the ahe.idy established banks 
and it would be the business of the licensing authoiity to see that the provi- 
sions of the lav and any othei conditions specified in the licenses are 
complied with 

31 In addition to peiiodie slalements finm the exchange banks along 
with othei membei banks piovided loi in the Eespive Bank Bill, annual 
statements showing then assets and liabilities lekiting to then Indian 
business, as piesciibcd by the Resei\e Bank fiom tune to tune, should be 
furnished by the exchange banks to the Rescive Bank as a condition of the 
giant of licenses Such statements will be exhibited bv the ex'cliange 
banks along with the balance sliect at all then offices 

12 The returns to be submitted b\ the exchange banks to the Beseive 
Bank shall be audited m such mannei as mnv be piesciibed bv the Reserve- 
Bank 

N B — Conclusions Nos 8, 9, 11 and 12 will be included in the conclu- 
sions relating to the Regulation of Banking 
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9 th March 1931, 


FINAl^CING OP FOREIGN TRADE 

(Provisional conclusions ariived at by the Indian Central Banhing Enquiry 

Committee ) 

1 We consider that it is not desirable that the country should be 
dependent on the facilities! afforded by non-Indian institutions for the 
financing of foreign trade 

2 In view of the foregoing statement we recommend the establishment 
of at feast one new Indian institution for financing the foreign trade of 
India 

3 Further, in view of the fact that the chances of the successful entry 
and operation of such an institution depending upon private mitiative and 
enterprise are meagie, we are of opinion that the said institution must 
exclusively handle the uoik connected with foreign lemittances of Gov-_ 
oinment It is understood that when the Reserve Bank is established, the 
Reserve Bank wiU take the place of the Controller of the Currency m 
■deciding the rate of Government remittance 

4 The State should subscribe the share capital of the bank at the 
start, and 10 years after the establishment of the bank the question of 
issumg shares to the public may be reviewed by Government 

5 The proposed bank should be established in the next two years rr- 
respective of the simultaneous establishment of the Reserve Bank 

6 It has been suggested to us by witnesses that ]omt stock banks 
should do exchange business We consider it desirable that this policy 
should be pursued This development should assist natural growth of 
the Indian share in India’s foreign trade, both directly by the facilities 
ufforded to the customers of these banks and indirectly by providing a 
further stimulus to the foreign banks under the stress of competition to 
assist the Indian merchants to a greater degree 

7 In yiew of the Committee’s provisional conclusion No 12 under the 
beading “Money Market’’ the inference follows that there is no reason why 
the State Exchange Bank, when it is established, should not foster the 
introduction of rupee bills for import business In fact the exchange 
banks may well make efforts immediately in this direction provided the 
importers are prepared to adopt the arrangement 

8 It IS recommended that any bank, Indian, or non-Indian wishing to 
do banking business m India should be required to take out a license from 
the Reserve Bank, when it is established This is partly necessary in 
the interests of depositors and partly for giving the Reserve Bank some 
control over the banks operating in the country 

9 It has been urged before the Committee that the opening of new 
branches by the exchange banks and the Imperial Bank of India affect 

’ the branch banking activities of the other Indian joint stock banks The 
Committee recommend that in order to ensure a well ordered development 
and extension of joint stock banking in the country any bank desiring to 
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very stiongly Of couise nobody ca i 
’but as v'e see it we think it moie 

new bank would attiact would com » apewally . < 

fiom the Indian ]oint stock banks * think, tihftt’ 

and business life, as long as they h. ® tkcwugh* ^ ^ ^ 

the soundness and efficiency of the ^“®. , 

like to bleak their relations with the existing foreign erohtel g ^ > 
tions On the other hand nheie in ,®,®y ®®®? ^“® iPPWtwn of 
the Indian lomt stock banks is not so 7^5^ strong it be , 

that not only to seive the nations”®" <niovement m ,tM 
also as a kind of ^Mse self-piotcction’ « ^ouid^,l^ aavisaWe to ‘ ^ 

cl pait of the dposits fiora these ■ueah®^ Indian gomt stock ranlu-'^^ 
new State Bank, as the deposii®- of .that Btete . Bankc',.^ 
piacticalh be guaranteed by the Gove ^^^ent I tmnk .tdet it, 
doubted that if that conception prove; ®,®' the banjdng 
this countiv would be harmed That troves, m ow opinion, that^ 
posal IS unsound As I have said ah®®“y,* ^“® Dftnki^ situation ,, ^ 
countiv does not icquue the establish®®®^ a new dnatitution. „ ^ 
not felt 1)1 the Committee and so it i h*bte it necessary,^ to apply- ^ 
measmes in order 1o eicale this bar* . I ha^ .mentionM ^alreaw,.^ 

Inst aitibcial mcasuie r?? , that the ca Mtol^s^uld taken by tho^ Gc^ 
ment The second aitificial mcasine is that the new bank should g6y 
poly of the foieign i omittances of We,,TOink rois 

thoroughly unsound The Government' 

the Eeseiie Bank Section 28 of th^ I>towdw.t 

“The Govemoi -Genera' m Council a'^® .p«bho oo^s -shall 

take to entiusi the hank with such <»py tiMis ^as , mhy be agreed ^ ^ 

wuth all then monev, lemittances, e''®®*i®f® bank^ .transaotataai ^ 
India and clsewheie’’ So w^e conoid ’** the iK>und prmcip le^ y hlit 
IS piactically of universal application , , ^ < bll . eountoes the ' rmnUtd^#’ 
business on behalf of the Government "done l:^,'Me wntral b , ^ 

tution, and w^e think that that is of ^,6 greatest >Talue for the ^ 

Bank in oider to follow^ the soimd an® wong policy It woiud, , 
opinion, senouslv weaken the positio:^^^ c® P>x«pective Reserve 
if the woik connected with foreign le^*^^^®®® Government wei» t 
away from it As w^e see it, the Besi'^® ^ 

w’^e discussed the mone^ market, to P ~ * 

exchange, and it is out of this stock lorei^ exchange that uie ^ 
xemittances on behalf of the Go^®™®®®’®^ v^ be -done, so 
It this piovos to be tiue then the Beserve Bank ca^t sk ^ 
advance v hoi hoi the purchases of exchange tha t they e ^ 

on behalf of Government lomittances in, order to strengths th«^^ 
of the Eeseive Bank for its liabilities. even^to be eiwbled to se 
latei in the maiket or to the banks i “ to str^gthen the pW ^ 

the rupee At piesent the Govenirr ®^ 

by the tender system I, foi one, air much in lavom ot tp^ ^ 
apart fiora the piesent circumstances, couree, and I' wmk it fto 
ceivable that the Eeserve Bank wull soon come ^ to the concli^wa^ 

IS piefeiahle not to continue that sy*^™ but to o“ect thh , 
remittances out of their owm stock anc ,8prelftd toeih ov^ top W 
One of (he shongest w’eapons that, -v , 

tion of the lupee, is in the hands of .^s er^ . Bank ^ ^ 

possibiht} , that they get fiom this i 
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Chat! man — To-da> wc will take up the papei on “Financing of Foieign 
Tiade” and we shall be glad to heai what you gentlemen have to say on 
the naper which was sent to you 

D? 2'j/p ]\li Ch uiman, as 1 take it the fiist 5 conclusions all lelate to 
one question, that is the establishment of an Indian exchange bank It 
IS ’pioposed that this Banlc will be established by the Government, that 
the Goveinment will take the shaie capital and that that Bank will be 
entiusted mth the woik connected with the Goveinment foreign remit- 
tances Vt e aie against this pioposal We think in the fiist place that 
It IS unfaii We only find that foi the fust conclusion which is foi con&i- 
deiation that “it is not desiiable that the countiy should be dependent on 
non-Indian institutions foi the financing of foreign tiade” no leasons are 
given Fiom the banking j^omt of view — and of couise we can onlv loolc 
at this piopo&al from a banking point of view — we see no leason for that 
undesiiabihtv The onlv aigumeiit that we could find w^ould be that there 
might be a dangei that these foreign exchange banlcs w^ould withdiaw from 
the countiy and that then the country w'ould be depiived of an agency to 
finance itp foieign tiade Now that, in oui opinion, is absolutely mcon- 
ceivable It is not i leal inattei of fact possibilitj that 18 banks, and 
geneiallv speaking 18 veiy stiong banks, doing then work all over the 
w'oild w'ould, all at once as long as thej' aie not compelled to do so, with- 
draw from the countiy One might as. w^ell be afiaid of the possibility of 
all the Indi in joint stock banks at the same moment stopping their woik 
and going into liquidation We find heie a second reason fiom a banking, 
Oi. a business point of view, that Indian meichants aie at piesent not 
sufficientlv helped by the foieign banks Some people made that allegation 
and we dealt wuth it in oui memoiandmii on foieign tiade, but although 
peihaps m some lespccts the pohc\ of the foieign e'^chauge banks could 
be ch.mged we considei that no pioof has been laid befoie us in support of 
this allegation that would give use to this geneial ciiticism against the 
foieign exchange banks So oui fust conclusion w'lth legaid to this pioposal 
IS that it IS, fiom a business point of view not w'-ell foiiiied In the second 
place w^e think the pioposal imfaii We wiote in oui papei on mdustiial 
finance that we think it unfaii and unjust that an institution created with 
Goveinment capital should enter the competitive field and should compete 
With existing coipoi aliens The moic so is the case heie wheic we aie 
convinced that the piesent banks wlio woik this field do it in a very effi- 
cient and ven satisfactoiv wav I can sa^ that fiom my own experience 
because man's of these banks woik m Java too and I Imow'^ fiom the ex- 
peiience of the Java Banks that tliev do then exchange business in a most 
efficient and raoefc modem and ImrMv developed way So Ihcie is fiom a 
banking point of view not the sh<jhte<^t leason to mciease the number of 
banks th it w'oik in this foiegn exchange field Apart fiom that, we think 
the pioposal is imfaii wnth legaid to the position of the Indian joint stock 
banks Peihaps heie the dangei foi a sound de^'^elopment of banking in 
this countiw w'oiild be even gieatei Wc l.ake it, although it has not been 
stated m the paper itself, that the new'' State Bank would be allow'ed to 
take deposits and we take it too, the new'- bank would be allow'ed to do 
business winch follows out of then exchange tiansactions and business in 
upcoiintig places We feai that fiom these two activities, the talnng of 
oeposits and the doing of inland business, a stiong competition would 
result and that the Indian joint stock banks would feel that competition^ 
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interested in business in one paidiiculai country That bank has now been 
working successfully foi some yeais 

Mr Eiihhfoitli Do the public deal with the bank or do the ]omt stock 
banks hand on then clients to that bank^ 

M? Cnrue What happens is that ciedit is aiianged abroad by that 
bank, and the joint stock banks who are members of the bank take the- 
ciedit the\ lequne 

Mr Buhlijoitli Has it blanches abioad oi does it work Ihrough 
agencies^ 

Mi Cm lie Yes Tlie\ woik (hiougb agimcies 

Mr Evshfoith If we decided to stall an Indian Oveiseas Bank it 
would not be necessan to considei anything moie than the joint stock 
banks putting up the lupeo capital and aiiangmg foi agencies oveiseas 

Di Tup Y’ou have inteinational acceptance coiporations to do ex- 
change business Banks foim an institution in order to do international 
acceptance busmes': Ore such institution was not confined to Dutch 
banks, othei banks of othci countiies took pait in it 

Ml EushfoiiJi You get back to join old difhcult'v Yoin joint stock 
banks do ivant to liave a tingei in the pie, and thej w'ould not be content 
finall} to hand it ovei to tlie common institution 

Ml Cuiric It IS useful Joint stock banks have leaint exchange 
business by suppoiting it 

Ml SailiOi What exactly aie youi objections to the State paiticipat- 
mg Tn the initial stage bv pioi iding the capital of the new exchange bank 

Di Tup Tlie objection is on piinciple We see exchange banks do 
then business in a veiy efficient wa'j and thcie is no question of inefficient 
handling of the foieign tiade of the country W'e think that Government 
should not cntei this held In the second place it is no concern of Gov- 
ernment, and Goveinmcnt rvill have to do so many things in the near 
futuie that the moner could be applied in a better rvay than this 

M? Haihn That is the piincipal objection, thcie is no other 

D? Tup In 0111 opinion the'j aie sufficient 

Mr. Saikei Tn Japan the'V have a State Bank 

Di 'Tup So tai as I knorv the situation in Japan is a special one 
The Bank ot Japan does no foreign exchange business It does the in- 
land business, tlic ciedit giving and other woik that is done usually by 
the Keserve Bank of a countiy The foreign business is done by the 
Yokahama Specie Bank I do not think it is an advisable and satisfactory 
position 

Mi Saili-ei Can we do the same thing here 

Di Tup I would certainly not advise, because you have not so much 
experience as to place the foreign exchange business and inland 
giving business in two separate hands I am certainly of opinion tha 
those two tasks should be in the same hands 
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remittances, to regulate with the Government, the time and the amount 
of these remittances m a certam period They can in concert with the 
Government either slachen the remittances and decrease the amount that 
IS remitted in a certam period when the position of the rupee is weaker, 
oi they can speed these lemittanees and inciease the amount when the 
position of the rupee is strong and the foreign exchange comes into the 
maiket I cannot see how the Reserve Bank would be able to fulfil this 
task, to which we attach the gieatest value, if the woik connected wuth the 
foreign exchange business of the Government weie taken away from it 
and given to anothei institution We thought that the Central Committee 
w^as piepaied to accept oui suggestions to stiengthen the position of the 
Reserve Rank, and, thoiefoie, I may say that we aie now disappointed to 
see heic a pioposal which w'ould, in our opinion, seiioiisly inteifere with the 
task of the Resei\e Bank and would w'^eaken the position of that institution 
On all tliose grounds w'e come to the' conclusion that it would not be desii- 
able foi the banking position of the countiy, and especially foi the position 
of the prospectne Reseive Bank, if these proposals wcie made by the 
Cential Committee I am, moreovi, if T may saA so, convinced that it 
would leally weaken the authority of the Cential Committee f they come 
bcfoie the public with such a pioposal at the piesent moment As fai as I 
know, especially after the Wai, State banks aie m the mteinatioml woild 
looked upon as undesirable and objectionable, and I do not think that inter- 
national confidence in the policv of this country would be strengthened if 
it came to establish a State Exchange Bank What should be done, in 
our opinion, is that no action should be taken befoie the Reserve Bank is 
constituted and has gathered enough experience to advise Indian joint 
stock banks whair action thet could take Eor, in our opinion, the only 
way in winch wilhout haim to the banking position of the country, an 
Indian Exchange Bank could be started would be that Indian joint stock 
banks should among themselves create such an institution, subscribe to 
its capital and work it in concert wuth and on the advice of the Reserve 
Bank If lhat could be done, I think, a sound and right solution would be 
achieved That is our opinion 

Chairman We are confining to paiagiaphs 1 to 5 I now ask my col- 
leagues whether they want to put any questions 

Mr Eushfoith With leference to the first provisional conclusion you 
-said you could not agree from a piirelv banking point of view I can quite 
understand that It is not the banking point of view that made us to 
come to that conclusion But assuming that we have come to that con- 
clusion and we think that a new Indian institution is desirable, could you 
suggest any practical method b's which it could be established'^ 

Dr Trip I finished by saying that the only suggestion that we can 
make is that it should be done onlv bj the joint stock banks We have 
the impression that the Indian joint slock banks are strong enough to 
create by themselves a satisfactory foreign exchange bank, and I think 
it would be a sound and good policy if they created their owm agency 

Mr Bushforth In that case they w^ould voluntarily have to relinquish 
all their dcsiie to do foreign exchange business themselves That is one 
of our troubles 


Ml Cini'ic The British Overseas Bank was formed by the Lancashire 
Bank, the Scotch Bank, ourselves and various other banks which were 
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If you \vant to discuss wiili Hr Irip why -wc came to that conclusion it is 
open to you to do so If you do not want to discuss, it is also open t6 
you not to discuss Obviously Dr Trip and his colleagues can not stait 
with the acceptance of the assumptions I take it that Mr Chetty would 
be perfectly entitled to put questions such as supposing this is the 
assumption, have you any suggestions to make^ I see your caveat You 
began by sajung that vou did not accept the assumption But supposing 
Mr Chetty oi any membei of the Committee including myself were to 
put the question to you — assuming that the assumption stands, have you 
any suggestion to make’ There aie two different aspects You question 
the assumption, and, as I said, any member of the Committee is at 
liberty to discuss wnth you the assumption, but then comes the second 
stage, that is, we mav ask you — assuming that the assumptirn stands, 
have you any'^ suggestions lo make proceeding on that assumption 

Dr Tnp I quite see your point, but I think that makes our position 
veiy difficult If w'e are asked to assume that Goveinmcnt think a certain 
measure of such interest to the countrv at laige, then of course Govern- 
ment could Jo it although undci normal circumstances it would be abso- 
lutely unsound Dming the Wai Governments of practically all countiies 
took measuies wdiich were fiom economic, financial and banking points 
of view% absolutely unsound But how' can wo concede the assumption if 
we do not see the ical leasons from a banking point of view And, of 
course, if vou tell us — we think that foi the gencial intciests of the country 
this question is of such paiamoimt interest you must draw your conclu- 
sions — Wc cannot agiec cithoi to the assumption or to the conclusions’ 

Chanman It is open to anybody to discuss the assumption with you 
and youi colleagues The next point is, if it is assumed that the assump- 
tion stands, have you anything to tell us as to how a scheme, sound from 
the banking point of view, can be woiked out 

Mr Slian^nuIJiam Clicity Whatever might be the line of argument 
taken by my colleagues on the Committee, I at least do not want to discuss 
the reasons underlying this assumption that we have made because I con- 
sider that this IS a question of bioad national policy I wall give an analogy 
We have got the Taiift Board Now' Government have assumed and have 
declared that it is their policy' to give discriminating protection to Indian 
industries, and from time to time they refer to the Tariff Board for 
investigation the cases of certain industries It is not open to the Tariff 
Board to say Government is wrong in following this policy because free 
trade is better than protection, but it is for them, taking it for granted 
that this is the policv of Government, to devise w'ays and means of cai ty- 
ing out then policy Now, that is the line I w'ant to take with the foreign 
experts on this question We have to take for granted that it is our 
national policy to bring into existence a state of affairs bv which a part 
of the fo'^eign trade of the countrv w'lll be in the hands of Indian institu- 
tions and we shall not continue to depend on foreism institut’ons 
for the financing of foreign trade of this country I do not want 
to discuss the assumption w'lth the experts, but having made this assump- 
tion I want to examine with them the soundness or otherwise of the pio- 
posals that have been made to achieve that purpose That is mv posi- 
tron 

Dr Trip It sounds very sound and clever It is in mv ommon abso- 
lutelv impossible to senarnte the tw’o things You can make the assump- 
tion that all kinds of industries should be started here although the 
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Ml SaiLer Wliat about tlie National Bank of Fiance’ Capital was 
•sub&ciibed bj Government foi financing then c\port tiade 

Di Tup 1 must sa^ I do not know that In Fiance the institution 
IS loi acccplanec business, not foi financuug loicign tiadc 

Ml SailiCi Tlio B.iiik paiticipates in tlic> foicign tiade (League of 
Nations Paper No 10 ) 

Di Tup I must sa} tl.cie was a t^uesLon ol inoneci woik Theie 
was no acceptance w'oik done m France Probably Government thought 
it necessai} tor the countij' to do that, and entered the field But that 
IS not the question here There is no question of pioneei work m foieign 
exchange business 

Ml Sail 01 You sa’^ it the joint stock banks voluntaiih start in 
■exchange bank v'ou have no objection 

Dr Tup No 

Ml SaiLei If they w^aut Government assistance m the mitral stage, 
do you object’ 

Di Til]) I should have objection to that If the joint stock banks feel 
that it is desirable for then positron to enter this field they are strong 
enough to do that, and it must be left to them 

Ml Saiker Even if thej ask for some assistance for the first five or 
ten years after voluntaiilj forming a common institution, you wull oppose it 

Dr Tup Yes 

Mr Saihei You wall oppose .my form of IState assistance’ 

Mr Shamnukham Ghcity The piovisional conclusions of this Com- 
mittee are based on the iundamcmtal assumption which is contained in 
paiagiaphs 1 and 2 ot the Provisional Conclusions I do not think it would 
be proper for us to discuss wrth the experts whether the feelrng that we have 
in this matter is right or wiong Bightly or waonglj , we feel that we cannot 
depend and contrnue to depend on foreign institutions for financing our 
foreign trade, and we, therefore, want to clevrse some means whereby 
at least a part of the financing of foreign trade wall be in the hands of 
an Indian exchange bank What I would like to discuss with you is, — ^if 
jou are prepared to concede the assumption rindei lying these paragraphs — 
the difficulties and objections that might be laised from a banking point of 
view to the proposals that wc make Y^ou would assume that rightly or 
wionglj we go on this assumption, we want the foreign trade of the 
country, at least a pait of it, to be transacted b-^ Indian institutions, you 
assume that we want it, and help us in finding out ways and means of 
achieving that end 

Dr Tup I shall assume that you want it But I can not conceive that 
we came here for that puijpose 

Chairman Dr Trip began by saving that he sees no reason for the 
first' assumption Of course it is open to the members of the Committee 
to discuss wath him the reasons which led him to arrive at that con- 
clusion There is no question, at the present moment, of the Committee 
going back on that conclusion The whole thing has now been discussed 
and Dr Trip’s attitude is that he sees no reason for the first conclusion 



Di Tiip The-^ Mill find ’i diHicnlL and thciefoic T advised that the 
'Indian ]oint stock bTnks should wait until Ihe Kcseive Bank is constituted 

Ml Shaiiiiuilhai,! Chetfij "NMiat ! want to make cleai in m\ mind 
IS that you igico thai oicn if ,in TndicUi institution came into e ustence 
to-moiiow, eilhei bv ]oinl stock banks ]oimng togethen oi b-s staiting a 
Beservo Bank, the lesouiees and evpeuence of the foieign exeliange banks 
aie such that Ihe foicc of competition will be \cl^ sc^clc indeed and 
that it wmild be vei's difht ult foi the new mstituiinn that comes into 
existence to compete with tbc foieign banks 

Di Tup I mi’st make a point lieie It is not in oidei to bung m 
anj nationalistic feeling If 5011 have an Indian institution that is managed 
by men who know then task and who woik efTicicntly, the Indian tradeis 
should go to tb.it bank I know tlie national feeling in the mattei If 
'\ou have some Indian institution in which the tiade and business life have 
confidence, I cannot see that it will be difficult 

Ml Shanmnhhaiii Clicitii Tlieiefoie the onK wa^ m which an Indian 
institution can suctessfiilh comjiele wuth the foieign banks would be 
eithei by Indian businessmen, actuated bA motives of patiiotism, going to 
this Indian b.ink foi tlieii foieign business oi bv some soit of extianeous 
Iiclp to the institution 

Di Tup If the toims .uc the same it is quite sound foi them to give 
piefeienco to then owif bank 

Cliaiiinan It the* nation il feeing is vei\ stiong in favom of an fneban 
joint stock bank that teeling ma-\ show itself m one of two ways either 
by the mdnidu.il fncli ui tmdei going to the Indian bank in piofeience to 
anv otliei bank 01 — that is wlieio Mi Cheitv comes in — b^ the Indian 
piibJif as a whole tin ouch then Legislatmos agieeing that the Indian 
bank should be jiioMcIcd with some foim of State assistance Youi argu- 
ment was that if llicae was that amount of national feeling in the countiy, 
ihe Indian businessmen would go io the Indi.ui exchange bmk m pie- 
feience to a foieign exchange bank but it ma’N also happen that (jovein- 
mont, if it IS fulh lesponsible to the Lecislatmc mn\ cive some foim of 
State assistance to the Indian exchange hank winch will secuie the object 
in view If thci did that IheA wall li.ive bofoio them the piecedeni of 
Japan I am not heic discussing vein othei aicument wdiich inav be veiy 
foieib''e, that oven if that is done it must not be done in a waA wdneh wall 
affect the opeiatious and the sound w'Oikmg of the BeseiA’’e Bank 

Dr Tup I do not sav that Indian tiadeis and businessmen should 
undeitake to make saciifices on behalf of this bank I only said that jf 
the Indian institution w^as on the samc^ sound lines and gave the same effi- 
ciencv to Indian business life, the Indian tiadeis w^ould give it piefeience 

Mr Slianiinilhnm CheMy Theiefoie we come back to the point w^hether 
the stiong position that the foieign ex'clinnge banks now hold in the Indian 
banking world is so foimidable that a new* institution that comes into 
exustence wall be able to offei the same facilities and the same efficiency of 
SCI vice wathout some extianeous assistance^ 

Di Tup I cannot sa-^ that it would be impossible Of couise, thev 
W'^ould have smallei business in the beginning, but they AAOuld build it up, 
especiallv when they aie based on the w'oik of the Beseive Bank 

Ml Sliaamulham Clictty My point is this you have join self con- 
ceded that the position of the exchange banks, then lesomces and ex- 
perience, make them very strong competitois Piom that I am entitled 
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fundamental conditions are not present in the countrj You put such 

an assumption befoie me What is the use of discussing with me as to 
how it should be done if I think the fundamental conditions are laelang As 
far as I can see, it is not possible for me to free your assumption from 
the consideiation whethei it is necessary for the interests of the country 
The only sound solution that we can see is that Indian joint stock banks- 
shoiild do it among themselves 

Mr ShanmuLham Chettrj Therefoie you aie coming to the method 
■which we shall presently discuss You say if it has to be done, let the 
Indian jomt stock banks join together and stait this foreign evchange 
business I have another alternative and I want to discuss it with you 

Dr Trip You must give youi reasons why vou think my proposal is- 
not useful 

Chairman The fiist item in the teims of lefeience to our Committee 
is the development of banking ivith a view to the extension of mdigenous, 
co-opeiativo and joint stock banking, with special leference to the needs 
of agiicultuie, commeice, and industiies Theie is no haim in my telling 
you It IS the unanimous conclusion of the Committee, I alone reseiving 
my opinion, not dissenting If w'e feel that the development of foreign 
trade cannot pioceed properly -nuthoiit Indian institutions it is perfectly 
legitimate foi us to come to that conclusion I fully lealise what you 
saj' — the piesent banks aie there, etc We have also dlsco^ered that m 
Japan at was onl} aftei the institution of the Yokahama Specie Bank that 
the people of the counti^ managed to secuie a large and giowing share 
of nhe busmens connected with the foreign tiade of that countiv lhat 
fact IS theie befoie us We have also statistics Therefoie it may be 
perfectly collect foi us to come to the fiist conclusion What Mr Chetty 
said would be absolutely within the terms of lefeience Mi Chetty’s 
second point was, assuming that this piovisional conclusion stands, whether 
you as an expert have any means of indicating to us a sound plan by 
which it would be possible to stait a purely Indian institution for manag- 
ing the financing of the foieign tiade of the countiy You have yourself 
made a ceitain suggestion in that connection Mr Chetty may have 
another, I do not loiow You have incidentally brought to our notice 
the objections connected with the paiticular measure which we had in 
view All that Mr Chetty wants is to know whether you have a solution 
and if so, to discuss with you and your colleagues the solution or othei 
methods of solution Let us pioceed on that basis 

Mr ShanmuUiam Chetty You suggested at the end of your remarks 
that if it has to be done, the joint stock banks should join together and 
do the business At least by implication you have conceded that there is 
a method of doing it 

Dr Trip I said that if you want to stait an Indian exchange bank, 
the way I mentioned is the only sound way 

Mr Shanmuhham Chetty In paragiaph 3 of your memorandum you 
said 

"It can scarcely be denied that the Exchange Banks because of 
then resources and expenence are strong competitors" 

You concede in this statement that the position that foieign exchange 
banks now occupy as a result of their lesources and experience is so stiong 
that anv new institution that comes into existence will find t rather di9i- 
cult to compete in this class of business with the foreign exchange banks 
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Ml Shanmuhham Glietiy I leave that aigument at that In criticiB- 
mg the scheme that we have put foiwaih, I take it jou will examine it 
fiom the point of view of (1) how it will affect the Eeseive Bank ^2) liow 
it wiU affect the ]omt stock banks, and (3) I suppose you will also take 
Into consideiation whethei it will imjustly affect the existing position of 
the foreign exchange banks I suppose these aie the three points we have 
to consider 

Di Trip Yes 

Mr Shanmiildiam Chetty You say that the establishment of a new 
anstitution of the natiue contemplated bj’ os will interfere with the task 
of the Eeserve Bank and will weaken its position I want to understand 
this position a little moie clearly As I undei stand the Eeserve Bank 
Bill, the function of the Eeserwe Bank is this at wall no doubt under clause 
*20 be entrusted with the task of undertaking the foreign remittances of 
the Government but in discharging that task, I anticipate that in normal 
circumstances the Eeseive Bank will simply take the place of the Controller 
of the Currency I wiU explain my idea conception of the function 

of the Eeseive Bank m foreign remittances is this I do not expect the 
Eeserve Bank normally to come into competition with the exchange 
banks in the financing of the foreign trade just as I do not expect the 
Eeserve Bank to come into competition with the joint stock banks in 
commercial banking business I expect that either by the tender system 
oi by any other system the Eeserve Bank will simplv act as the Agents 
of the Government in securing the sterling requirements of Government 
from the open market I anticipate that it is the function of the Eeserve 
Bank to enter the open market in the matter of remittances onlv when the 
iippei and low'd gold points are disturbed 

Du Trip Not when tney are disturbed, before they are disturbed 

Ml Shammilihain Chetty Oi when there are forces that will tend to 
•disturb the upper and lower gold points Then it is the function of the 
Reserve Bank, by means of the Bank Rate oi by entering the open market 
'Operations, to check the tendency of disturbmg So do you agree with me 
that it IS not the function of the Eeseive Bank to compete normally with 
exchange banks, whether foreign or Indian? 

Dr Trip It must be w'ell undei stood that the work of the Eeserwe 
Bank will alw'ays have some oompetitive influence, otherwise it could 
not work at aU Even if you assume that the Eeserve Bank wants to sell 
to, or purchase from, the existing banks and not in the open market, my 
point still stands that the Bank can do that work efficiently only if it is 
free the whole year round to decide on the tune wffien it wall try to 
get foreign exchange and upon the amount it wants to get That is quite 
apart from the question whethei it does it with the foreign exchange 
hanks or in the open market 

Mr Shanmuliham Chetty You said you are not in favour of the present 
tender system 

Dr Trip I did not say that about Government, I said that for the 
Eeserve Bank it is not the most desirable method 

Mr BlianmuTiham Chetty When the Eeserve Bank comes into exist- 
ence, what do you think will be its normal operation in the matter of 
remitting Government moneys 
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to diaw the mfeience that if a new institution that oonies into exustenc 
could be expected to offei the same efldciency and the same teims as the 
existing institutions, it would an the eaily stages at an^ late lequiie some 
extianeous nelp Othei'wise theie is no meamng in the statement that yon 
have made that these foieign banks,, bv leason of then lesouices and ex- 
peiienc'fe, aic veiy stiong competitois 

Di Tiip Yes in my conception competition is alva-^s desiiable oi 
sound foi a new institution if it woiks in a pxudent and piopei vax 

Mi Shanmuhliam Ghetfy The new' institution must ceitaiuly wmk 
piudently and in a piopei w^ay, but to enable it to compete vith the exist- 
ing institutions on teims of equality and to enable it to do the same econo- 
mical seivico, it lequ'ies some extianeous helji in its eaily stages at any 
late 

Di Tup E do not agree 

Ml SMoimuLham Chetty Then T do not know' w^hat exactly is the 
implication of voui statement that they are stiong compecitois 

Di Tup That is a statement ot fact They aie stiong competitois. 
in the fiist place among themselves 

Mr ShanmiikhavL Chctty 4nd much more so in compaiison wnth a 
new institution that conies into existence 

Di Tnp Theiefoie the new' institution cannot expect to get a very 
laige pait of the foieign exchange business m the beginning, and so they 
may w'aiit some help on the pait of the Eeseive Bank 

Mr Shanmvhliam Ghetty But the Indian trader w'lll not go to this 
Indian institution simph by reason of his patriotic sentiment, unless the 
new institution offers the same facilities and the same efiicient service as 
the existing institutions 

Di Tup Yes 

Mr SJianimilhain Ghetty To enable the new institution to offer that 
efficient and economical service, you must give some soit of help so that 
it might compete with the existing institutions 

Di Tup I do not want to give it such a soil of helji 

Ml Shanmuhham Ghetty I am not suggesting the sort of help to be 
given, w"-- shall come to it latei Bo you concede the gonemi pioposition 
that some help ought to be given to enable this institution to compete 2 

Di Tup No 

Ml ShamnulJtom Ghettij Then how is this new institution at the 
veiv inception to give that efficient and economical service as the existing 
institutions 

Di Tup When a new' institution is started it will <ilwa\s hare to com- 
pete w'lth existing institutions 

Ml Shanmuhham Ghetty The new mstitution might be killed in the 
course of a year ’ 

Di Tup Therefore they must look at the basis of then work How 
could it be lolled 2 

Wa Shanmuhhnm Ghetty Snnplv by the force of competition 

Di. Tiiv The existing institutions want to make some profits too 
Thev work on a profitable basis and I do not see w'h-s a new institution 
should not w'oik on the same basis 

VoL ly' 2 Y 
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if the Pieseive Bank made up then mind that duimg one month they 
must covei themselves to the extent of 5 million steihng, the^r uould m. 
die fiist instance go to the exchange banks and if the exchange banks aie 
able to give the steilmg at v.hat the Bsserve Bank considei a piopei late, 
thei Mill noimalh j^tii chase fiom the existing exchange banks 

Di Tup I must saj that I should not think that it would be the light 
policy foi the Besene bank to go to the exchange banks They must 
wan It the} know that thei w.int so much, the^ aie in a pioper position 
to buy Olherwise thej must wait and considei the position That is 
the piopei waj You can nevei saj what the position will be six oi seven 
months m idvanoe and the Beseiie Bank can ne^el know what then 
position Mill be fiom da^ to da\ Thej may liaie eien to advise Govein- 
meut to postpone the pui chase 

I\li Shanmulliam ChcUij But the point is that in oui scheme we have 
suggested that this new'' Indian institution must have the monopoly ot 
the Go\ eminent lemittance business, by which w-e want that the Eeseive 
Bank, in meeting its obligations tow aids Goi eminent in the mattei of 
lemittance, must in the Inst instance give this business to the Indian 
Exchange Bank What is com objection lo that? 

Di Tup The fiist and final objection is that the Eeseite Bank would 
not be able to do that, because they would not know, when they bm 
foieign exchange, whethei the3 do it on behalf of Government oi not II 
toicign exchange is offeied to }0u, youi position geneiallj^ makes it neces- 
sail that lou should bui it If lou have tlnee oi foui wa\s foi winch 
that foieign exchange may be necessaij to you, you do not know’’ foi w’hat 
puipose you will m fact use it if you have to use it liie oi six months later 

Ml Mcnni Suhedai Let us put it this way Assuming eveiything that 
you haie said about the Eeseiie Bank’s fieedom to entei the maiket at 
any time to hold its own ioieign exchange, the Beseive Bank wall have 
many functions Theie would be one dejiaitment of the Eeseive Bank 
doing all this and some officials will have to give attention to it Assum- 
ing that the department of the Eesei\e Bank winch undei our scheme is 
to be an Indian institution was sepaiated foi puiposes of finance, is theie 
any fundamental objection? 

Di Tup I cannot see any leason foi that Is it to be a depaitment oi 
IS to be incoipoiated in the bank itself, 

Mi Mann Sitbeclai If the owneiship is the same, it becomes a separate 
depaitment 

Di Tup It can only be the same if the puiposes ot the two depait- 
ments aie the same 

Ml Manu Sithcdcn The puipose iiolicv and contiol will all be the same 

Dr Tup The w’oik is the pimcipal thing 

Chao man I see the implication aiising out of Mr Suhedai 's pioposi- 
tion which cuts at the loot of the main scheme He wall haie an oppoi- 
tunil’s of pui suing his point iatei 

Ml Shanmnhham Chetty E^en if the Eeseive Bank is established, 
what IS the ob|ection to then following the, piesent svstem of calling toi 
tendeis fiom time to time foi lemittances’ , 

Di Trip The objection is that it would be an automatic system Hie 
Eesei\c Bank would come to the open maiket That would put them in 
n weak position If thpA canAass foi a eeitain amount of foieign exchange, 
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Di Tup I can tell you how it is done, foi instance, by the Java Bank 
In the beginning of the yeai we get fiom Government the scheme ot remit 
tances Though they aie not bound to the scheme, w'e suppose that it 
would be follow^ed on behalf of Government and that lemittances would be 
made to Holland, England, Ameiica, etc 

Cnanmaii That is the budgetaiy scheme, as put down in the budget? 

Di Trip No 

.Vi ShanmulJiam Chetty Government must give to the Eeserve Bank 
-some piogiamme of then lemittances for the whole yeai 

Di Trip Yes Thej are always entitled to change the programme 
The Ja\a Bank could establish then pohcy befoiehand in order to be able 
to make the lemittances As soon as they get offers foi an exchange from 
tihe banks oi, if they cannot get them fiom the banks then, in the open 
market, they buy befoiehand or before the date of the remittance of the 
foreign exchange, and they are piepaied to lemit when Government wants 
it to be made There was an occasion when there was weakness in the 
market and the position of the Java Bank actually was weak The Java 
Bank consulted the Government and advised them to postpone a portion 
of then remittance and to finance their foreign needs by drawing on credit 
us the British Indian Government always do with the Treasury at home 
[n this wuy the market was not disturbed by remittance on behalf of the 
'Government When the position of the market became strong, the Java 
Bank bought again in the market from private banks and the remittances 
were resumed and the insufficiency of the former period wus covered in the 
next period So there is always a regulating factor in these remittances 
for Goveimucnt I think that is the ideal system that I can conceive of 

Mi, Shanmuhham Chetty That is practically the kind of scheme that 
was contemplated by the Indian Currency Commission In fact you will 
lemembei that w'hen w^e discussed the Eeserve Bank Bill we contemplated 
that the Eeserve Bank should do the same in the matter of Government 
lermttance No doubt the Eeserve Bank, after Imowung the requirements 
of Government in advance oi obtaining the piogiamme of Government re- 
mittance, wull decide the best time wffien the sterling requirements have 
to be purchased The main point in the scheme is that the Eeserve Bank 
ought to be the judge When Government once gives the Eeserve Bank 
its programme, it is for the Eeserve Bank to decide the time when it wnll 
purchase its requirements That is the mam function of the Eeserve 
Bank 9 

Di Tnp Yes 

Mr ShanvnilJiam Chetty Normally in malnng provision for these re- 
-quiiements, the Eeserve Bank will purchase only from the existing bankers 
It will not enter the open market 

D? Tnp It IS not necessary and as long as it is not necessary, it is 
preferable to purchase foreign exchange from the banks 

Ml Shanmuhham Chetty Not only is it not necessai'y, but it would 
■not be preferable to compete in the open market without any reason 

Dr Trip If they cannot get the foreign exchange from the banks, thev 
wull have to take it from the open market, but if they wunted for their 
pohcy and they could not get it from the banks, they will take it from the 
open market 

Mr Shanmuhham Chetty It will certainly be competent for the 
Eeserve Bank to go and purchase in the open market, if they wanted, but 

2 Y 2 
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Ml Manu Subedar It would be much bettei m youi opinion to leave- 
it to the E-eserve Bank to do what they pleased 

Dr Tnp That as my point The Beserve Bank vull themselves 
lealise 

Mr SlianmuKham Clietty You object to any foim of State assistance 
to the pioposed Exchange Bank Supposmg, foi instance, we devised a 
scheme by ^vhlch a new institution foi doing exchange business is staited 
m this countiy with a paid-up capital of say Bs 3 cioies and the shaies 
aie offered to the public, and if any shaies that are left ovei aie taken 
by Government, would youi objection to that be still as stiong as to the 
formation of a State Exchange Bank 

Dr Tnp Yes, because foi all piactieal pmposes it vill be a State- 
managed institution 

Mr ShanmvViam ChctUf Youi objection is tbeiefoie a fundamental 
one 


Di Trip Yes 

Ml Manu Subedar In oidei to avoid anv imsundei standing I should 
like to indicate at the outset that I fully appieciate the position which jou 
ha've taken up as technical adviseis in Bankmg I say this because in 
the ultimate conclusion which I diaw, I diffei fiom the conclusions 
which you gentlemen have drawn up I make this piefatoij state- 
ment with a view to tell you that I thoroughly rmderstand your posi- 
tion and I hope you will also understand me aright Now, with regard 
to the first conclusion we have arrived at, here mentioned in this paper, 
I would like to ask you whether, if similar conditions as exist m Ind’a 
toda-v existed in Holland, there would be some room for apprehension on 
the part of the citizens of Holland and whether j^ou w^ould yourself share 
that apprehension Mj' point is this Supposing banking facilities were 
lua bj. foreign institutions and as bankmg facihties they were quite good 
and efficient but still the Nationals of the country thought that since their 
mteiests were in foreign hands it was not a desiiaiile thing Would it be 
light and natural to feel that apprehension? 

Dr Tup 1 cannot say that it is so m Holland today 

Ml, Manu Subedar I am not talking of the existing position in your 
counti*} At jiiesent your own mteiests are so stiong that jou do not 
feel that your mterests wall be oveiw'^helmed by foreign institutions 
Supposing the position in your counti*}^ today were as it is in my counti\ 
today, would that be a right apprehension? 

Di Tup It depends on the development of the circumstances of the 
country If we were served efficientlj^^ and thoroughly I do not see anj 
reason for any apprehension 

Mr Manu Subedar I also assume that ^ou take the same view with 
regard to Japan w^heie they have staited a State Bank to do the exchange 
business 

Dr Trip I have a great admnation for the Japanese people in general 
but I consider their ways of deahng with the economic policv to be not 
quite sound 
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■tlie -whole maihct Imo-ws that the Eeseive Bank wants so much foieign 
exchange but if they beep it indoois in the Bank itself, the inaiket never 
knows how much the Bank wants The market can form its own ideas 
about it, but it can nevei know because there is alwais the possibility 
of Ihe Eeseive Bank selling part of then gold or gold securities eoveied 
hy then obligations 

Ml Shanmuhliam Ghetty That is no doubt a disadvantage that the 
'Controller of the Currency also calls for tenders, but I would suggest 
that that disadvantage -would not exist when the Eeseive Bank calls for 
tenders It is not necessarj' that the Eeseive Bank should accept the 
lowest tenders Therefore the market must know’^ that wEen the 
Eeseive Bank calls for these tenders that in the opmion of the Eeseive 
Bank it has not got the rate w'hich it considers proper Do you not 
think that situation is correct^ 

■% 

j\h Lamond That happens even no’w’’ 

Ml ShanmulJiam Ghetty But the Eeseive Bank will be m a stiongei 
position than the Controller of the Currency 

Ml Lamovd But Government through the Controller of the Currency 
-does the same 

Ghatiman I suggest foi Mr Chettv’s consadeiation that ihe pros and 
cons of this w’^as fully discussed before the Hilton-Young Commission and 
the discretion of the Eeseive Bank to make its remittances as it chooses 

Mr ShanmulJiam Ghetty My point js that even if the Eeseive Bank 
follows the present pohev of calling tor tenders it does not take away 
the discretion of the Eeseive Banlv to make its remittances as it chooses 

Chan man If tins Committee w’eie to lay dowm that oidinaiily the 
Eeseive Bank should do it by the tender system then naturally it does 
to a large extent inteifeie with discretion All I wanted to remind you 
IS that there is a good deal of material in the Hilton-Young Commission’s 
evidence m the matter I think they have ended up by saying that the 
matter should be left to the discretion of the Eeseive Bank 

Mi ShanmulJiam Ghetty I w^as questiomng on this point because in 
our scheme tenders wmuld still be called for and the preference will be 
given to the Indian Exchange Bank in the matter 

Ghairman That I can quite see 

Mr ShanmulJiam Ghetty To support that scheme I wanted to make 
the position clear in regard to the tender system and I feel that even if 
the tender svstein continues it does not take awav the discretion of the 
Eeseive Bank and it does not affect the position of the Eeserve Bank 
Dr Trip says that if the Indian Exchange Banlc is established it wall 
interfere with the task of the Eeseive Bank My point is that it will not 

Di Trip According to m^ experience I think the tender system gives 
not enough freedom to the Eeseiwe Bank because from the fact that a 
certain amount is asked, it is Imown how^ much the Eeseive Bank is 
prepared to buy and I say that even that is not advasable The Eeseiwe 
Bank must do its operations in foreign exchange from day to day I 
thmlc it IS the only sound way of doing things I am also sure that 
aftei a Eeseiwe Bank is established they will also be of the same opinion 
•after a few years of experience 
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Di Tup Tlieiefoie mj' view is that a good businessman must have 
the po^vel to compel himself to wait a bit until the circumstances aie 
bettei and he sees the possibililv of making piofits jM\ opinion is that 
this countiy is bound to devclo]) very laigely m the futuip in the mattci 
of its expoits I tlimlv at Mill develop to a \ei} great extent and then the 
need foi othei exchange banks Mill aiise 

Ml Maim Subcdai Would you sj) in 30 m opinion, that that is the 
ground tvhich has attracted many more banks iiom' in India than in the past’ 

Di Tup 1 certainly think that ther have come in thinking that there 
Mill be business 

Ml Mann Siihcdai Would 30U not sa\ that these foieign banks have 
now come in in a laiger numbci thin before the Mar‘^ 

Dr Tup Yes 

Ml Mann Svhedar In 3 our opinion has the piesent range ot com 
petition Mith regard to the business of financing of foicign tiade leacbed 
a point be3ond M*hich competition should not be itteinpted ’ 

Dj Tup I should sa^ for the piesent that the limn has been reached 
but that does not impl 3 that it Mill be so for all time Conditions are 
bound to change with the future development of the countix 

Ml Manu Suhedar If the hinia has been reached, Mould \ou — not as 
advisers to the Goveiument of India — but as advisers to jnivate joint 
stock banks, advise them to start such institutions at piesent^ 

Di Tup At the present moment from to-da^ till to-moriOM* no 
Theiefoie, I recommended from the beginning that the 3 ' should wait until 
the Ueseiwe Bank has been staited 

Ml Mann Suhodai Theiefore the position as I undei stand it, it I have 
understood vour opinion aught, is tint the piesent field is fullv covered 
and there is no room for Indian exchange banks to come in if the\ m anted 
to have a share in the business’ 

Di Tup Speaking from piiieh business standpoint I think the field 
IS full noM’- and it is propeily and very veil coveied bv existing institu- 
tions But I Mill have no objection to a nev' institution being staited on 
sound lines and its chance tried 

Ml Mann Suhedar If the field is piopeih covered bv 19 institutions 
and if the 20 th one is started, naturalh one has to go out — it mav be the 
new one or one of the existing ones 

Dr Tup That need not necessarily happen The business done bv^ 
19 might be spread over 20 

Ml Mann Suhedar With regard to the establishment of a State ex- 
change bank to mIiicIi vou have raised objection mav I ask Mhethei there 
an} thing fundamentalh' objectionable from the business point of view, 
for the Eeserve Bank giving to this State institution not onh Govern- 
ment remittance business but also the pmchase and sale of its own foreign 
exchange and the entry m the open market 

Di Tup That is quite a different proposition, because it Mould be a 
separate business institution and not a Eeseiwe Bank Then pohev M’^oik 
and methods can never be the same 
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Mr Manu Subedar Tou still adhere to youi view m spite of the 
admirable results they, have attained? 

Dr Tnp Yes, that is my view 

Mr Manu Subedar Now, let us come to Niance Would you equally 
condemn the people of JVance and their policy because they decided to 
establish a State mstitutlon for this purpose 

Dr Tnp In the case of Eiance it is somewhat difieient, because it 
was not a business done in France before And even so, I do not 
thmlc it was the light thing to do for the French Government to stait 
an mstitution, because I am convinced that as long as national conditions 
for an acceptance maiket are not available m Fiance this institution will 
have gieat mfluence If it as to be done, it ought to be done by the 
Eeseive Bank as it is done in my country 

Mr Manu Suhedai Now I come to the question of England In 
England there were a good many foreign banks doing this busmess but 
still through piivate enterprise, although not through State assistance 
they started then own private enteipnse and did it successfully Would, 
you condemn that also^ 

Dr Tnp Oh no 

Mr Manu Subedar Wby not, on the ground that they replace existing 
institutions ^ 

Di Tnp When an Indian 3oint stock bank veie staided puiely by 
private enteipnse to do foreign exchange business and as a consequence 
all the foreign exchange banks were driven out of the countiy, then I would 
say I am sorij for the foreign exchange banks but I would admire the 
Indian institution 

Ml Manu Snhedai I am not talking of the National policy at all I 
am talking on stnctly pure financing At present the foieign exchange 
business is entirely in the hands of foreign institutions If this is so 
would you not regard it as a misplaced desire for an Indian ]omt stock 
bank bemg foirmed to do such business when the present needs are met 
by foreign institutions^ 

Dr Trip It private institutions could be started and successfully 
do the business, then I would give them credit for such work Just as we 
saw that the extension of branch bankmg busmess by existmg banks may, 
lead to sound competition, so also I feel that it would be quite sound if 
private mstitutions entered this field of exchange banking also 

Mr Manu Subedai But the competition among the existmg banks 
themselves is very severe There is great competition noiv among the ex- 
change banks as you have said, so that additional incentive to competition 
to improve the existmg conditions is not necessary 

Dr Tnp I do not consider it is necessary Therefore, it would be 
well for prudent and cautious people to wait till a Eeseive Bank is started 

Mr Manu Subedar I am only talking of the general pimcaples from the 
busmess point of view, whether the concern would succeed in its endeavour- 
or not and whether there is sufficient scope and so on 
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as on the Indian joint stock banks "oitli legaid to then deposits Would 
you kindly tell us what the efiect of the establishment of this institution 
would be on the exchange banks 

Dr Trip That is very difficult because it is not possible to see the 
future In the beginning I am under the impression, but I cannot say of 
eouise, for certainty, that that influence would not be veiy gieat because 
the new institution would have to gain the confidence of the business 
people and at the begmning an institution always has to show its efficiency 
and the way in which it can do the business 

Mr Manu Suhedar It mil have to build up a personnel and it will 
have to ^establish itself piopeily and do you think all that vould take 
about 5 years ^ 

Dr Trip If the eiicumstances aie favourable I don’t think it would 
take 5 year'; It might take perhaps two years It depends on the man 
you can find to manage the business 

Mr Manu Suhedai It mil also depend on the extent to vhich the 
people engaged at present in foreign trade pass on then business to this 
new mstitution and breaking their connection with the institutions 9 

Dr Trip Whether they would be prepared to do that and whether 
they would think that they would be helped in as efficient a manner as 
they aie helped by the present institutions would depend on the manage- 
ment of the new institution 

Mr Manu Subedar If the management is not efficient then the chances 
of this new institution getting hold of business in spite of all State help- 
aie small’ 

Di, Tup It depends on the efficiency of the working 

Ml Manu Suhedar Would you expect a merchant to break his con- 
nection with a bank of his ow n iiationalaty' and go over to this bank wuthout 
an inducement’ 

Dr Trip No 

Ml Manu Suhedar An inducement would, theiefoie, ha^e to be given 
and it w'ould have to be a strong enough inducement on the part of this 
new institution’ 

Di Tup It IS not possible to tell beforehand how' it would develop 

Mr Manu Suhedai We have all the same, m spite of the difficulty 
of foietellmg anything, to give an estimate as far as we can see I would 
ask you whether you would expect such an mstitution to make a profit in 
the first 01 second year, or whether you would expect it to work at loss’ 

Dr Trip It is not possible to tell that beforehand All I can say is 
that if there are no fair prospects that they will make profits m the second 
year after they have started then working, then I don’t think it would 
be advisable to start it at the present moment It is much better to wait 
until the prospects are better 

Mr. Manu Suhedai If it was started before the Eeserve Bank, would, 
vou expect the constitution of the Eeserve Bank to be materially ffifierent 
from what is proposed at present’ 
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M-i Mann Suhcdai When jou talk of a business concern ^ou mean a 
concern which makes piofits 

JD? Trip Yes 

Mr Manu Suhcdai But if it is a State concein then theie is no 
question of piofit at all Is theie anj thing fundamentally objectionable*? 

Di Tup I think the question itself pioves how unsound the pro- 
■position would be 

31? Suhcdai An institution can woik subject to the desiies of 

its piincipal in certain diiections as the Impeiial Bank now is much moie 
a piofit earning concern than piivate owmeiship But in matters of 
Government the Impeiial Bank Act has been laid down They may occasion- 
ally advise Government not to do ceitain things but if Government sa-s they 
want to do them the Imjieiial Bank sa^ all light If the Keseiwe Bank 
w'eie to tell this institution 'vou have to do this, oi you have not to do 
this’ and if the new^ institution cannot but do what the I^esel^e Bank 
says wheie is the difficulty^ 

B? Tup What would be the use of the new’’ institution on behalf of 
business life and tiade of the countij, because they would not be a bank 
that could seive the mteiests of business life, they would be a pait of 
the Eeseive Bank 

Mi Manu Sxihcdai The only diffeience would be this that the Eeseive 
Bank’s functions would all be peifoimed b'v this new' institution accoiding 
to the diiectaons of the Besei ve Bank but in addition to that, this institution 
will have ceitajn piivileges which the Eeseive Bank has not, namelv of 
taking deposits and paying mterest on it 

Di Tup That w’ould be, m mv opinion, absolutelv unsound You 
would practically take awav what is in the Eeseive Bank Bill at the 
moment that the Eeseive Bank should pav no inteiest on their deposits 
It w’’ould come to the same 

Mi Manu Suhcdai Nowq if the two institutions kept sepaiate and this 
newT institution w'as empowered to take dejiosits and also to deal in bills on 
its own apait from wffiat it does as agent of the Eeseive Bank then it 
would not take them 

Di Tup You cannot keep them sepaiate because you began by teU- 
ing me that the sepaiate institution would ha\e to follow the insti actions 
of the Eeseive Bank, so they could not on the one hand do then own 
business m accoidance with the instiuctions of the Eeseiie Bank and on 
iihe othei hand on the piineiplcs of piivnte enteipiise 

Mi Manu Suhedai That pait of then woik wdiich has to be done in 
accoidance with the Eeseive Bank would have to be done e\en if it inteifeies 
with all then othei desiies but wdieie it does not so iiiteifeie, as theie anv 
objection to a sepaiate institution doing it*? 

Di Tup It would, in my opinion, absolutely be a mixture between 
the task of the Eeseive Bank and the task of a piivate exchange bank 
Toil can never mix up these tw'o tasks in one institution I am opposed 
•to it 

Ml' Manu Suhedai Di Tup you were good enough to explain the 
effect of this proposed State Exchange Bank on the Eeseive Bank as w’ell 
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Di Tup 1 tlinak the mam point of the pioposal is that the existing 
ioreign exchange banks should be turned into lupee banks and that at least 
51 pel cent of that capital should be in the hands of Indians We must 
say that xve disagiee with these two pioposals As we have alieady told 
you we aie of opinion that compulsoiy measuies in oidei to turn the piesent 
exchange banks into lupee banks would be detiimental to the position of 
these institutions, and that not so much in legaid to themselve'; as m legaid 
to then scivices to the countiv because that capital could bo made as 
small as thej^ like 

Ml Manu Suhedar The conception is nol that The secuiity wiU 
not be leduced because tlie suggestion is not that thci should lea'istei 
anothei lupee company heie and continue in existence a separate steiling 
institution, but it is that the whole oigamsation should move its head office 
to India, and tuin its whole capital into iiipee capilal 

Di Tup Let us take an instance The Xcthei lands Tiading Compau^ 
■uould lia-^e to tiansfei ils head office fiom Amsteidam to Calcutta 

Ml Mami Siihcdai If thei like theie is no compulsion 

Di Tup If they do not do so, they would no longei be fiee to woik 

Ml Mann Snhedai If they do not do it, they will be fiee to noik in 
this countn undei the system of license but the\ mil not be fiee to 
open blanches and so on 

Di . 'Tup They will not be in a position to continue then noik 

Ml Mann Snhedai Do \ou think it nould mean that"? 

Di Tup I think so 

Ml Manu Snhedai Peihaps 'sou Mill alloy mo to tell him that bcfoie 
we took up the question of foieign tiade among oui selves, a definition was 
fixed upon, and that definition is, as fai as I lemembei, that foieign tiade 
staits at poits in the mattei of expoits yhen the shipping documents aie 
issued, and it ends at poits in legaid to impoits vhen the goods aie cleaied 

Di Tup I did not lead anything about it 

Mr ]\Iann Snhedai I am soiiy it yas not sent to you It yas on 
the basis of such a definition ydiich I believe the Committee yitli the 
exception of Mr Buckley unanimously accepted, that we discussed the 
whole question of the financing of foieign tiade In viev'' of this defini- 
tion aie theie anj^ lecommendations oi ideas you expiessed this moining, 
yliicli ^ou yould like to modify, oi do they^ stand"? 

Di Tiip They all stand 

Ml Mann Snhedai With legaid to the scheme on ydiich I am having 
the benefit of youi views, theie is no compulsoiy measuie contemplated, 
but the idea is that these banks would think it woitli their while to lecog- 
nise the Indian desire to have a shaie m the financing of the foieign tiade 
of then coiintiy and would by the method of iiipee legistiation offer them 
paitieq^ation oi paitneiship, continuing then existing business as it 
is going on giving the same secuiity thej'^ aie offeimg to the depositoig and 
in eveij othei respect possessing the same strength, the same peisonnel, 
and the same ability 
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Dr Trip On tlie basis of tins pioposal, of couise, the constitution 
would be different I don’t know whether it would have to be put in the 
constitution of the Eeserve Bank but in any case this new institution would, 
get the monopoly of the foieign exchange business of the Govemmenl 
and that should be indicated in some law 

Mr Manu Suhedai If it is dangeious foi Indian institutions to come 
into the field because the field is coveied at piesent by strong well-estab- 
lished institutions would you suggest any othei method by which Indians 
can enter the field, apart fiom this State mstitution? 

Di Tup No, not on p laige scale Peihaps stiong Indian ]oint stock 
banks could tiy to establish lelations nuth foreign banks 

Mr Manu Suhedai I am now assuming that even that is vei'y difficult 
and not necessaiily profitable Have 30U any proposal m the nature of 
particrpation by Indrans in the existing institutions? 

Dr Trip No 

Ml Manu Suhedai Do you think it is possible‘s 

Di Trip I don’t think it is possible It is not practicable 

Mr Manu Suhedai I am mentioning nov that the proposal for parti- 
cipation does not affect the existing facilities and it does not affect the 
state of competition between them It does not, therefore, affect the 
pubhc at all It does not affect trade and it does not involve State 
interference / 

Dr Trip I do not see how it can he done 

Ml Manu Suhedai I see Now, Sn, I should like to hear what 
Di Tup has to say about the alternative scheme 

Chan man A copy of Mi Subedar's scheme was foiwaided to you 

Di Trip But I was not quite suie whether the Committee expected 
us to consider this scheme reiy thoroughly 

Chairman Aie you in a position to discuss Mi Subedai’s scheme 
with himi’ 

Di Trip I am piepaied to discuss it I must say horvevei that I am 
not familiar vith all the details I thought it was given to us more as 
an appendix to the proposals 

Chan man That is because the Committee itself weie not prepared to 
support the scheme but at Mi Subedai’s desire it vas sent on to you 

Mr Manu Suhedai That is not so, may I say the Committee itself 
had no time to consider this, so vhether the Committee would support it 
or not IS unknown 

Dr Tup We got the impression, it may be wrong, that the ba«is of 
this proposal was outside the purview of our task I read here that the 
basis of the jiioposal is that the mam objection to foreign institutions is 
that they are foreign I thought that was not a matter for us to consider 
I am qurte wilhng to discuss the scheme if we lemam on banking pnn- 
ciples ' 

Ml Manu Suhedar I have put the scheme before the Committee It 
is for the Committee to accept it 01 reject it It has gone to the foreign 
gentlemen who have come over It is for them to sa-^ uhethei ther have 
any views to offer 
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Mr. Manu Siihcdai I thought the London ]\Ioney Market was the 
"World Money Market, and that it gives fiee access to evciybody I 
cannot understand the claim 

Ml Cume Naturally they know much more about banks with then 
head offices in London than they Imow of banks with then head offices n 
India, and this Imowledge helps them to decide how many bills of a parti- 
cular concern they will buy 

Mr Manu Suhedar Even if theie aie other advantages, you would 
'Consider the handicap seiious enough 

Mr Gun le Yes 

Mr Manu Suhedai Then in youi opinion the mstitution which Di 
Trip suggested may be formed by banks in India, will have this very senous 
disadvantage 

Mr Gunie It will have that disadvantage as compared with English 
institutions m the London kloney Market 

Mr Manu Suhedar That disadvantage will affect then success oi 
'failure 

Mr Currie I do not know That institution would not only be deal- 
mg with the London Money Market, but it would also by its constitution 
have corresponding advantages in handling business of the banks who are 
its members 

Ml, Manu Suhedar You have been repeatedly asked under what con- 
ditions, with safety to shareholders, without disturbing the existing busi- 
ness organisations and business facilities as they exist in India, can an 
mstitution be brought into existence, m the ownprship of which Indians 
will have a share I should be obliged if you could help us m the diffi- 
culty which most of us have felt here 

Ml Ctinie We were of the opinion that the institution proposed by 
Dr Trip would be such an institution 

Mr Manu Suhedai But you see it will have this serious disability 

Ml Gunie It will be so with any Indian institution 

Mr. Manu Suhedar Any foreign institution has got its father and 
mother, it has got its home market it has somebody to fall back upon, 
but the Indian mstitution is an orphan 

Lala Harhishen Lai An orphan before it is born 

Mr Cume It wiU have the Indian Eeseive Bank to fall back upon 

Mr Manu Suhedai The position is really Ibis Indian lomt stock 
hanks, as good banks, are anxious not to lose then money, and the Indian 
public would take very serious exception to then dabbling m a highly spe-' 
dilative project There is in addition this serious handicap 

Mr Guine Take the other side The existing Indian joint stock 
banks have a great deal of foreign business The exchange business which 
they do not handle themselves thcv take to exchange banks It seems 
only fan that you should want to have an institution of ^^oui ovm to do 
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-Di T)ip I can only see two possibilities eitliei the establishment of 
a lupee company with a limited capital and so the establishment of a banlc 
fai weakei than the piesent hank, oi withdiaival fiom the counti^ In 
eithei case the banking inteiests of the counti^ ^^ould be haimed 

iV? Mann Subcdai How can thev wothdiaw fiom the counbx'^ A 
good deal of then business is Indian business What is ^oui idea oi lu- 
foimation as legaids the i elation of thou Indian business to theii total 
business > 

Di Tvp I cannot tell lOii You nould not be in a position to com- 
pel a foieign bank to tiansfei then head office to India If ^ou take com- 
pulsoiy measuiGs against them in this counti^, they would be compelled to 
withdiaw because the^ would not be piepaied to tiansfei then head office 
to India 

Mi Ma7iii Siiboflar In tiic ease of the ISeihcilands Bank ’t mn not 
be possible Its shaieholdois and dnectois not considei it necessaiy 
or desmble to do so because then Indian business is small 

Di Tup It is alnais a question of considei ations Indian business 
maj be an impoitant pait of then business, but if the-^ think that the other 
parts of then business aie moie impoitant thei wall decide upon that 

Ml Manu Subcdai Yon aio aw^aie that the National Bank of India 
had at one time then head office m India and thev did the same class of 
business as they aionon doing and they found no difficult! eithei because 
then head office was m India m then capital w'as in lupees 

Dt Tup I do not knon the histoii of the National Banlc of India 

Mj Lamond Thci did find it difficult 

Mi Manu Suheda) I hare not seen nnii lepoit 

Mr Lamond You find it m the Bengal lepoit 

Ml Manu Snbcdai Do I imdci stand that the National Bank of India, 
because thev had then liend office m India found it difficult to get 
access to the London Money IMaiket 

Mi BuoUcy Just so It was biought out in the evidence that though 
the majoiit-y ot the diieclois neic then Indians, thc\ found if in the m- 
teiests of the Bank to change the lupee capital into steilmg in ordei to 
get access to the Loudon Money Maiket ' 

Mi Manu Bubcdai AVas it m oidei to get access to the London Money 
Maiket, oi was it the mints being closed, to save the shaieholdeis the iisks 
of exchange fluctuations^ 

I/i Lamond You find it laid down m the Bengal leport 

Ml Manu Subedai I have lead it and that was not the impiession I 
gatheied If theie is an^ othei lepoit w^hich you have seen, I should be 
veiw happv if yon would point it out You agiee mth the Tiew expiessed 
by Mi"^ Buckley that a banlc with a inpee capital m India w'ould not find 
access to the London Money Maiket 

Mr Ctnne It can get access to the London Money Maiket, but not 
in the same wav as an English banlc can 



j\It Mami Suhcdai What aie jom objections to inducement ISfo 1 

Di Tup 1 must sa\ , as I see it that it is not inducements \ihicln 
aie given heie that vill affect the decision People sitting in Yokahama, 
Amsteidam oi London mil ha\e to decide on quite othei giounds 
These aic institutions vhich do bu'^mcss oAei the vhole voild piacticalh, 
and then woild tiade position cannot be consideied fiom these points of 
viev' 

Ml Manu Sithedai Apait fiom the effect on the minds of the jieople 
sitting in Yokahama, Amsteidam, oi Ijondon vould \ou kindh tell me 
vhat consequences }OU vould evpf'ct m this connti\ fiom a pioMsion of 
this kind'’ What vould be it'i effect on the banking si stem in this 
counti y 

Di Tup Banks nould not think it piofitable to woik in this countij oi 
the} would liaie to bung then own capital fiom then couiitiics 

I\Ii Mann Suhedai If the banks bung money would it not be to the 
advantage of the Indian monei maiket*’ 

Di Tup It will be an achantage if the money biought heie could be 
used 111 a useful wai but consideinio what we hai e heaid, I do not think 
that w’ould be the case If the deposits of 72 cioies came fiom outside 
the mouei would liaie to hnd ’•in outlet I think it would haA e detii- 
mental lesults It would eithei leid to some kind of speculation oi 
gioatei investment in Govemment secuiities but in an^ case it would 
not help the counti} at laige 

Ml Manu Subedar Would it not help the banks legisteied m India ^ 

Di Tup The} would find difficulti in in-vesting then money Deposits 
aie not always helpful At the piesent moment m m% countiv banks 
do not lil^e to have moie deposits 

Ml Manu Subeda) If aou think deposits aie not always helpful to 
Indian legisteied banks, it ma^ be so with legaid to banks which have 
then heaciquaiteis abioad, and if some aiiangement is made b} which 
then deposits aie displaced loii would not s-\ mpathise with any complaints 
on then part 

Di Tup I would, because they aie m a position to use then deposits 
If a bank is in 'a position to make use of its dejiosits it must liaie the 
oppoitunit'\ to make a piofif on them If ^ou place such a laige amount 
of deposits in a bank that it can no longei use them it will ]ia%e to 
pa\ Intel est without haiing the oppoituniti to invest the monei and 
it will not like it In mi countu the deposit late is as low as lou 
ean imagine, but still deposits come 

Mr Manu Subedai When we leach that condition we will lequest 
eveiibodv to take deposits Is it ^oui impiession bi an eMimnation of 
Indian joint stock banlong that thev have too much oi too little of de- 
posits 

Dr Trip Theij haie enough depo'iits at the piesent moment because- 
what I heai is that thei haic laige amounts inicsted in GoAeiiimenl 
seciuities 
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tins toi }ou If they staifc such a concern they \nll give then' foieign 
exchange business to that concern 

Ml, Manu Suhedai The difficulty is this Indian ]omt stock banks 
^le unable even to secuie a pioper *foot-hold in the internal business of 
the countiy, the cream of which goes to foieign institutions m the country 
They have theiefoie to make headway in two diiections one ig to secure 
a largei shaie of the mteinal business of the countiy, and the otfier is to 
secuie some shaie of the foicign business of the countiy I think they 
would legaid their effoits much moie hopeful m the fiist held — internal 
business — ^than in the othei I should also make it clear that the demand 
■that Indians should have a shaie in the financing of the foreign tiade is 
not one specially sponsoied by ]omt stock banl^s, it is a demand sponsoied 
by the public opinion of the country Left to themselves, Indian ]oint 
stock banks mav not form an exchange bank, they are acute business- 
men and they might not go into a field full of danger and risk for them- 
selves and then money, and if they do not go into that field the position 

lemains exactlv as it is now 
>/ 

Mr Currie Indian banks aie after all the seivants of the public, they 
know the feelings of the public, and they will be the first to foim such a 
bank if there was a public demand 

Ml Manu Suhedai The public demand is theie But it may not be 
sure of success and it may not want to shouldei gieatei lesponsibihties than 
it is discharging now and this would not show that the public does not 
want some othei seivants in a diffeient livery in the foim of Indian institu- 
tions foi the financing of foreign tiade 

'Dr Trip We aie not a-waie of a public demand of that type 

Mr Manu Suhedai We have seen it fiom the evidence placed before 
the Committee Now n ith legaid to my scheme, I inteiiupted you in 
the middle of youi lemaiks for which you "will excuse me, in oidei to clear 
two points, vii, , that the intention was not that a lupee company should 
he estabhshed, but that the whole business should be lun as from India I 
should now be happy if you will continue 

Dr Tnp I must say youi interruption has not changed my opmion I 
think the whole scheme is from the first letter to the last a compulsory 
scheme, and I must stick to that opmion, and every man who reads your 
paper must be of the same opinion 

Mr Manu Suhedai Will '>ou kindly give me vour views ■with regard 
to the inducements I have put do^wn I take it that in your opinion no 
foreign bank will want to register themselves in this country with Indian 
participation m then shares and work 

Dr Tnp No 

Mr Manu Suhedar I also feared that, and I have therefore suggested 
that various inducements should be held out I should be obliged if you 
will give me your views with regard to them ^ 

Dr Trip These inducements would not really induce foreign institu- 
tions to do what you would hke them to do 



Dr Trip It is only a question of degree and kind of competition 

Mr Manu Suhcdar It is a question of degiee of competition Then 
it IS not fundamentally objectionable 

Di Tup It could not be so very liaimful I cannot say that m 
geneial 

Ml Manu Subcdai Have you any other observations to make on 
No 2 

Dr Tiip I think such a provision will be haimful to the countiy 
Foreign trade would ceitamly be damaged if all these branches were taken 
away And it would be unfair 

Mr Manu Subedar Oui definition, as I told you before, of foieign trade 
is that it stops at the port, and all else is internal trade 

Dr Tup You may make beautiful definitions, but they may not be 
in eonfoimity with practice 

Mr Manu Subedar But m your opinion to restrict these branches 
would be harmful to the country 

Dr Trip Yes 

Mr Manu Subedar' In what way? 

Di Trip Because we think that in the interests of the countiy the 
banks should be free to open blanches wheie they think they can find 
profitable busmess 

Mr Manu Subedar The restriction of the freedom of banks, therefore, 

IS harmful to the countiy? 

Dr Tup Yes 

Mr Manu Subedar What is youi objection with regard to No 3-, 
j e , the question of the contiol of institutions legisteied in India We had 
your views on this , have you to add anything to it ? 

Dr Trip No 

Mr Manu Subedar What is vour objection with regard to No 4, viz , 
“only banks registered in India should be eligible for rediscount and other 
facilities by the BeseiveBank” ? 

Dr Tup Only the Eeserve Bank can decide upon it after it has 
worked for a number of years It must be absolutely left to the Beseiwe - 
Bank 

Mr Manu Subedar If the Board of the Eeserve Bank came to that 
conclusion, would you consider it wrong? 

Dr Trip Under present circumstances, certainly vei*y wrong 

Mr Manu Subedar Would you enlighten me with your reasons ^ 

Dr Tup Because you have to take the situation of the countiy as 
it IS at present The present situation is that there are 18 or 19 strong 
foreign institutions working in this country who in our opinion do useful 



Mr Mann Subcdar You liave no othei objection to No 1 exceiifc that 
deposits in foieign banhs aie m use and it is not desiiable to displace them 
30 that deposits may go to internal banks 

Dj Tup My objection is on principle Such compulsoiy mcasuies are 
unfair especially if tliev aie taken with legaid to institutions that are 
established here foi many veais and have given the count) \ good seivice 

Mr Mann Snhcdai Do vou think it is unfaii foi the Government of a 
countiy to tell its ovn subjects vhat it must do vith itg moiiev 

Di Tup Yes T think so 

Mr, 2ilanii Snhcdai ith icgaid to inducement No 2 would -^oii tell 
us what joui objection is^ 

Dr Tup As ve haie explained in seveial of oui papeis ve think that 
competition in banking should not be lestiicted by artificial measiiies, and 
that ■would be the ease if such airangements veie made 

Mr Mann Snhcdai Competition is lestiicted in the internal banlcing 
•with legaid to foieign banks, but it is not lestiicted vith regaid tc mtei- 
ual banks 

Di Trip That does not altei the objection 

Mr Mann Snhcdai In a place wheie let us sav theic aie foui branch 
banks would the competition bo bettei for Ihe public n theic vere, instead 
of four, ten bianch banks" 

Di Tup I von’t sav that In any case you have to considei these 
things on bioad lines You cannot woik on figuies in tins lespect But 
■the geneial bioad piiiiciple is that no lestiictions should be imposed against 
competition , 

Ml Manu Suhedai There is not a place in India where theie is not 
1 blanch of every foreign bank, and also more than a bianch ot Indi in 
joint stock banks Would you still say that it would be lestricting com- 
petition fiom the public point of vie'w 

Dr Tup I cannot undeistand that I lemember in the piovisional 
conclusions on commeicial banks theie was a complaint that there aie not 
enough branches in the country 

Ml Manu Suhedar But we are not talking of the country This 
clause, as you say, applies to blanches of foreign exchange banks which 
“have branches outside the limits of ports — there aie 19 of them and where 
they all have then branches theie you have branches of eithei the Im- 
perial Bank or the existing joint stock banks That being so, would vou 
still say that it would be unduly restrictmg competiton 

Dr. Tup Yes These blanches of foreign excliange banks are theie- 
’ Tor some leason They find theie some work, and that pioves that theie 
IS competition and that competition woiks, in mv opinion, to the benefit 
of the place and the country 

Mr Manu Suhedav The existence of a foieign bank bianch proves 
competition Does not the existence of several Indian banks prove com- 
petition ^ 

Yol IV ^ ^ 
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Mr ^[anu Subedar Tlieie is no giounrl o{ pimciple aboni it'^' 

Di Tup I should say no 

3/r Manu Subcdai And if ne follow fhe piecedent of an advanced 
counfij JilvP joins wilh leiy sound financial knowdedge, w'e w’^ould be 
following ^elJ good piineiples? 

Dr Tup Simph to follow them wnthout taking legaid of the situation 
of the eountij would not be wise in my opinion 

M? Manu Snhcdar Ajiart from these fom items, can you suggest 
any additional inducement which could be devised in older to persuade 
banks whoso Indian business i"? foieign to conveit themselves into Indian 
companies ? 

I 

Di Tup No ] do not think theie could be any leal . inducements 
If they think tlvai it is m then inteiest thej w oukl do it themselves 

I/i Manu Subcdai You do not think that a situation may arise in 
w^lnch this lesult we aie ti\mg to obtain may be achieved? 

Dr Trip Not as fai as I can see 

Ml Mann Subcdai Accoidmg to vou, theiefoie, this avenue is also 
closed to us 

Dr Tup Yes 

Mr Mann Snhcdai It as jou saj this avenue is completely closed 
■ — w'e have had ulso loui \iews with legaid to the measuic which Mi Ghetty 
was defending — tlien the position is rendeied much daikei than eitliei his 
school of thought oi mj school of thought considered 

Di Tup I do not think that the position is dark at all from the 
banking point of view 

Mr Manu Snhcdar Yiom the banking point of view jou do not con- 
sider it necessary that there should be an institution or that there should 
be Indi.m pai ticipation in it’ 

Dr Tup No 

Mr Mann Subcdai Nioin the othei points wdiich do influence us, the 
position has become vei^ much darker after what you have said and would 
piobabh’’ justify a still stronger measure 

Di Tup It IB a possibility wdiich I cannot concede 

Dr Hydei Your general position is that you ate for uniestiicted 
freedom 

Dr Tup Yes 

Du Hyder I have a cuiiosity to look into the affans of your own 
country and you will correct me if I am wnong In your country the 
coal mining biisuiess belongs to the field of private enterprise, does it not?' 

Dr Tup Yes to a ceitain extent It w^as mainly so before the War 
and the State IMines weie gieatlv developed when w^e could not get 
enough coal for our needs 

Dr Under The position was that you w’-eie depending upon G-eiman 
coal and when you found that some difficulties arose and Geiman coal ran 
short, the Dutch people bade good-bye to all pimciples and said ‘let us 
enter the coal business’ and made a stiikmg success of it m South Dimbiirgh 
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work foi the country and who should ceitamly not be excluded fiom the 
opeiations of the Eeseive Bank I think the Beserve Bank m its own 
Intel est would not take that decision 

Mr Manu Suhcdar But may I point out that the funds for the re- 
discount facilities which are being cieated out of the collection of credit in 
the countiy would be diawn paitly from the deposits of banks and partly 
from the cuirency and othei resources of this country, also from Govern- 
ment balances which would be all in this Keseive Bank An y advantages 
arising fiom this situation therefore are directly contributed to by the State, 
and if we thought that it was not desirable to give the benefit of these 
advantages to foreign institutions, what is your obiection^ 

Dr Tiip As a matter of fact the funds are used on behalf of the 
countiy 

Mr Manu Suhedar By whom? 

Dr Trip By the foreign exchange banks 

Mr Manu Suhcdar They are used by the foreign exchange oanks to 
make money 

Dr Trip No, they use them to do business in this country and doing 
business is m the inteiest of the countiy 

Mr Manu Suhcdar The foieign exchange banks would take advantage 
of the rediscount facilities and use them in the trade, that therefore is to 
the interest of the country ? 

Dr Trip Yes 

Mr Manu Suhcdar So would the Indian registeied banks 


Dr Trip Certainly 

Mr Manu Suhcdar Therefore the country would receive it, whether it 
is done by a messenger in red coat or whether it is done by a messenger m 
green coat 

Dr Trip So they need not change then coats 

Mr Manu Suhcdar Apart fiom this, have you any objection on 
principle 


Df Trip No 

Mr Manu Suhcdar It is purely on financial considerations that you 
say the Beserve Bank should not confine rediscount facilities to institutions 
registered in the country 

Dr Trip I think that reason absolutely sufficient You have to 
adjust yourself to the position in the country We have done so in 
the Butch East Indies The Java hank does not confine its rediscount 
facilities to banlr^ that are registered under the Law and m the Dutch 
East Indies 

Mr Manu Suhcdar So that really speaking, arrangements are made 
in each country according to the immediate requirements and according to 
the position of the country 

Dr Tup Yes, accorfiing to uhat they consider m the mterests of the 
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Di Tuj) Not as fax as 1 3mow 

Dr Hydcr Is voiu &i]]c industiy ? 

Dr Trip No 

Dr Hijdcr Tlicie is no dulj on silk ox on eloctiic i imps ^ 

Dr Trip No protective duty 

Dr Hydcr Let us now come to the sphere of finance This book otx 
Poxeign Banking Syetcms” by H Paiker Willis and B II Beckharfc 
gives some instances vhich show that the Nelheilnnds Bank takes purely 
Putch national interests into account: 

“Especial]}' m the last few years the Nethexlands Bank has repeat- 
edl} shown that it sexiously dcsiies, as far as its position as 
the country’s central ciedil institution and principles of 
sound policy allou it to do so, to co-operate %\ith the other 
hanks m trying to stimulate the Dutch acceptance business “ 

That is the Dutch interest 

Dr Trip 

Dr Hydcr. Again 

“Oxiginallj one of the Bank’s rules uas that bills in which foreign 
interests were involved were eligible for discount only if the 
, discounting bank could pro\o that the bills also served a 

Dutch interest ’’ 

Dr Trip Yes 

Dr Ht/dcr “In j\Iaioh 102.5, howwei, this lule was altered, and the 
Netherlands Bank now onl} lequnos in ciscs like those that the bank in 
question in general keeps Dutch interests m ■view and that the credits 
granted laie not in conflict with Dutch interests ’’ 

Then jou come down to the position that — 

“It lb subject to certain restrictions among which is the condition 
that the banks m question must be organised as a firm or 
body corporate under Putch law.’- 

Why W'ere these things done? 

Dr Trip When aftei the War a great deal of money came to Holland, 
the Netherlands Bank thought it advisable and also in the interest of its 
own position to trv to keep that mono} as fai as possible in the Amsterdam 
market Therefore they tried as far a«v possible to establish an acceptance 
market in Holland In the beginning they did it only rn a restricted w'ay, 
1 e , they leslnctcd the tiansactions to t'boso m the dnoci Dutch interest, 
Jbut later they widened the scope and did not impose such stiict conditions 
Secondly, after the War there came into Holland a number of German 
banks and German firms to work m Amsteidam Apait from any 
nationalistic principle, the Netheilands Bank thought it advisable foj 
then' own security that these coipoiations should at least be rcgisteied 
under the Dutch Law 

Dr Hydcr Poi furthering the Dutch interest? , 



Di Tup They did not set aside anj principle I remind you that 
we advocated a Government institution for mining purposes 

Dr Hydei 1 only want to understand the facts Take this matter of 
building societies You know that the construction of houses generally 
forms a part of the private held of activity But your State gave subsidies 
to Building Societies and they cut down the subsidies later 

Di Tup Yes, I must tell you that that was the case and more still 
after the "War when everybody was under the impiesbion that the War had 
left the vhole uoild much richer than before Bui before the Y^ai there 
were no building subsidies Certain grants veie made onl^ iii order to 
remo\e bad houses, slums and such things 

Di Hyclei Wheu the need arose the State in your country entered this 
field and subsidised private effort Now, take this matter of the relation 
of the Slate to Industry Your State granted dispensations to firms regard- 
ing the hours ot voik, that is to say, suspended all laws regarding hours of 
work so that roui industries may be able io compete with foreign eoimtiies 
There are tw'o things involved in this, / c , your State nbiogaled a national 
obhgation as well as an international obligation Did your State grant 
dispensation from the Act restricting the houis of work? 

Di Tnp The Act itself gives the possibilitA ot dispensation to a 
ceitain extent 

Dr Hydcr That is to say, the State judges each and every thing on 
its merits as it comes up, according to the time and special circumstances 
Your State went to the length ot abiogatmg the law's regarding the number 
of hours 

Dr Tnp It was not an abrogation If it is proved that the industry is 
starved, a temporal's dispensation is granted in nccoi dance with the 
Act itself 

Dr Hydei The Dutch State actualh ga\e this concession and m this 
particular matter departed from an mteinatioual obhgation 

Dr Trip That was not an international obhgation, because that obliga- 
tion w'as not undei taken It i«! not ei'en now undoitiLen 

Di Hydei Put it this wma they depai-ted fiom a national obhgation 

Dr Tiip Prom the obhgation they' undertook themsehes as a general 
rule but w'lth the possibihtv from the outset of exceptions 

‘ Dr Hyder They removed all the restrictions regulating the hours of 
work 

Di Tnp Not all the lestnctidns 

Dr Hyder As many as were contemplated but they did grant dist- 
pensations from the Act regulating the hours of work 

Dr Tnp Only so far as it w'as necessary for the mdustiies to go on 

D) Hydei 1 want you to let me know whether the Phillips electneal 
works at Eindhoven and the artificial silk industry at Breda had any form 
of State assistance 
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Dr. Trip There are two possibilities From a banking point Of view 
‘nay opinion is that there is at pieseni no need and peiliaps even no place, 
for anotliei institution in that field That does not mean that I would 
be in favoiu of lestiielive mensines If om of the outside banks, let ns 
say an Ameiican bank, vould be shoit-sigbted enough to ti} to come into 
the countiv, I tliink it would be unwise but f would IiaAe no objeciion 
I only sai that the field in inv opinion is co\cicd because T do nor 
think it would be oi an^ use oi advnnluge foi foioign b.inks to come 
into tins eounti \ 

V 

Di Hifclcr It may be shoit -sighted in the immediate present foi a 
pow^eitul toieign instituliou to come, because you think that the field is 
amply covoied, but supposing the foreign institution takes a long-sighted 
view and thinks it should entei ihe field, the genoial position being that 
itbeio IS comiietitiou at tbe poitb and tbai it has full freedom to cover the 
whole countiy It thinks that d can aftoid to lose some money in Older 
to benefit itself ultimately I want you to considci that position If it 
does so the Indian joint stock banks would be knocked out of their 
business It might adopt tliaf polic\ to attract deposits from Indians and 
offer a bigliei late of mtoiest "i^Micn Indian banks aie offering 4 per cent , 
it W'ould oft Cl 6 pci cent , and as legaids lending, if Indian joint stock 
banks lend at 6 pei cent it lends nl 3 pei cent That would involve a 
'loss foi tbe bank in tbe mimediato piescni, but supposing it has ample 
resouices at its command it would knock out and smash the Indian 
exchange banks It would then snv the whole field ip now with me 
the rates foi deposits now go down to 2 poi cent and foi lending 8 per 
Gent Is this not the polic\ genei ilh adopted bv poweiful institutions’ 

’ Dr Tup Sometimes 

Di Hijdci They might do it ahvays 

Dr Trip Isot in such cases 

D? Hijdei Do you not know how caitels and tiusts and other such 
poweiful corpoiacions in the industiial and financial w'orld operate’ They 
are not all milk and honeys but deal powerfully with rivals I take it then 
that you object to a State exchange banlc, because you fcai that it would 
detiimentally' affect the Indian joint stock banks Am I to iindei stand 
that you aie not against tbe entiy of poweiful foreign institutions who 
might knock out the Indian joint stock banks nltogetbei? 

Dr Trip If such an emergency' aiose and if such an inconceivable 
case really happened, then of couise Government would hn\e to step in 
Dr Ryder That is to say, Government should take the position that 
it IS much bettei to saciifice the Indian joint stock banks’ business instead 
of their being murdered by foreign institutions One would be a case of 
sacrifice and the other a case of murder 
Dr Tup Yes 

Dr Rydti Now theie arc foui positions open to us and 1 ask you 
what your views aie wnth legaid to tlieso foui positions You have become 
aware of the fact that somehow' oi otliei, wlietTiei rightly oi wiongly, 
whethei financially sound or not, the people in tins countiy do w'ant 
that they should have all sorts of modem institutions Foui positions aie 
possible The position that there have been exchange banks which have 
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Dr Trip Noi foi furiheung the Dutch mieiest alone, but also m 
ordei to Lnow with uhom they uould have to work 

Dr Hydcr But accoiding to this lav, they would have to register 
Uicmselvcs as a Dutch fiim i£ the-v want dwcount facilities fiom the 
jReseivc Bank? 

Dr Trip Yes, but not nccouling to tlic L.iu 

Dr Ihfdci Would I be wiong m di awing the conclusion, as regards 
the State activitj m Holland in general, that what is meat for Holland 
is poison for India’ 

Dr Trip It need not be the case, it depends on circumstances pre- 
’paiJing in each countij As I told Mr Subedai, if a Beseiwe Bank was 
uorking in this country and if they took the same decisions as you quoted 
m legnid to the Netherlands Bank, I should think it would be vei^ unwise 

Mr Maim Snhedar You would say that these measures .were taken 
in tlie Intel ests of the Dutch money market as a whole? 

Dr Trip I -uould not say that the last measure r\as The other 
measures v ere certainly taken in the interests of the Dutch money market 

Dr Hvdei I tale it that your geneial position is that you are for 
compctitiou 

Dr Trip Yes 

Dr llydcr 3 take it that you would not object to the entry of more 
banks into India 

Dr Tup On principle 1 vould not I should only think it would be 
veiN um\isc 

Di llydcr Suppose foiu \eij poueiful banks entered mto India and 
there uas Ihe lun of unrestricted competition They not only operated at 
the poits, but spiead ovei the face of the uhole country Tins morning 
you shoved ceitam tenderness for oui Indian joint stock banks, because 
you said that the entiv of the Slate oxcliaiige bank vould, in so far as 
it would take deposits, intcrfeie vith ibe development of the Indian joint 
stock banks Was that T,our position’ 

Dr Trip Yes in connection with the aitificial help which the State 
Exchange Bank vould enjoj 

Dr llydcr The general position being that you are for uniestiicted 
competition, if poverful financial institutions weie allowed to come into 
the countiv eilhei you accept the position oi you say that no moie institu- 
tions should come into the country That is the position you took up 
vjien jou said that a limit had been leached Only two positions are 
possible with legaid to the foreign exchange banks, cithei the limit has been 
reached or it has not been leached If you take the position that the 
limit lias been reached, that means that in substance you are for leaving 
the field as it is, the field of monopoly’ 

Dr Trip I do not see an\ monopoly 

Dr llydcr Therefore I take it that you do not stand by the state- 
ment you macle this morning that the limit has been reached 
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Dr,i Hydef When the land eomes into view, which I hope will be vei^ 
soon,' thep the land will be given to the Dutch people, of couise the Dutch 
Government will take ultimate owneiship into then own hands 

- Mr Manu Snhodar You vould not allow me and Doctoi Ti\der to 
stay theie? (Laughtei ) 

Dr Tuj) Ceitainly You aie always welcome 

Dr Hydei I am inoceedmg step bj step when you admit my 
statements but when I come to i point of a little possible saciifice, you 
say it IS cow ’s flesh, it is forbidden meat, and that the State should not 
lender any help whatsocvei 

Dr Tup You cannot compaie Holland trying to get moie land with 
the staitmg of an Lidian Exchange Bank wath State help 

Di Hydei If by some chance I am invited to youi country as an eco- 
nomic expel t and T tell you “wdn do ■^ou waste >0111 mone\ m all these 
matteis unnecessaiiB , we shall send vou excellent wheat fiom India and 
the near East and cattle” «nd so on If I sav so, I am sure your people 
will not have any regard foi me as an expert 

Dr Tup When this plan about the creation of a 12th province was 
started it was the conception that it would be a paying pioposition In 
any case, as I said the tw'o questions cannot be compaied 

Dr Hydcr Let us now proceed to the last of my propositions If 
public opinion in this countiy after making effective efforts were forced 
to come to the conclusion that a purely private effort would not produce 
any result oven bv an associated effort bv banks and that an oiganised 
effort b} the State would only be feasible, do you consider it right or 
wrong? 

Dr Tup I W'ould not say that it would be ab'-oluteh wiong m all 
circumstances I howevei would sav that thcie is so much to be done 
in this country of a inoie ingent and of a moie public chaiactei that I 
should think it unwise and unfaii in lespcct of the existing banks to use 
public funds foi starting an exchange bank 

Dr Hydcr Then I take it that you take your fundamental stand on 
the status qvo and say that this country is amply served by the existing 
institutions 

Dr Trip Mv answer is, w’ait and see If the piesent depression will 
be over then I see reallv tbe possibilities of a great development of this 
country and then in my opinion the time will be there for Indian joint stock 
banks to tij”^ to enter the field wuth the co-operation of the Deserve Bai^ 

Dr Hydcr Then I suppose you will say that when the present exchange 
banks flourish further and more foreign banks come into the country and 
look after the financing of the foreign tiade,^ ev^en then your view 
will be that there is no need for another Indian institution Is that not 
so? 

Dr Trip Why not? I expecl conditions will impiove in the future 
when there wall be more room 

Dr Hydcr I take it that vou take interest in the Dutch scenery. 
The coming into being and giowung of a forest by the free action of the 
wind in taking seeds is possible, but such a process is exposed ta the 
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been called into existence and maintained there by private initiative and 
enterprise by people who aie prepared to lose then money Would you 
be for or against this’ 

Dr Tnp I would be in favour of it if theie was reasonable prospect 
that they would not lose the money 

Di, Hydci Supposing the Indian public weie to take up this position. 
There aie about 10 poweiful institutions — do not mmd whethei they 
ate foreign or Indian — ^If public opinion m India induced those banks 
who aie alieady theie, and by some moral foice says, “put youi hands 
together and associate -vouiselt and make an associated efEoit and we 
shall see it you c<in get a puiely Indian bank to do foieign exchange 
business” Would you bo for oi against it' 

Dr Tup I w ould not be against it 

Dr Hijrlei Supposing, as tbings have been put to you this morning, 
these exchange banks tum lound and say, ‘‘look heie, we happen to know 
a little about this business , w e know that we have to meet 
with stiong opposition which quite yustifaably w’ould tiy to push the 
rival out of the business Tlieiefoie, if it is the intention of pubhc 
opinion that theie should be some mstitution doing exchange business we 
expect a ceitam amount of help and since it is public opinion that demands 
it we say to j^ou in letuin, let pubhc opinion also to some extent lend (US 
some help wdiich means that they will shouldei some pail of the saenfiees’ 
Would you he foi oi against this position, the State being asked to shoulder 
some pait of the burden in vieiv of the dangers involved’ 

Dr Trip I would be against it because I do not see the dangers 

Dr Hyder You deny the existence of dangers m foreign exchange 
business ’ 

Dr T'tip 1 am not awaie of the daiigcis, if I undeistood you well 
You sav, on the basi« of public opinion you want to stait an exchange 
bank? 

Dr Hyclcr 1 am lefeiring to the dangeis fxom banks alieady existing 
in India. 

Dr Tnp That is W'hy 1 say that I w'ould advise them to wait till the 
Keserve Bank is started 

Dr Hyder Supposing a Beseixe Bank is started then the position will 
be this The associated banks will turn lOund and say, ‘‘we expect some 
help from the State because of orgamsed pubhc opimon” Would you 
he for or against’ 

Dr, Tnp If the help was given on a sound basis I would have no 

objection 

Dr Hyder What do you mean by sound help’ 

Dr Trip If no saenfiees are involved 

Dr Hyder There is competition foi more land Is there not’ 

Dr, Trip Yes 

Di Hyder And it is a high compliment to your country and your 
country has even dived into the sea m order to provide the 12th province 
You know the effort was started m 1924 m oidei to provide more land for 
'Holland That is done under State assistance? 

Dr Trip Yes 


i 



Bevddhar Bo you ever contemplaie any time when an Indian 
State exchange bank could be foimed^ 

Dr Trip I do not foiesee any time when a State excliange bank could 
DO fonned 

M) Dcvitilhai You piobab]\ know that theic is at present a demand 
for Indiamsation all lound and would jou not make anv concession for 
that universal demand in this inspect? 

Dr Tup This is not a mattei with which I am concerned T cannot 
eonsidei the situation of tins counti^ fiom th.it point ot view^ 

Mr Dcvadhai Ha\e ^ou thought of any possibihiv of a compioniise or 
undeistanding being clfeoted bct.ween the cMstnig exchange banks on the 
one side and then leadiness to take into this business some of the Indian 
joint stock banks who ha\e lealiv some giunance The exch.uigc banks 
are ahead} awaic th.it theie is a good deal of feehiig against the exclusion 
of Indians*'’ 

Dr Tup I do not think that aou can expect business roncems to take 
such consideiatious 

Ah DevadJiai So jou w'oiild lea\e them to continue the same mtter- 
ness and stiifc as at piesent’ 

Di Tup That IS quite a diffeient question That docs not lie within 
my puiMew 

Ch. AlulJitar Siiu/h We weie told b\ m expert Indian banker that 
for the success of the Indian exchange business the goodw ill of the existing 
foieign exchange banks is necessary it an Indian joint slock bank thought 
of doing exch.ingc business in tliib countu What is voiii view' 9 

Di Tup I do not agree with the idea I do not see the point I think 
that lan Indian exch.uige bank could succeed w’lthout the goodwill of the 
foieign exchange banks working in this country 

Ml Bamdo'^ FaiituJii I have oulv one question Do }ou consider the 
reserves of the counliv should alw.us be dependent on the facilities itfoided 
by non-Indian mstifutions ^ 

Chairman The point is this, Mr Kamdas wants to have your opmion 
on this proposition Supjiosmg m the first paiagiajih, in the first sentence 
the w'oid ‘not’ is cut out and it then reads as follows We consider that 
it IS desirable that the country should be dependent lor all time (ns sug- 
gested b} Lala Haiikishen) on the facilities afforded by non-Indian institu- 
tion^ for financing of foreign trade Will y’^ou accept that as correct? 

Mr Ramdas Pantulu I am asking this question for this reason, because 
I know your advice is not detrimental to our interests and also, would you 
(prescribe the positive form? 

Dr. Trip No 

Mr Ramda^f Pantulu Therefore you don’t think that there iSjanythmg 
wrong in formulating some scheme w^heiebv Ihe financing of foreign trade 
will be gradually got into Indian hands ^ 

Dr Tup If it is done on a sound basis I have no objection 

Mr Ramdas Pantulu So your objection is to the method? 



lavages of tlie gias<^ euttei, the cow, the greed of the individual houae- 
holdei and so on and no foiest would spimg at all, but the State fore- 
seeing all this anangos foi its pioteution by the planting of seeds and 
looking aftei it foi its moie guided and sjstematic gionth Applying this 
principle to the field of finance and banking, if public opinion in tbis 
counti\ weie convinced ultimatelv that an associated effoit by the banks 
would not be of am wad if the State’s bands weie off w'onld vou be 
in favoui of this oi not? 

Dr Trip In legaid to banks, I am certainly agamst the idea > 

Dr Ryder Thank you But I might say that you aie recommending 
to ns as an evpeit whai the Netheiland Bank did not recommend in its 
treatment to Geiman lianks that came and settled thoie 

Di Trip Because I have to take into consideiation the different cir- 
cumstances of the countries 

Dr Ryder Youi vieiv possibly is that there aie special ciicumstances 
for tins eoimtiv alone Give us a suggestion then foi the development of 
this counliv consistently wuth what Dr Jeidels w'as pleased to call “Effi- 
cient, National Policy and Competition" Have you got to say anything 
about these thiee things? 

Di Trip I w'ould only advise you to wait until better ciicumstances 
arise and then Indian pint stock banks should see their way among them- 
selves with the co-operation of the Eeserve B'ank to start an Indian ex- 
change bank 

Mr Devadhai Is your objection to the Indian exchange bank being 
staited bv Goveinment oi State based on the ground that it is more diffi- 
cult? 

Di Trip I do not believe in the State having anything to do with the 
bank 

Mr Devadhar In all matteis dealing wuth finance and expenditure, I 
think w^e all lecognise that National sentiment plays an important Would 
y'ou allow that to play in this consideialion? 

Dr Trip I am not heie io consider that I am here only to say what 
18 sound 

Mr Devadhar Eor the promotion of National interests we sometimes 
-advocate the pnnciple of saciifice Is it unsound in the long run? 

Dr Trip I think it must be unsound m the long run I am perhaps 
old-fashioned but I am a free-trader 

Mr Devadhar Is your objection based on the consideiation ihat the 
-extension of ibis banking business in the direction of the foreign hade of 
this country is rather premature or is it due to the precarious character of 
the business? 

Dr Trip I think it would be harmful to the interests or India at the 
present junclnie I think it is premature ' 

Ml Devadhar Would you also say that it is precarious? 

Dr Trip That depends upon how it would be done, but, as I said, 
it w'ould be inadvisable fioin the standpoint of the Indian taxpayer to 
use State funds for the purpose of financing the foreign trade 
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Mr Ramdas Paniulu 1 am only asking tins question v ithout commit- 
ung myself foi anj-thing that follows We aim at ceitam things and we 
may ha\e a ceitam idea But to woik out, that idea in piactice is a diSer- 
ent“mattei Theiefoie I will ask jou not to considci the following para- 
graphs but consider the desirability of Indians getting into then hands 
gradually the financing of foreign trade To that you have no objection^ 

Dr Tup Certainly not If you keep provisional conelusion No 1 and 
you i\ent on with my scheme and even what is in conclusion No 6, I 
would have no objection 

Mr Ramdas PantuJu Do you thmk as a practical banker that an 
Endian exchange bank can be organised and run by private enterprise and 
that it can successfully compete and do profitable business, with the exist- 
ing exchange banks m the held as its competitors without any extraneous 
agent ^ 

Dr Tup Gencidlly speaking and apart from the present situation of 
depression I should think yes 

Mr Ramdas Pantulu Why 1 am thinking of altering the recommen- 
dations m the subsequent paragraph is this — have not examined the 
merits ot a particular scheme as to what kind of exchange bank should 
be started I have an open mind But I have two all ei natives before me 
If Indian enterprise is to succeed, there should be discrimination against 
the existing interests and certain restrictions should be placed upon the 
organisations ol existing joint stock banks that I am not m favour of, 
because it would laise a question of discrimination The other thing is that 
without discrimination the w'oiiang of commercial and banking interests in 
this country as well as the Indian, enterprise can be promoted and en- 
couraged by giving some form of public as'Jistance to Indian banking and 
other concerns I thought this scheme might work in that direction with- 
out in am way interfering with the existing foieign hanking interests of 
this, country Something must be done to promote Indian concerns in 
exchange business and also lay the foundation for the futuie development 
of Indian business in the financing of foreign trade That is what I tried 
to give as the reason Am I wiong m subscribing to this other principle’ 

Dr Tup I thmk you are wrong because I tried to convince the members 
of this Committee that these artificial measures w^ould practically be un- 
fair and unsound You are against discrimination, but whether you apply 
discrimination in one way or the other way it is practically the same If 
you give Government help or give a monopoly for certain kinds of business 
to one institution then that is, m oui opinion, discrimination 

Ml Ramdas PavUiln I thought, w'hen I read about the safeguards of 
commercial interests, that you gentlemen w^ere going to say that even 
some kind of positive help to Indian concerns wall come under the purview 
of discrimination 

Dr Tup That is a legal question I said that it w'ould be an ainsound 
and unfair act It is not the question w'hethei it comes wnthin the defi- 
nition of disciimmation as will be given by the constitution 

Mr Ramdas ParRuhi There is a third aUcrnative — one wav of deve- 
loping Indian banking concerns is either to bieak the monopoly interests 
here or to give positive help to the Indian concerns 

Dr Tup I do not agree with you when you say Ihcie is monopoly T 
told you before that if the conditions were better than they aie at •niosent 
I could not see w'hy an Indian exchange hank could not find a field for 
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Dr Trip Yes 

^li Rniiidos Pont III u In tluit cnse I do not uudeistand vour ol>]GtjfciOD. 

to the fozm m which the an-^wei is put The conekision is put here is 

objeclioiiable but if ioij that it is a sound scheme to take over the 

foicigii hade mto Indian hands the conclusion as put beie without any 

refeicnce to paiagiaphs 4 and 5 seems to me absolutely unobjectionable 

Di 'Till, I can onl-^ sa-^ that I do not object to the hist paiagiaph I 
-onh said that theie weie no aiguments gnen 

Mr Bamdas Panful ii So you only object to the abstiaet statement 
-contained in the fiist paiagraph^ 

Di Tiip I vanl to know the aiguments 

Ml Bamclos Pniiitihi Aigument No 1 — the natuial desire loi ihe 
growth of the shaie of Indians m the financing of foieign tiade, is legiti- 
mate Aigument 2 — the statement that India should be dependent tor all 
time on the- taeihties of non-Indian institutions foi financing of foieign 
trade, is not justified '' 

Di Trip No 

Ml Bamdas Panliilii Theiefoie the thud pioposition is that it is not 
desnable that the coimtiv should be dependent on non-Indian institu- 
tions foi financing of foieign hade 

Dr Tup It IS quite a diffeient thing You cannot take this first piovi- 
sional conclusion ivithout an^ i elation to the othei conclusions It is only 
an mtioductoiy conclusion 

Ml Bamdas Panf-uhi By itselt jou don’t object? 

Di Till I would not objccf if Indians took steps to get a share of this’ 
foreign exchange business on sound lines and wnthout ardificial help 

Ml Bamdas PantnJu Tlieiefore the first conclusion m itself does not* 
prescribe any method by which you could wash to get that trade into their 
hands ^ 

Di 'Trip No, but this conclusion, at it is here, leads to the conclusion 
that stcjis should hi all means be taken at once m order to change the posi- 
tion and fci such steps I see, under the present circumstances, no reason 

Mr Bamdas Pantulii I don’t think vou aie right in your surmise that 
steps are intended to be taken immediately 

Di Tup Bor a practical Committee, as your Committee is, if they 
state that it is not desnable that a certain situation should continue, then 
I take it that you w'ould advise to take steps to change it 

Mr Bamdas Paniulu Yes, but the steps would be by gradual improve- 
ment and to ensure the natural growdih of India’s foreign trade The 
steps would be the collection 

Chan man Di Tup’s point is that No 5 must be done in tw'o year’s 
tune I think if 5011 w-eie to sav here ‘dependent foi all time’ then Dr 
Tiip wiould absolutely accept No 1 

Ml Bamdas Panixdu I say it is not desnable 

Chan man If you say it should be dependent, that means it should be 
dependent nowq theiefoie the Committee does not consider that it should 
continue to be dependent even for a single day That is apparently what 
Dr Tup wants to point out and that is the leason why Lala Harikishan 
Lai said ‘for all time’ 
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Dr Trip I thmk thcil the field of land moitgage banks is quite different 
-and thcie aie so man'y special ciieumslanees with regaid to that field 'that 
f don’t think it can be discussed at this stage 

Ml Fawdas Pani^llu I will give you one iJlu'sti ation 

Dr Tup You cannot expect ]oint slock banks to lock up then money 
in moitgages 

Ml. Ramdas Pantnhi I am speaking of the money of investois 

Di Trip But do you thmk that these deposits with the foreign ex- 
change banks w'ould be used foi giving moitgages? 

Mr Bamdas Pantulu I am asking you 

Dr Trip No, I don’t thmk so because that is not money foi invest- 
ment pill poses 

Mr Bamdas Pantuhi People do not put then money in 

Dr. Trip Tiiat may be, but geueiallv speaking you cannot say that 
deposits ale money foi long-leim investments 

Mr. Bamdas Pantulu How do you differentiate between the money of 
a man who has suiplus money fiom that w'hich goes mto a joint stock 
bank or that which comes into a land moitgage bank? 

Dr Tup The money that goes into the land mortgage banks is the 
money that Ihe ouiiei wants to invest in long-teim securities 

Ml Bamdas Pantulu In my piovmce many law'yeis and meichants 
and school-masteis who have put then money into joint stock banks have 
■conveited it into debontiiies the moment I asked them and they w'eie 
satisfied wnih the moitgage banks 

Dr Trip That is a question of the education of the people 

Lala Hailtbhen Lai I got tliia moimng this jouiual called “The Indian 
Journal of Pconomics’’, Januaiy 1931, and I came acioss the fiist article 
which is called ‘Some Lessons fiom Poieign Banking System’ by B Rama- 
chandia Rnu, Calcutta University, a man wdio has made a special study of 
banking He has taken some pains and he sa-ys “it has now been lecogmsed 
in all countiies that a forw^aid exchange maiket is essential for exchange 
stability” That is on page 262 under banks and the exchange maiket 
Is he wrong or is he right ? 

Dr Tnp He is right 

Lala Harhishen Lai “Abnoimal methods of controUmg exchange rates 
have been found to he ineffective” Is that right? 

Di Tup I do not know what he means bv abnoimal, so I cannot say 

Lala Harhsken Lai “The stabilisation of exchange is a thmg that 
tends to establish itself and wuthout such stabilising conditions it is im- 
possible foi a long time to lestoie sound conditions” 

Di Trip In the long run, he is right 

Lala Harkiskcn Lai “In the advanced countiies the perfection of the 
foiw'aid exchange maiket has become so complete that it actually domi- 
nates the spot rates and in case of the sterling- dollar rates we witness such 
a phenomenon” Is he right there? 

Hr. Trip I cannot say. 
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their woJ’k As long as this is the case I cannot really see that there is 
monopoly You could also say there is monopoly foi Indian ]omt stock 
banks 

Mr Ramclas Pantulu Theie are poweiful vested inteiests here which 
opeiate against the development of Indian concerns Then theie are only 
two ways of helping Indian concerns,, either by lestiictmg the lights enjoy- 
ed by the \ested inteiests oi giving positive help You think both aie un- 
sound ? 

Dr Trip I am onlj' concerned with the interests of the country and 
I think the inteiests of the eountiy aie seived quite well under piesent 
conditions 

Mr Bam das Pantnhi Then there is no necessity to start an Indian 
Exchange Bank 

Dr Tup From a banlung point of view, under present circumstances, 
no 

Mr. Ramdas Pantulu Will you kindly tell me what ciicumstances 
would justify the stalling of an Indian exchange bank? 

Dr Trip When the foieign tiade of the countiy has developed to such 
an extent that there is place foi anothei competitoi in this field There' 

IS the possibility, of couise that it the foieign trade of the countiy ex- 
pands and inci eases the Indian joint stock banks can avail themselves of 
these ciicumstances to stait a new foreign exchange hank 

Mr Bainda.s Pantulu It may not expand to such an extent that the 
existing exchange banks would not be able to deal with it The resources 
of the Exchange Banks are huge If jour pioposition is right the time 
has come when the existing banks potentially as well as actually will not 
be able to deal with the financing of India’s piojects 

Dr Tup That is not the question I onl-^ say that at the piesent stage 
of development of foieign tiade this countiy is seived w’ell by the present 
institutions If you have an expansion, the piesent institutions could 
finance that excess business, oi you could stait a new institution 

Mr. Ramdas Pantulu I cannot follow your logic for this reason You 
say at present there is no need to stait another exchange bank If the 
expansion is such that can also be dealt with by the exchange banks then 
why should the necessity arise foi a new bank? 

Dr Trip Then there would be a place foi a new bank 

Mr Ramdas Pantulu I can only say I cannot agiee You said that 
if the foreign exchange banks did not opeiate here and did not receive 
deposits, money cannot be used for the countrj^’s benefit Is it jour 
opinion that theie is no outlet foi the money in the country 

Dr Trip In futuie, of course, theie would be the possibility but not in 
the beginning because although there may be certain possibilities for more 
ciedits, thi" needs of these credits cannot be coveied by the joint stock 
banks The Indian joint stock banks under piesent conditions could do 
moie credit business if they kept less Government securities 

Mr Ramdas Pantulu Have you made any rough estimate of the needs 
of Indian banks m this countiy, e g , land mortgage banlis? 
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Lala HaiLishen Lai We considei that it is not desiiable that the 
countiy should be dependent on the facilraes iffoidcd b’y non-Indian Insti- 
tutions foi the financing ot foioign tiade I’here is no question of ex- 
change The Moids thcie — financing of foieign trade — are distinct and 
dist nguislutblo fioin exchange Excdiancc means lennttances to and fio, 
to cover paxmenls Financing is diffcient fiom covering payments 
Theiefoie all piofils so fai as exchange i'= conccined have gone to foreign 
banks Financing of foieign trade must b® done with domestic funds and 
it IS the bounden duti of the ecntial bank indnectly to <.ecuie this ideal 
through the inteiwention of loint sl'^ck banks oi banks ‘specially created 
foi the pin pose Do \on aciee with the proposition‘d 

Dr Trip No not in a geneinl foini 

Lala Hatlxishru Jjal In vbich foim? 

Di Trip ft depends on the situation of the countiy If you have 
banks legisteicd undci tiu law of the connin winch aie in a position to 
hnaneo foieign tiadr to tiu' full extent then of coin sc the Feseive Bank 
Would conlimio its taeihties lo such banks but if the situation is diffcient 
then it has to adpist itself (o like c'lieunistanc cs 

Lala HatliDtcit Lai Theio ate agencies of foieign banks in this 
countiy, how could the ecntial hank control them? Tlioj are indepen- 
dent of tile ecntial Bank 

Di 'hip \Mieicus the Ceiitiul Bank in Holhind is in a position to 
hmil its fuiliiics to banks icg*slcred nndci the Dutch law', the Central 
Bank in Java is not in a position to do it 

Lala Haili^ihcn Lai The Cential Bank should do exchange business 
by means of .igeiicies Is that xoiii pioposition? 

Dr Trip No 

Lala Hailxshcn Lai That means joint stock banks oi bankers of the 
country may have agencies in other countries and vwo versa That is your 
idea by wdiicb we can get into this business But how^ does the Central 
Bank come in that anangement^ 

Dr Trip The Cential Bank comes in bi rcstiicting its discount faci- 
lities to a ceitam type of banks 

Lala Ilarlishui Lai You mean to sax, that it a bank offends against the 
canons of the Cential Bank, it should he punished 

Dr. Trip We do not undei stand each other I say that the Central 
Bank could oulv help b-s limiting its discount facilities to joint <^{ock banks 
of the oountix I cannot see bow it can be done otliciwuse 

Lala Harltshen Lai That means the financing of foreign trade must be 
done wrth domestic funds That means that the bills of exchange of such 
banks ought to be discounted by the Cential Bank 

Dr Trip Yes 

Lala Harhishcn Lai Wlien I put it to j'ou fiist, you hesitated, but 
now you agree 

Dr Trip If it is possible foi the Cential Bank in dvO it, and f it w’ould 
not harm the interests of the country, then I agree 

Lala Hailaslien Lai You agiee with this, except that in coitain coun- 
tries circumstances may not be as good as contemplated here 
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Mr Gassels I should say he is practically right 

Lola Harkishen Lai “ necessity on the part of merchants to 

reahse that it is wise to eliminate exchange lists apait fiom tiade risLs are 
ithe piedominant factors in the ease of an established forwaid exchange 
•market” Is that light “ 

Dr Trip ^Yes < ’ 

Lola Harkishen Lai Have you enquired, so fai as these 18 banks are 
concerned as to how much speculation they do in exchange — ^have you any 
figuies fcr that? 

Dr Trip No 

Lola Harkishen Lai I am told 3 ust now that in 20 years the volume 
of exchange as well as of purchases is 10 times what it used to be 

Dr Trip They must be more now than they used to be 

Lala Harkishen Lai Well let us take that the volume of trade is more. 

Dr Trip The piice level is also higher but since several years there has 
been a puce fall, inoie gradually than now, that is to say since 1924— non 
'for all the pioducts because in 1925 you had the rubber boom The ten- 
dencv ot a piiee-fall has been for a good number of years 

Mr Bushforth There is a simple explanation and that is that about 
10 years ago owmg io the unceitainty of the exchange, }ou fixed your ex- 
change on both sides of the book Now'-adays when there is not so much 
fluctuation you just fix balances 

Dr Tup That is light, the exchange vias not stabilised then 

Lala Harkishen Lai I w''as coming to that The exchange some yeais 
ago was not stabilised and there it had recovered and for the advantage of 
goods 

Dr Tup For the trader 

Lala TJaihshcn Lai And also banks, unless they found some money 
in it, w'^ould not make future contiacts with the traders 

Dr Trip If they could cover themselves they would do that 

Lala Harkishen Lai They would not do buying and selling simul- 
taneously as kli Kushforth says, unless they found some money m it 

Dr Tup Yes, of course 

Lala Harkishen Lai Therefore all that money does not come to us 
Afi those profits of exchange done for the sake of many huge contracts 
on both sides by the 18 foreign banks were at oui cost 

Dr Tup They would always be at your cost 

Lala Haikislien Lai Naturally at our cost because when traders n 
India buy and sell from the same party and those contiacts are made for 
leaying some money in the hands of the foreign banks that is a tax on 
us 

Dr Tup I do ’not see that The trader is bound alw'ays to pay the 
tax w'hether you have Indian banks oi foreign exchange banks 

Lala Harkishen Lai But thati money does not come to us. 

Voi- ry 8 A 


/ 
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stock b-itiks whicii have relations outside India You said, ‘No’ Then I 
asked whelhei it could help by discounting bills, you said, “Yes” Ha^^ng 
said that, does it not mean, if you agree with these lemaiks, that at present, 
because ue have not got any evchangc bank of oui own, doing e\flusively 
exchange voik oi mainly exchange woik but have the privilege of open- 
ing agency relations with outside banks and vicei versa, 3011 think that it is 
one of the vays b}' which x\e could do this business 

Dr Tri'p Certainly 

Lala Ilarlctslien Lai Central Banks could not inteifeie except lending 
a little helping hand by means of discounting facilities Both the 
USA, and Japan — the latter in a less degree than the former — have 
succeeded m developing a special banking machmerv to finance then exports 
‘^and imports with the help of domestic resources Do vou agree with 
that? 

Dr Trip Yes 

Lala Harlcishen Lai Having regard to this would you kindly now ad- 
vise us as to the w'oidmg of these five clauses We might have used loose 
j language which does not fit in exactly with the scheme that you have m 
view or with the possibilities that vou have in view Instead of really 
discussing at length from various points of view would 5'ou kmdlv tell us 
how you would word paragraph 1 

Dr. Irip Pei haps wnth regard to paragiaph 1, I could do it, but not 
with reg.iid 10 the other provisional conclusions Thera the di&ei cnees aie 
on principle 

Lala Harhshen Lai I have no objection to that If there is a differ- 
ence on principle we ^'dl have two statements, one from you and one from 
me So long as no principle comes in w^ould you kindly draft for me 

Dr Tup For para 1 , read as follows ' ' 

We consider that it would be desirable if on sound lines and with- 
out using artificial measures Indian institutions or Indian 
joint stock banks could find their W'a3 to establish an Indian 
exchange bank 

Lala Harhshen Lai Let us take provisional conclusion No 3 W^e 
have no difference of opinion so far as the first part is concerned, viz , 
“Further, in view of the fact that the chances of the successful entry and 
operation of such an institution depending upon private initiative and enter- 
prise are meagre” 

Dr Trip No 

Lila Hmhshcn Lai The next part is "w^e are of op men that the 
said institution must exclusivelv handle the work connected with the 
foreign remittances of Government” Fvidently vou mean that Govern- 
ment should not exclusively hand over this wwk but it should be dealt 
with in the market in the ordinary way 

Dr Tup Yes 

Lala Harhshen Lai Would you omit these words, or modify the sen- 
tence? 



Dr Trip I do not say “as good as”, but ‘not tbe same’ 

Lola Harlashen Lai You would not applj it to India 

Dr Trip Not undei tbe piesent circumstances 

Lala Haihishen Lai What aie tbe special featuies of the ciic.imslances 

Dr Trip Theie aie piactically no joint stock banks m tbe country 
which can do the business 

Lala HarJcishen Lai You youiself said that it could be done by the 
agency method You mean to say that the present joint stock baixks m 
India cannot have even agencies oi agencj lelations m othei countiies to 
■do this business 

Dr Trip They could haA'e, but thej' do not have at the present 
moment 

Lala Harhishen Lai If thej could have, then -vou will not say that 
theie aie special ciicumstanees in India m which this geneiahsation wiU not 
hold good 

Dr Tup I should ha^e to considei the position which would have 
arisen under these ciicumstanees, but I cannot see the possibility of Indian 
joint stock banks establishing agencies abioad in a short time in older 
to finance the whole foieign tiade of the eountiy 

Lala Haih'ihcn Lai It is not a question of whole oi half 

Dr, Trip Upon that will depend the decision of the Cential Bank 

Lala HarUshen Lai You aie assuming something which we have not 
contemplated in the 5 clauses 

Dr Trip You aie assuming that the Indian joint stock banks have 
then agencies abioad They do not have them 

Lala Harlashcn Lai 1 do not say, they have, I said, piovided they 
have, jou accept the pimciple laid down m the fiist foui lines 

Dr Trip I cannot by any means foiesee that joint stock banks m this 
country could establish agencies in the neai future in Older to finance the 
whole foreign trade of the country 

Lala Harhishen Lai The woid ‘whole does not come in 

Di Trip If the Cential Bank should follow that policy it must be sure 
"that the whole foieign tiade can be financed 

Lala Harhishen Lai We must not mix up oui ideas I asked you, not 
many minutes ago, that if joint stock banks in India opened agencies, i e., 
opened lelations wuth banks m other countiies in order to handle this 
business and vice veisa, how the Central Bank could come in Then >011 
explained that the Central Bank could come m in the matter of discounting 
foreign bills to and fio 

Dr Trip This is quite a different proposition from saying that it should 
be restricted to Indian joint stock banks It should not be restricted 
as long as the Central Bank has got the conviction that the foreign 
trade can be financed in that w-ay efficiently 

Lala Harlashcn Lai Would you kindly read this again I asked you 
3 01 4 questions I asked you whethei the paragraph conve'^s the idea 
that the Central Bank should issue licenses 01 control the actions of jomt 

3 A 2 
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Dr Trip Tlieiefore the sentence is a little confusing 

halo, Harl-oisTicn Lai Would you put it light? 

Dr Till) 1 Mould leave the sentence out 

Lola Harliishen Lai Yon •will not bung in the Eeseiic Eank to control 
in this paiticulai lecommendation, namely that the iemillance uwk should 
he handed ovei to the new institution? Even if it is handed ovei, ive m- 
tend that the Eeseive Eank should have its say in this matter It is the 
intention that when the Eeseive Bank is staited the lemittance work 
should be conti oiled by them as the lemittance business is now conti oiled 
oi guided by Ihe Contiollei of Cuiioncy 

Dr Trip “It is undcistood that the Eeseive Bank when it is estab- 
lished will, m consultation uith Government, decide the rate of Govern- 
ment remittance” 

Mr Lamond That is diffoicnt altogcthei 

Chairman As I undcistaud the position, it is the Eeseive Bank which 
will settle the late for Goveinment leinittance, though theie vull be a sort 
of geneial conti ol and respon^iibilii a of Goveinment ovei the opeiations of 
the Eeseive Bank- 

Dr Trip Tlnit is not the posh, ion in my counti}’’ The late at vvdiich 
Goveinment loniitiancc is made m my countiv is decided upon by Govern- 
ment in oousiiltution wdh the Eeseive Bank Goveinment; aie bineis and 
the Ecseno Bank aie the solleis Govoinraont ask at what i ite the Bank 
can lemit foi them and the Bank tell them the late Ti thev agiee, the 
Bank leuut, if thev do not the lemittance is not made but agieement is 
in practice ahvavs i cached 

Lala Haili‘ihcn La] Would vou like to sa> that the lemittance business 
should he m the hands of the Ec^oive Bank iiwtead of in the new institu- 
tion that We piopose to cieate’ 

Dr Tup That is mj- opinion 

Lala Harlishcn Lai Would you like to put that m*’ 

Dr Tup I do not want t-o put anything in 

Lala 'Hailvishon Lai If we kneu the e\act woidiug ve can easily find 
out the difteience of opinion between us 

Di Tup If I weie in youi position, I shoulcl piopose to leave out the 
whole of the passage aftei the void “meagre” 

Lala Harlashcn Lai Even aftci the cxtieme views jouhave expiessed, 
w'e have left the powei in the hands of the Eeseive Bank Will you 
ph’ase Irt us know'’ how'’ the Eeseive Bank is to come in? 

Dr Tup You must give the Eeseive Bank only the powei of conti ol 
It IS understood that ■when the Eeseive Bank is established, they 'Will 
control the aoMvities of the Indian institution 

Lala liailiihcn Lai This is the next conclusion, No 4 — 

“The State should subsciibe the shaie capital of the bank at the 
stnit, and 10 veais aftei the establishment of the bank the 
question of issuing shnies to the public mnv be lev lowed by 
Goveinment “ 

Would 3 on be satisfied if it is stated that the State should in the first in- 
stance '•ubsciibe the sliaie capital of the bank and sell it in the market 
as soon as pincticable’ 
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Dr Trip I do not see how to modify it 

Lola Harlislien Lai The next portion is “It is understood that when 
the Beserve Bank is established, the Beserve Bank will take the place of 
the (lonti( llci of Cuiienc} in deciding the late of Government loiaittances’' 
Would you omit this poition also^ 

Di Tup We disagiee on the pimciple and the ■'void'j aie not clear 
to me 

Lala Hailcishen Lai Would you make them cleat ^ 

Dj. Trip I think Government mil have to decide the late of remittance 
If and vdien the Beseive Bank is established, the Government must keep 
the question of the late m its own hands 

Lala Hmlishen Lai You mil saj that the present piactice of Govern- 
ment dictating the terms should continue^ 

Dr Trip In any case they should control it, so that they may be in a 
position to laise objections if necessary If they think that the rate as cal- 
culated b3'^ the Bank is not correct, they must have the right to object 

Lala 'Harlashen Lai Tlic idea is that this process precedes the settle- 
ment No'v they get the tendeis, Government fix the pr.ee of tJie tenders 
and on that they accept or reject This does not make any change in 
the method 

Dr Trip In this case the Beserve Bank’s opinion ought to be in con- 
formity with the opinion of Government 

Lala Haikislien Lai It is very hkelv that the Controller of Currency 
would also be supplied informally with the news of Government 

Di Tup I do not knov if the Controller of CurTency will remain in 
function after the Beseive Bank is established 

Lala Hailiishen Lai Now it is in the hands of the Controller of 
Gurrency and he calls for tendeis 

Dr Trip He is the representative appointed by Government 

Lala Harkishcn Lai Then the Beseive Bank would be exactly in the 
same position qua Government in this matter 

Dr Tup It is not so in my country, because the Beserve Bank is not 
the Government itself So I think it should be the Government that would 
finally control even the Beseire Bank as regards the rate of Government 
remittances 

Mr Lamond I think it is intended to mean that the rates would, bjs 
fixed through the Beseiwe Bank It will be passed on through the Con- 
troller of the Cuiaency 

Lala Harkishen Lai Clause 28 of the Beserve Bank Bill refers to this 

Dr Tiip It only lefeis to the tender system 

Mr Lamond Government now' fix the rate through the Controller of 
Currency 

Di Tup The Beserve Bank w'lll be the agents that sell tD Goveinment 
and Government ought to control the other part}' in the transaction 

Mr, Lamond It wall be done m consultation with them 
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hala Haikishcn Lai What did you mean b\ 'fliicient You only 
had in view the lates chaiged’ 

Dr Trq) Good management and, the lates chaiged 

Laid Hailcishcn Lai Good management of exchange would be good 
management of the bank Apait fiom the exchange? 

D) Trip Foi the geneial business 

Lala Ha7kisho7i Lai You have said that the Government leraittance 
ought to be done not on what is called the tendci S'j stem, but in the busi- 
ness va\, which means that +he^ should not d’sclo^e then plans cveiy 
time 

Dr Trip That is my opinion 

Lala HarJnshen Lai But do you not think that this piocoss would bo 
better employed if theie was a second bank in the countiy? It will make it 
more eeitain 

Dr Tup When vou deal with somebody, theie are always two parties, 
one paib\ would be the sellci ihe othei the bu-sci, so it is only the qiu’stion 
mliethet the jResevx'e Bank vould be the sellei oi the neu mstiwition 
would be that paity 

Lala Haihtslun Lai AVhen tendeis aie called foi, all exchange banks 
send then quotations In the same way, if the Eeseive Bank calls for a 
tender the Eesene Bank lias not to disclose how much it has to remit and 
how it has to buj 

Dr, Tiip No but the amount called foi would give an indication 

Lala Haihslicn Lai Would not that be better done if the Beseive Bank 
passed that business on to a thud paity ' 

Di Tup How would that be disclosed if the Eeseive Bank buys 
from day to day*^ 

Lala Harkishen Lai But still they are to do it foi the Go\einmenl;, 
and if it .s done thiougli anothei bank it ivould not be quite apparent 
whetlif the\ aie doing it foi the public oi foi then eustomeis 

Di f'up In the case of the Eeseive Bank it vc'uld not be known 
whethei the Eeseive Bank bu%s for Government oi for the covei of the 
liabilities of the Bank oi in oidei to build up a stock oi to stabilise the 
positioi of the lupee 

Lala Harkishcn Lai The Eeseive Bank will come into the maikefc on 
lihree occasions, once for Government, once for building up its own re- 
sources and once to hold up the value of the rupee 

Dr Till' Theie aie not tliiee occasions thei Inn for tluee pniposes 
There is a gieat difference between the two 

Lala Harluslien Lai I accept it 

Dr Trip Heie is a suggestion that Indian merchants aie not seived at 
piesent in a sufficient mannei As I have said this morning I have not 
■such an unpiession Othei vnse vie have no ob]oel.ion 

Chairman Will ^ou let us know what voiu Mews aie on the Com- 
mittee s conclusion (item No 7)^ 

Dr Tnp That is the question of impoit lUpce bills I foi one am of 
opinion — and I hope my colleagues will agree with me — that the better way 
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Dr Tnp I would not agree to it 

iMiia HailasJieJi Lai What would you say^ Would you say that it 
should be subceiibed foi b}’^ private people and Indian ]oint stock banks? 

D? Trip I should piefei to put in the Indian joint stock banks alone. 
I am not collecting these provisional conclusions and I am not commit- 
tmg myself one way oi the othei So I do not see any use m youi ques- 
tioning me about this 

Lala Hal Kish en Lai I shall explain to you the use We have spent 
thiee or foiu hours on these four conclusions without coming to any definite 
mutual undei standing In one place you have put in that Indian joint 
stock banks should voik out the scheme undei the guidance of the Beserve 
Bank 

D? Tnp I do not leaily see the use m mj tiying to change these pro- 
visional conclusions I say it once moie that we disagiee fundamentally 
and on piinciple with these conclusions What is the use of asking a 
man who has made that declaiation to amend them*? 

Lala HarKishen Lai We have submitted these clauses to you for your 
opinion and all that you said in legaid to the first five conclusions was that 
we have not assigned an 3 ’^ reasons That was your piineipal ciiticism 

Chairman That lefeiied oiilj to item 1 With legaid to the otheis, 
Dr Tnp said that he did not like the scheme In the course of discussion he 
also said that if at all a scheme was wanted, that scheme ought to be 
undertaken b} joint stock banks and after the Besen'c Bank was estab- 
lished by the Beseive Bank Could ve not put thooC voids in'^ 

Dr Irip I do not see any use in putting them in Wo hav<^ not come 
here foi drafting these conclusions I have given my idois 

Lala Harltishen Lai Youi idea is that in place of No 3, if we really 
iilsisred for 3 0 ui view, vou would suggest that oiiiy Indian joint stock banks 
should do it under the control of the Beseive Bank 

Dr Trip I gave it in legaul to the first conclusion 

Chairman Yes, he said “If on sound basis and without using artificial 
means Indian joint stock banks woidd find then va'v to establishing an 
Indian exchange bank” 

Lala Harltishen Lai Conclusion 5 “The proposed bank should be es- 
tablished in the next tvo years iiiespective of the simiiltaueous establish- 
ment of the Beseive Bank” This is the view the Committee ha\e provi- 
sionally taken Youi view is that it should be done by joint stock banlis 
even after the Beseive Bank is established 

Dr Trip It is oiiIa^ an advice 

Lala HarKishen Lai We should not act upon the adMce until the 
Beserve Bank is established? 

Dr Trip Yes 

Lala HarKishen T,al You used the word ‘sound’ Would you kindly 
explain what this word means Do you mean that the people behind it 
should be of a particular class, or that the business should be done at a 
icmunei .liivc rate or that there should be plemy of capital^ 

Dr Tnp In this lespect it onh means that it should be done by private 
enterprise 


/ 
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Dr Trip We aie strongly against tins pioposal We haAe several 
times expiessed ourselves that m the inteiests of the development of 
hanlang m tins country, blanch banking activities should be left to the 
banks iihemselves to treely decide upon Then with legaid to item (10) 
this IS of couise subject to item (8) Oui view is that the licenses should 
not onh be fieel) granted but also uilomaticallv lenewed and that the 
Eeseive Bank should not be fice to place upon the banks an> conditions 
foi granting licenses This new is confined the existing banhs woiking 
in this countiv 

Ghanman You know'’ that in some countries the condition of lecipio- 
city IS insisted on, i e , in certain countiies when granting licenses to 
foreign banks they examine the conditions of banking m the countiy of 
that foreign bank wheiefiom it oiiginates Would vou agiee to a condi- 
tion of that sort’ 

Di Tiip TJiat question can only aiise when a new bank wants to 
come in biii not in lespecl of those which aie ihoadv woilcmg heie 

Mr Banida<i Panfulit Supposing a bank lioni a eountij like South. 
Africa wlicne ilie legislation seiioush inliingcs the rights of Indians, 
wanted to start business, is Iheie anv leason wh\ the Besei\e Bank should 
not refuse io allow that insiitution looming into ibis countir if it w.iuted to 
do so’ 

Mr Lanwnd ITic National Bank oj South Afiica tried to come in but 
failed 

Chau man Theie uiaj not be a bank from South Africa in this country 
to-dar , but Mr Bamdas point is supposuig a South African Bank wanted 
to open a branch m this counti), but meanwhile that countiy were tak- 
ing steps against the established rights of Indians in that countn, would 
you allow' them to come into this countiv’ 

Dr Trip If the Eeseive Bank thinks that the interests of this countiy 
will be damaged by the South African Bank coming in, then it can cer- 
taml\ say ‘no’, oi can take the ciicuinslances into consideiation and decide 
whether it should come in oi not With icg.ud to paragraph (11), I do 
not think tliat it is the intention that tlie Eeseire Bank should be quite free 
to piesciibe all statements that the'^ think should be given by the exchange 
banks In m^ opinion it would be enough if the exchange banks showedi 
then assets and liabilities relating to then Indian business to the Eeseive 
Bank But it seems to me that accoidiirg to this paiagiaph the Eesei've- 
Bank could piesciibe anv specifications 

Lala HarJashen Lai Yes, so fai as the annual liabilities and assets 
are concerned 

Dr Trip Therefore, I thought that it w'ould be fair if the w'oids “on 
the lines of the Indian joint stock banks” were added And then we do 
not like the woids “as a condition of the grant of licenses ’ to be there. 
Our view is that wnth regard to the existing banks license should be 
granted and automatically renew'ed but with regard to new-comers the 
Eeserve Bank should have the power to make conditions 

Chairman Eiom our point of view w^e do not like that the renewal of 
the license should be automatic 

Dr Tnp With regard to item (No 12) we have no objection. 
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■would be to open up the London Mailcet foi the Sterling bills At pre- 
sent tnese bills aie financed at the late of 6 nor cent bv the exchange 
banks In iny opinion the interests of tiade xiid busiucbs iiould bo better 
teived if iue steiling bills could be placed and discounted in the London 
Money Maiket ^ 

Lahi liaiLtslieu Ldl If they aie also done simultaneously in India 
would tl eie be am haim’ 

Di Tup If -^ou could cieate a maiket m tins countiy and find that 
the Indian maiket is cheapei than the London ^lont , klaiket then 
I would be in favoui of the Lupee Bills 

Chav man Theiefoie, you have no fundamental objection to Bupee 
Bills 

Du Tup Not at all In this papei and in the paper on ‘Money 
Maiket” it stiuck me that the measuies that would lead to the cheapest 
way of linance weie not mentioned You liaA^e onlv stressed the inteiest to 
•create Bupee bills 

LaJa Haihishcn Lai 1 would recast the last sentence as follows In- 
stead of wolds beginning with “provided” m the last sentence to the end 
of the paiagiaph substitute the following — “provided the importers are 
also piepaied to accept lupee bills and these bills ivhether n sterling or 
rupee weie available m the Indian maiket as in London” This means 
two alternative cuiieucies and two alternative Money Markets m India 

Chairman The cheapest anangement w^hich is beneficial to India could 
he adopted If on the other hand, it is found that the cheapest w'^ay is to 
have Steihng bills which could be discounted at the London klaiket that 
could be done 

Lola Hailashcti Lai Gan theie be oi is theie piovision foi the discount- 
ing of G-eiman mark bills m the London Market"? 

Ml CuTiic We have the maiket foi only the steihiig bills which could 
be discounted 

Chan man The difficult 3 ' will be if steihng bills aie bought up in this 
country it wall be not possible to cneulate the same in the Money Maiket 
of this countrj'- 

Lala Harhtslicn Lai I can quite see this difficulty but I think that if 
arrangements aie made it is not an impossibility, because these bills have 
different euiTencies 

Dr Trip With regard to item ( 8 ), generally speaking ive are not in 
favoru of licenses being granted but if you think, having legaij to the 
'Circumstances of the couiitij', that licenses should be given bi the Beserve 
Bank to institutions that want to do banking business m this countiy, then 
•we have no objection to the piinciple Whether it is m the inteiests of 
ihe depositors or not I cannot sav, this is a dangerous aigiiment and it 
places a veiv great lesponsibihtv on the Eeseiwe Bank since it implies 
■that it would have to coiitiol the position of these banks 

Chairman Your point is that you will have no objection to the sugges- 
tion but 30 U do not accept the principle on which the pioposition is based^ 

Dr Tup Yes 

Chairman Now”^ what are your views in regard to item (9)? 
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lltln March 1931. 


MEMORANDUM OX 

La7id a7id the Cultivator (by Mr A P McDougall ) 

When a specialist is called in to piesciibe foi a patient suffeiing from 
debility he makes a thoiough diagnosis When experts are asked to advise 
on the affairs of an industrial comirany they must make a similar investi- 
gation 

The economic position of the Indian cultivator is not healthy He is 
deeply in debt If a lemedv is to be found we must examine the reasons 
His economic structure is built up as follows — 

1 Land 

2 Owmeiship and tenure 

3 Climate 

4 Cultivation 

5 Education 

6 MarJretiug 

7 Emance 

We shall make a biief review ot each of these 

Land — It has been stated that the soil of India is naturally poor This 
is not correct It has become poor The great river valleys must au one 
time have been amongst the most fcitile in the world In Denmark and 
Germany the greater part of the land in its original state consisted of 
barren wastes of sand growing nothmg but goise and heather By hard 
work and education it has become very fertile 

Countless generations of cultnators have reduced the natural fertihty 
of Indian lands until the soil is now producing almost the minimum quahty 
per acre Statistics with regard to w^heat clearly prove this — 9^ bushels 
per acre is the average It is, perhaps, the low^est of any country Con- 
tinuous cropping wuthout manure wall impo\erish the richest soils There 
are other factors such as the deplorable waste of manure by its use as 
fuel In western countiies fertility is maintained by usmg straw and the 
residue of crops as manure In India all the straw is used for cattle fodder 
If the output per acre m terms of wheat w^eie raised to that of Fiance, 
the wealth of the countiy w'ould be increased by £669,000,000 If the 
output were in terms of English production it w'ould be raised by 
£1000,000,000 per year Yet England is by no means highly cultivated 
This does not make any allow^anee for part of the land in India produemg 
two crops per year In the other countries referred to only one can be 
grown This advantage should equal any loss from drought It has been 
stated that the very small holdings in India are responsible This is partly 
true but Denmark is a countiy of small holders where by education and 
co-operation, they have succeeded in building up the most productive agri- 
culture in the world In terms of Danish wheat production the increased 
wealth to India w^ould be £1500,000,000 per year It is not, therefore, the 
soil that IS responsible for the poverty of Rural India 



795 


Chairman JBefoie we disperse I have one point to clear up, and that 
IS about the idea of State assistance to the vaiious classes of banks I 
do not think theie is any harm in mentioning this that in the case of 
the Eeserve Bank, even an authority like Sir Basil Blackett did not see 
any objection to that anangement I may also add that when we were 
discussing with Di Jeidels banks of anothei categoiy, he himself said 
he had no objection to the State providing capital so long as the State 
did not inteifeie m the day to day management of the bank What is youi 
precise objection to the State pioviding the whole of the capital to, say the 
Eeserve Bank oi an Indian exchange bank^ 

Dr Trip I make a difierenee between the Eeserve Bank and the 
Indian Exchange Bank I would piefei that in the case of the Eeseive 
Bank the capital be subsciibed by the public, but if it is not possible to 
place the whole of the capital with the public I should not object against 
Government taking the remaining part of the share capital of the Eeserve 
Bank In legard to the Indian Exchange Bank our views have already 
been expressed 

Chairman Youi objection then is mainly against the Exchange Banlr 
and not really agamst the Eeserve Bank’ 

Dr Trip That is so 
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food than any othei pait of England Intensive cultivation is theiefoie of 
vital necessity Tins can only be biought about by intensive education 
The small faimoi, if he had the Imowledge, has the time to make each 
squaie yaid of his small farm an oasis of feitihty The small size of the 
faim IS a handicap to tbe production of surplus wealth, but this makes it 
all the more necessary that lire country should realise that the highest 
possible standard allainable bA man should be the goal to aim at At 
present it is the lowest 

Ghmaic — ^It has been said that the climate of India with its uncertain 
rainfall makes foi poveity and famine Cei*tam districts suffer, but this 
could be very largely counteracted by the consolidation of holdings, by 
the development of imgation and by giving careful attention to the possi- 
bilities of conseiviug moistuie India as a whole does not suffer from 
climatic conditions They aie such, that if made proper use of, she would 
be one of tlu wealthiest agricultural countraes in the world The possibi- 
lities of flint cultuie have haidh been touched They are, neveitheless, 
very gieai 

Cultivolion — The land is not cultivated as deeply as in vestein coun- 
tries It ina-^ be that undci the climatic conditions prevailing in India, 
deep cultivation is not required It is an advantage where hard pan is 
formed by the continuous ploughing but in India the intense sunshine in 
itself bioa'vS up this pan The soil is reasonably clean and free from 
weeds Advantage would arise from the introduction of modern ploughs 
•and sowing machines for seed The great advance which must be made 
IS by impioving the feitility of the soil, and by using improved seeds and 
at the same time concentrating on giowing crops of most value per acre 
\Vc shall give tlrieo simple examples to shov what can be done The 
Lyallpui Experimental Earm, Puniab, has raised its milk vield by breed- 
ing cows for milk, from an average of 5 lbs per cow per day to 12 lbs 
The yield of wheat is 25 maunds per acre The average for India is 
about 7 maunds Modem varieties of sugarcane produce 80 maunds of 
gur per acre, old varieties 20 maunds ) 

Education — ^It is only by determined effort of the nation that sound 
progress can be made The education of the ryot must be one of governing 
factois It IS essential that it should, m the first place, be based on agri- 
cultural education Denmark, in less than half a century', raised itself 
from a bankrupt country to prosperity by one means only — ^the develop- 
ment of her one asset — the land Her land in 1850 was no better farmed 
than Indian soil is now It was the poorest in Europe It is now the 
richest Education was the golden key 

Marlxctviq — ^It is little good to bring millions of acres under cultiva- 
tion or increase the product of the land to the value of millions of pounds 
per year, unless the necessan steps are taken to ensure tlrat these pro- 
ducts will sccuio a leadv sale Marketing will be dealt with in another 
paper 

Finance — To lemedv existing evils by ciedits alone may alleviate the 
misery of the ryot as an opiate leheves pain Tt will not cure the troubles 
fiom vluch the misery aiises The credit problem is only part of the 
vhole an important part ve admit The suggestions which ve make else- 
vhete vill, we hope, be of some assistance m developing long and short 
term, credits If the ryot is to bo relieved of his ciaishing load of indebted- 
ness, co-operative effort must not be confined as it is so largely at present, 
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Land Owner’ship and Tenure — ^No country can prosper unless these con- 
drtrons are sound The cultrvator must have security and the assurance 
that for whatever improvements he makes, he will reap the leward Land 
holding under zemindars who do nothing to improve the conditions of their 
tenants and little or nothing to improve the standard of cultivation is not 
a good system We refer to them elsewhere All zemindars are not bad 
landlords, nor is the major portion of the soil of India held by them It 
IS held by the ryots themselves, as owners or as tenants under Government 
Peasant proprietorship and tenure under Government are the best systems 
of land holding Imown to the world We have, therefore, to look further 
afield for the causes of poverty on lands held from the state or under 
peasant proprietorshrp One oi these is the fragmentation of holdings 
We have heard of one farm of 12 acres being broken into a hundred scatter- 
ed plots and of a field, two furrows m breadth and two miles in length 
There can be no prosperity under such conditions It is a result of in- 
heritance laws Somewhat similar conditions prevailed at one time in 
Europe, though they did not reach such lengths of absurdity Legislation 
w'as passed in order to remedy this state of affairs In India a move has 
been made through co-opeiation to bring about a remedy Land Consolida- 
tion Societies have attained some success If India waits until this reform 
is effected bv eo-opeiation man} generations will pass Nob only so but 
it will be costl} It would require a laige staff in each province concentrat- 
ing on nothing but this section of co-operatne woik We suggest that the 
most urgent requirement befoie the countiy today is the passing of legisla- 
tion to bring consolidation of holdings into being at the cailicst possible 
moment Agriculture in India will never make real progress until the 
holdings of the country are consolidated Progressive farming is impos- 
sible It entails waste of time, eneig}’- and wnalth The longer the delay 
in facing the needs, the greitei will be the dangei of India having to face 
social convulsions which wall endanger her whole future Sufficient evi- 
dence is forthcoming from wdiat has aheady been done to prove that the 
rjot \TOuld derive enormous benefit Public opinion must be awakened 
to the need of passing legislation, not only to save the ryot but save the 
countiy As a practical agriculturist I am prepared to say that the loss 
from this cause alone, even under primitive cultivation must amount to 
ten rupees per acre per year — 220 cioies of money If the zemindar prob- 
lem IS solved togethei wth the one which we have just referred to, then 
India w'ould have a land tvinuie system that could compare favourably 
to that of anv country in the world The smallness of the individual 
holdings has been blamed for the poverty of the ryot A large propor- 
tion are not economic units even if consolidated On the other hand the 
average is about 10 acres, but by far the greater number of cultivators 
hold less than this We have no statistics at hand, but our impression is 
that the holding of 10 acres and under in Denmark produce more food per 
acre than those of 50 acres in that countiv If a leasonable livelihood is 
to be gamed from small holdings, cultivation must be earned on in an 
extremelv intensive form This is not done in India The breaking up 
of holdings IS still proceeding This must be put an end to A similar 
position arose in Eiance where legislation was passed in recent years pio- 
hibiling any further fragmentation Smah boldines are no h'mdic'>p to the 
production of the maximum amount of produce per acre Tlie size of the 
farms in the Channel Islands is no greater than in India Tlie soil is 
no better nor the climate Per acre cultivated these Islands produce more 



strength of the Nation to be brought to beai on this ull important move- 
ment It has up to now laigely confined itself to the short-term eiedit 
problem This is only a veiy small paiii of the woih vhich must ultimate- 
ly be undeitaken if the goal which is aimed at is to be achieved The 
foimation of shoit-teim ciedit societies is the simplest pait of the whole 
In the Madias lepoit the iolloning statement appears — 

“The lyot is eager to borrow but is not so eager to lepay It is 
easier to establish a shoit-tei-m credit society m a village than it is to 
form a Kuial Eeconstruction Society, a Marketing Society oi a Land 
Consolidation Society We have indeed leason to believe that many 
credit societies have been formed in villages under conditions which afford- 
ed no chance of leal success In ceitain of the provinces the co-opei ative 
movement has had a surplus of moner to deal with Inspectors aud the 
general staff aie human Their advance in the service has been largely 
'dependent on the statistical progress made by them in the fomration of 
societies If the’j could go to a village and mfoiin the people that rhey 
had money at their command to give aw'ar in ci edits if a society w^as 
formed, it is easy to icalise that no difficultv would be found in getting the 
villagers to accept wdiat tlle^ look on as Go\eramcnt moue^ During our 
tour throughout the country we fonned the impression that such instances 
were by no means isolated Inter -provincial rivalry may also ha'^’e some- 
thing to do with this unsatisfactory and unhealthy position 

Another weak factor is the lack of educational facihties for the techm- 
cal staff We refei to the mspectoiate, the banking, accounting and pro- 
paganda staffs Ml Darling m his report for 19BI on co-opeiation in the 
Punjab makes the follow mg statement — 

“ yet through my tour I was forcibl;^ struck not only by 

the lack of understanding on the part of the general body of members of 
most of the districts, but still moie by the inability of lire oidinary sub- 
inspcctois to teach, some are good lectuiers, few are good teachers 
It IS impossible to frame a more damning criticism of co-operation as it 
exists in the most piogie'^sne province in India H at the ':.rme time 
an unconscious tiibute to the success of the leadeis vho in spite of this 
handicap have made progress If this can be said of the Punjab, a pro- 
vince that has had a unique recoid of having had four great leadeis of (O- 
opeiat on, it is eas-^ to leahse what must be the position in other provinces 
Education in the p’lnciples of co-opeiation is absolutelv essential if leal 
piogiess IS to be made 

Howr IS the staff to be taught to teach’ 

Education can never be brought to the doors of the village if the staff 
are not educated It is therefore essential that the provincial authoiities 
should have a full understanding of their rcquiiements in this respect It 
would be a waste of local effort and of public monies to suggest that an 
educational centre should be established in each province, if one central 
school would suffice Education of a high standard is of such vital im- 
portance that it w^ould lequiie as heads of that school the best ^eacbeis 
that India could produce If each of the provinces wrore to establish 
such a school this wrould mean not only a great waste of public monies 
but the lowering of the standard of education A school under a eential 
authority would be less costly and more efficient It has been suggested 
that co-opeiative classes held m the Universities would be sufficient Wfr 
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to Credit Banks The movement must work m close co-opeiatron with 
the educational authorities, the agiicultuxal research depaitment and the 
marketing organisation which must be established The mind of the 
nation must be awakened to the enormous possibilities there are m the 
development of the wealth of the land of India and theieb's ensuring moral 
und material progress 

The proposals which we shall make and wduch are based on the review 
of the Eural Problem as outlined in the above statement can be sum- 
marised as follow's — 

1 A Central Co-operatr\e Council should be established 

(a) To co-ordinate all co-operative interests throughout India 

(b) To organise and control an educational centre for the training 

of an efficient staff in the pnnciples of co-operation includmg 
banking, accounting, agriculture, Buial Economics and 
Social w^elfaie 

(c) To promote and organise co-opeiati\e marketing 

(d) To stud} the development of co-opeiation 

(e) To organise and stimulate voluntary efforts on behalf of the 

movement 

■2 Proposals wuth regard to Mortgage Banks 

•3 The introduction of sound banking and accounting methods 

4 To consider the possibility of utilising the services and capital ot 

the money-lender 

5 Proposals with regard to the Pteseive Bank and the introduction 

of the Current Account system 

6 Marketing We propose that a National Marketing Organisation 
should be established 

We are of opinion that it is a matter of vital necessity to organise 
marketing, especially of export; produce 


A Central Co-operative Council 

The Koyal Commission on Agriculture and all othei authorities who have 
studied the subject aie agreed that the economic and social improvement 
of the peasant can best be accomplished by organised self-help through co- 
operation It IS the ideal which must be aimed at If real progress is to be 
made, the full magnitude of the task must be realised It is one of the 
greatest which any cormtiy has ever attempted to bring into being, but it 
is also one of the most difficult As at present constituted, generations 
will pass before even the majority of cultivators are touched bv the co- 
operative movement 

Co-opeiation throughout India has suffered seriously from the lack of 
a co-ordinating authority Provincial Governments have been sympalhs- 
tic They have given considerable financial and administrative ^-appoft, 
but their outlook has been provincial In many cases it has been in the 
nature of financial support in Older to stave off disaster arising from mis- 
management No clear line of advance has yet been mapped out nor has 
any comprehensive scheme been evolved which would enable the umted 
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Co-operative marketing is anotliei line of lescarcli for Avlncli a eentrn,! 
oigamsation is essential The general mailcotmg of the Nation’s pioduce 
must be looked on fiorn a bioader aspect than uould be possible under 
stiict CO opciation Tins is lefciicd to m anotbei memo m uhicb it is 
suggested that a National Maiketing Oigamsation should bo established 
It ivould, bowevei , be the business of the Cciiiial Co-opei.itivc Council to 
woik in conjunction with this bod^ The iinpoi lance and magnitude of 
the uoik ivlucb lias to be done is such fbat it is essential that a Central 
Co-oidmatmg autboiitv, to be called a Ccnlial Co opeiatne Council, should 
be established uildei a special dcpaitment of slate This dcpaiunent 
should be a Minisii-v of Agiicultuie and fjand It is m oui opinion im- 
pel ative that this Mmistiv should have no duties al lacked to it othei than 
those concerned uith Ihe Rui.il economics We nndeisland that at pioent 
theie aie the Ihice poit-fohos combined — cduc.ition heallli and land — and 
that thcie aic ilso ceilain olhci subsiduuj duties attached lo this Mmistiy 
The Mmisti\ ol AgiKultme and L.md should be icheved of health and 
education We .vie also of the ojiiiiion that the MinisUy should be diMded 
into distinct depailmeuts i\ itb icsponsiblc heads in chaige of each under a 
Mimstci and Sccietaiv In a subsequent memoiandum on maiketing it 
1“ oni mlention lo suggest that a National Maiketing Oig.inisation should 
also be included in the puivieii of this Mmistn Unloss full lecogmtion 
IS gi\'en to Ihe viioimous nupoilance of the woik lo be undeitaken, no 
good Mill lesult At the bead of each of llicse sei tions must be men of 
indisputable abiliti and poweis of org.anisation On the Co-opeiative 
Coimcil foi all India, thcie diould be two rcpicsentatives fiom each pio 
Vince Thc\ shall be nominated by the Piovincial Co-opciativc Un.ons 
The Chau man shall bo I he executive officer m charge of the whole The 
Piovincial Cro^einmcnts should m.ike themselves icsponsible foi the costs 
ot mamlainmg the Educational Tnslituic The Cential Government should 
in the initial stage hcai all othei costs .and salaiics As the co-opeiative 
oigamsation gious in slienglh, a lev> fiom ihe PioMiicial Unions ^ho.ild 
ullimatclv enable ihe movement to finance itself Peal and speedy pio- 
gioss can nevoi be made unless the lesouices of all India aie utilised We 
arc of the opinion that if niopeily oig.aniscd theie aie gieat mimbeis of 
people who would g've voluntaiv sei vices to the cause of co-opeiatiou 
We aic ilso, of ojunion that a piop.aganda dcpaitment conducted with 
vision could make use of the pi ess m a mannei which would be in\aluab'e 
There aie manv oigamsatioiis whuh could he used with gic.at effect in 
rousinsf and fonmng public opinion 

If a Council similai to wh.ii we pioposo had been in existence foi the 
last few yeais and had been earned on -with efficiency, the suggestions 
which w^e aie now making w^ould it is moic than likely have already been 
in opei.ation Manv enqmiies haic been held and nnmbcis of co-opeiotiae 
expel ts, fiom evoiv Piovmce in India have visited Eiiiope and cthei 
countiies Thcie is not vet umfoimity The cxpeiienec gamed bv such 
enquiries and visits should not be limited to one Piovince, but should he 
made use of by the whole co-opcialivc movement thioughout India The 
longei the delays the moie diveise will become the methods in operation in 
each Province Ultimatelv unification will become ilnpossible oi at least 
mcomparably more difficult Even fiom the point of view of the desir- 
ability of establishing a unifying social force thioughout India the oppoi- 
tunity of stiengthenmg the amaig.sm ihiough the co-operative movement 
should not he lost sight of 
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€o not agiee The training of a co-opeiative staff should be looked on as 
a highly technical and specialised subject and of sufficient importance to 
wairant a school of its oAA*n The subjects which would amongst otheis 
have to be studied are educational propaganda, progiessive farming 
methods, banking, accounting, rural economics and rural industiies Co- 
opeiation is not philanthropy It is a business and must be run on 
business lines Even the educational side must be based on the business 
of farming There is not a countiy in the woild where there is co-opera 
tion that the neglect of this fundamental fact has not resulted in ‘•erious 
financial losses and waste of time and energy As training is necessary to 
the business man under modem conditions, so it is to the co-opeiative 
organiser 

In another memo which has been issued, we have referred to the need 
for establishing Rural Reconstruction Societies This part of the nove- 
ment is likely to piove to be much more difficult than the formation of 
credit societies, but the ultimate result to be attained will be of distinctly 
gieatei value Reconstruction societies would be a means of breaking 
down customs which are a seveie drag on the economic and social pio- 
giess of the nation This in itself wiU have an immense effect on reducing 
the debt load of the people Thrift will be encouraged m many olher 
ways through such societies The simple principles of improved farming 
methods can also be introduced, such as the use of better seed, better 
cultivation and the conservation of manures Through such societies the 
villagers could be taught to combine against the oppression of the zemin- 
dars We have actually seen a Rural Reconstruction Society which has 
made itself responsible for the pa-^ment of the rent of the village through 
the society If this became general then it would obviously be extremely 
difficult, if not an impossible task, for the zemindars to force undulv high 
rents from their tenants or compel them to give free service Without 
an educated staff the formation of such societies is impossible 

The co-operative movement is of such impoidance that it is necessary 
to have what might be called a Gleneral Staff to co-drdmate the whole of 
India Bxpeiience gained in one province should be made available for 
the otheis There should be concentration of the combined thought of all 
the provinces at a given centre Research work on. all the many and 
varied problems should be constantly proceeding If co-operation m ny 
province is not advancing on sure lines, then there should be some autho- 
rity repiesenting the whole movement which would be responsible for 
overcoming the weakness The army of co-operators in India can no 
more afford to have a weak division than can an army in the neld 
If the banking section is weak in one province then it reacts on the financial 
sciuiity of the otheis and on the confidence of the public in the stability 
of co-operative banking m general Lack of confidence means dear money 

Provincial boundaries are political They are not economic The 
interests of the ryots on the borders of all the provinces are identical It 
IS only by co-ordmation of all these interests through one directing channel 
that the combined strength of the cultivator can be made effective If 
such a body was now in being and a rmited request was put forward by the 
Central Council to demand legislation with regard to consolidation of 
holdings, more than half the battle was won Bankmg and accounting 
should also have a central oigamsation which would act as a foundation 
for these two vital points of stinctvne 
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brained, more adoptable business mentality coming into the mdustry 
This class IS more likely to be responsive to scientific knowledge and they 
have the means to introduce better machinery and more up-to-date methods 
An o^\’Tler- of this class can do no possible harm On the contrary, great 
good can resirlt We do not put this point forn aid as a recommendation, 
we are aware that it is highly controversial In other distncts the Hindu 
famil-^ la\\ acts as a seiious handicap to safe advances on land If klort- 
gage Banks are to become of real use for the piu’pose of raising cheap 
money, then this law also must be amended There is a further difficulty 
Lenders can not secure reasonable and speedv redress against defaulters 
owing to legal unceitamties and dolajs This is refened to in the Prmjab 
Provincial Beporl, page 120 We have heard of a current saying “If you 
have a good case, compixmiise out of court, if it is a bad case, fight ” 
Many laus haic been passed to save the debtors from the money-lenders 
It IS not inconceivable that this mav be one of the reasons why money 
lendeis are forced to charge wdiat would appear to be excessive rates of 
interest Where undue protection is gnen to the unscrupulous borrower, 
the psychological effect must be harmful The great majority of borTow'ers 
are honest people intending if possible to pal then debts By the intro- 
duction of safeguards this class suffers A high standard of business integ- 
rity can ne’ver be fosteied bv protecting the logue We suggest that the 
time is ripe foi an examination hr competent authorities of existing laws 
We are rrot <5atisficd that thev ate working to the advantage of the country 
as a wdiole 

If the Land Alienation Act is amended iir such a war as to recognise 
Co-operative Banks as zemindars, w'e feel confident that together with the 
addition of other safeguards which we recommend, sound kloitgage Banks 
can be established We regard this as essential If it is found to be im- 
possible, then it IS our opimon that no new Mortgage Banks should be 
opened until further expencnce has been gained by those alieadr in 
existence 

We do not favour the proposal that Government should give further 
financial support unless the alterations already refened to can oe 
introduced 

The following is our opinion with regard to the mam questions which 
have been summansed in the report of the Central Banking Enquiry-j 
Committee 

(1) What should be the economic purposes for which long term land 
mortgage credit might be beneficially applied to agriculturists’ We agree 
with the decision anived at by the Begistiars Conference of 1926, that 
no money should be advanced which is not economically profitable to the 
borrower, and with the principal objects as outlined by them, which are 
as follows 

(a) The redemption of land and houses of agriculturists 

(b) The improvement of land and methods of cultivation and the 

building of houses of agriculturists 

(c) The liquidation of old debts 

(d) The purchase of land m special cases only to be prescribed m 

the by-laws 
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Mortgage Banks 

Mortgage BanJis aie institutions loi the pm pose of lending monies on 
long teim investment on sound lealisable secuiities to enable landowners 
to secuie the advantage of cheap mons}' Befoie they can be lecognised 
IS a safe imestnient, ccitain alteiations must be made in the laws (f the 
land Tn the Punjab and elseivheie the Alienation of Lands Act makes it 
impossible to leeognise land mortgages as a sound gilt edge investment 
Wlieie it IS In opeiation it is not possible to secuie the light to a free sale 
of land which, rtiiough the default of the mortgage may have to be taken 
ovci b\ the lendei He has no claim to owneiship, therefoie a mortgage 
IS not a mortgage undei the coiiect sense of the teim Mortgage Banks 
can, only leconp tbemseUca against loss by letting the land to a tenant 
This IS not a siiflicicnt safegiiaid It is not foi a bank to act as landloid 
on a laige scale The cost involved is too gicat Theie is also & iisk ef 
deteiioiation of the holding tlilougli bad fanning, the dnung up of wells, 
alkaline tioubles, etc The cost of management of a laige number of 
small scatteied lioldings is also a ven seiious handicap These ue mly 
some of the man'^ difficulties In the Punjab, the most piospeious pioviUv^e 
in India, one thud of the boiioweis aie defaulteis This is an impossible 
position foi a mortgage bank to face noth equanimity undei the existing 
law 


We aie of Ihe opinion that unless the Act lefeiied to can be amended, 
it will not be jiossible foi a moitgage bank to function m such a way as 
to be an attiactivc Debcntuies imestment An alteiation should be made 
in the Act’whicli would give the light to Co-opeialive Mortgage Banks to 
sell lands coming into then possession thiough default m payment of 
principal and interest We imdeistand that the Act was passed to pievent 
the accumulaiioii of land in tin* liaiids of laud giabbeis, wdio wei3 n'^'L 
agiicultunsts The Act does not pie\ent zemindais who may also be 
land giabbeis and monG\lcudeis fioni adding to then holdings A Co- 
opeiative Moitgage Bank is designed hii tlic j^uipose of pioiiding fanners 
wnth cas> capital at the least jiossible late of intciest It is only >cason- 
able that agiicultunsts combining m a co-opeiativc unit for such purposes 
should be recognised as such under the Act If a bodv of faime’s agree 
to purchase then existing holdings as a companv, we assume that ll e 
Act would recognise then right to sell then holdings, either in one block 
or separately, a-^ the^ might think fit We can see no difteience m juiu- 
ciple to farmers combining thiough a strictly co-operative society to secure 
cheap mone’s in oidei to canv on then individual holdings 

It IS ireiliaps outside oui terms of reference to make other suggestions 
wnth regard to the Act We understand that it is onlv the recognised 
agijcultuial cla'JS who are enabled to purchase land This prevents the 
non-agiicultuiist or his son who mav have a keen desire to take up farm- 
ing as a profession fiom doing so We also understand that the son cf 
an agiicultuiist wffio may leave the land to follow^ a profession in a city or 
elsewdreie, can continue to buy land as an investment We are not con- ' 
ceined wuth the obvious liaidship to the uon-posscssmg class, we irj con- 
cerned wnth its imiilication from the point of view of improving the finan- 
cial position of the countiy The adoption of sound progressive methods 
makes wealth Oui expeiience in our respective countries is that it is a 
distinct advantage to agricultuie to have a percolation of the quicker 
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top can be deijended on, then efficienev and secuiitv can be rebed on 
TJie Cential Bank and the Land Bank would have the iuithei benefit of 
bavmg the advantage of knowledge in the possession of the lespeetive 
banks about the financial position and integrity of tbeir clients The 
tiansfer of money fiom one bank to anotliei must of couise be strictly 
prohibited 

(6) Should the Government give au’v financial assistance to these 
banks, and if so, what form should it take^ 

This question has alreadj^ been ansneied in the mam The piopoition 
of loan to the secuiity will laigeh depend on the alterations which may be 
made m the e\isting lavs to which ve have aheady lefeiTed In the 
event of the alterations being made, v'-e suggest that 50 per cent should 
alloiv a safe margin Advances should be limited in the eaily years to a 
sum not exceeding Es 5,000 We cannot lecommend that large blocks 
of capital should be gianted on anj single piopeity until experience has 
been gamed We suggest that the parment of capital and mteiest should 
be done on ihe lines adopted b^ the English Land Mortgage Coipoiation 
The} aie combined m one charge vliich is voiked out on a percentage 
basis 

It IS lughh advisable that the general financial position of the boi- 
lowei should be irnestigated before a mortgage is gianted No good will 
result 111 a lo<m being gianted to a ciiltivatoi vhose net income lenders 
it impossible foi him to meet his debt cbaiges vith reasonable regularity 
We also suggest that steps should be taken to place the gixmg of loans 
under the “Land Impiovement Loans Act’’ with mortgage banks A 
sopaiale memo is attached which oiithiies the methods adopted in the 
Puniab foi basing the amount of loan gianted The memo is b} one of 
Ihe acting officcis m the Punjab at our request 

Peleience has been made to the advisability of establishing one Cen- 
tral Moitg.ige Corporation to include the vdiole of India We cannot le- 
conmiond this I’lic conditions existing between the various piovmces are 
diverse moi cover the area lo be cov'eied is too great We recommend 
that a Mortgage Coipoiation should be established in each province and 
financed on the lines aheady indicated The Coipoiation would advance 
moners to Distiict Mortgage Co-operative Banks The Diiectoiate of the 
Provincial Mortgage Corporation should consist of the Eegistrai as Chair- 
man 111 the ev^ent of our recommendation with regard to banlveit> and 
accountants being adopted, n^e suggest that thei also should be on the 
Diiectoiate together with another of indisputable ability' and authority in 
the piov'ince The lemaindei of the Directorate would consist of repre- 
sentatives from the District Mortgage Banks We would recommend that 
the bv-lavs of the Mortgage Banks aheady m existence in the Punjab 
should be used as the basis for the rules and bv-laws of the District Banks 

1 The standard of assessment in the Punjab is a proportion of the net 
assets’’ 

The ‘ net assets ’ of an estate means tlie average surplus vdiich the 
estate is autieijiated to yueld aftei deduction of the expenses of cultivmtion 
A full fan rent paid bv' a tenant at will, though often falling short of the 
net assets is issumed for the purpo’^cs of asse'=sment to be a sufficiently 
neai ajipi oximation to the net assets of the land on which it is paid 
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(2) The period must depend on the purpose for which the money is to 
be advanced They should be granted for stated periods of 5, 10, 15, 
with a maximum of 20 years Sound management should enable bants 
to extend the period even to 30 years, but we do not recommend this 
until success has been attained 

(3) Whence should mortgage banks derive their workmg capital? 
There is only one vay by which Land Mortgage Corporations can be 
financed on sound banking principles 

1 Share capital 

2 Debentures 

(a) The share capital should be provided by the provincial Govem-^ 
ment with a paid up issue of 10 per cent of the amount which 
may be required to establish the corporation 

(‘b) The Debentures should be issued in the market without a special 
guarantee of the Government We consider it sufficient safe- 
' guard that the capital taken up by the Government will be 

liable foi payment of redemption and interest of the deben- 
tures togethei with sound moiigage securities We are of 
the opinion that if the necessary alterations are made in the 
laws of the land, and if sound business management is m- 
tiodueed, the debentuies of mortgage banks would speedily 
be recognised as gilt-edged secmities 

(c) The proportion of share caprtal to the debentures issued should 
be as 1 to 5 

(4) In Older to safeguard the risk to the corporation arising from 
drought or other uncontrollable causes impairing the ability 
of the rvot to meet his obligations we suggest the follow- 
ing — 

That debentures should be issued for a period amountmg to 25 
per cent longer than the average period for which the 
loans are granted, in other words, if the loan period is 15 
y^ears then the debentures should be issued in terms of 20 
years 

(4) Should land banks be permitted to receive deposits hke the co- 
operative central banks or the joint stock banks, and if so, for vhat pur- 
poses and under what safeguards regarding fluid resources, etc ? 

If our recommendations are accepted, this point does not arise Dis- 
trict land banks should act as an agency for the sale of debentures to be 
issued by the provincial mortgage coiqioiation 

(5) What should be the relation between the Land Moidigage Bank 
and the ordinary Euial Credit Society where they co-exist^ 

The relation between Land Mortgage Banks and shorli term credrt 
banks should be a very close one It is indeed essential not only to save 
overlapping but also administrative and superwision expenses We sug- 
gest that the District Land Bank should he housed, where possible, m the 
same building as the Central Bank of the area Careful consideration 
should be given to the advisability of combinmg the management of these 
banks under one head with of course the necessary assistance It would 
be possible to secure a higher standard of management If the man at the 



80S 


7 


I append soii'e figures which may be of inteiest 

Average recorded sale price per acre of Gnjranwala land. 

Year ending Sept 1928 Year ending Sept 1929^ 

Es 402 Ks 372 


Average mortgage money per acre on the whole area mortgaged 

Year ending Sept 1928 Year ending Sept 1929 

Ks 174 Es 172 

Incidence of land revenue in the province per acre 

On total area On cultivated area 

Ks 1-1 11 Ks 1-15 7 


Varying pei distiiet from — 

Ks 0 3-2 (Mianwali) Ks 0-8 0 

to to 

Ks 5 0 6 (Lyallpur) Es 5-7-4 

This is foi the yeai ending September 1929 


Co-operative banking and auditing experts 

I 

The co-opeiative movement in India is based on vhat is knovn as the 
EaiSeisen system, uith certain modifications to meet local requnrements 
of the countiy Our torn thioughout India, together with the voluminous 
evidence which has been piepaied by the Royal Agiicultural Commission 
and also by the various reports issued by the Provmcial Banking Com- 
mittees, gives the impiession that the foundations of the oiganisation are 
sound Unfoitunatelj theie aie flaws in the building which must be 
repaired Reference has been made to them in the report" on Rural 
Finance which has alieady been issued They are of such importance as 
to demand the most careful attention of the Committee With regard to 
short-term ciedit banks, theie are two of vital importance One is the 
auditing system, the othei is banking 

Co-opeiative ciedit societies should always be looked on as banking 
institutions foi taking deposits from members oi others and lendmg this 
money out to othei membeis on good secuiity The piornoters of co-opera- 
tion aie often enthusiasts who look on co-opeiation with almost lehgious 
fervour It is seldom that the visional y and the sound business man are 
to be found in one person Manv mistakes have been made and much 
monej’ lost by neglecting this fundamental need of efficiencv One of the 
gieatest mistakes which has been made bv co-opeiative ciedit banlis, not 
only 111 India but thioughout the woild, has been the neglect of lecognising 
the necessitv of introducing sound banking technique It has been too 
readily assumed that this knowledge can be seemed by studying the 
theoij’- of banking This is as impossible as to expect that the theory of 
mechanics can alone pioduce a skilled engineei 

In studying a technical point of this nature, vkich we suggest is one 
of great importance, it may be of advantage to consider the expenence 
of other countries Scottish experience might prove to be of interest and, 
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2 Pnoi to the lecent (1928) Punjab Land Pevenue Amendment Act, 
the theoretical standaid of assessment was “half net assets”, but this 
standard \ras never approached in practice The Land Eevenue Amend- 
ment Act (1928) reduced the standard of assessment from one half to one 
quarter of the net assets and it also evtended the term of future settle- 
ment m fuHv developed tracts to forty %'eais The previous period of 
settlement had vaiicd from 20 to 30 veors The half net assets represent- 
ed a maMinum — the assessment of an estate was alwa3's fixed accordmg 
to cucumstances Accordingly the percentage of not assets even under 
the old assessment rules varied considerably, district hj’ distnct, the range 
being from about 20 to 33 per cent occasionally approaching 40 per cent 
The passing of the Amendment Act (1928) involved (in fulfilment of a 
promise) a reduction in the assessment of several districts vhieb had been 
assessed after 1921, m older to keep the assessment wrtbin the statutory 
limit of 25 per cent of the net assets prescribed bj’' the new act 

3 45 pel cent of the cultivated area of the province is tilled by the 
proprietors themsches 8 per cent is m the cultivating possession of 
occupancy tenants 47 per cent is m the hands of tenants at will out 
of which 33 per cent pa^ in kind 9 per cent pay cash rents (mainly 
m the SE of the pimmce) Other rents are land revenue fihis a proprie- 
tor \ fee (4 pci cent ), etc 

4 With so much land undei bafai or kind rent, the two factors m the 
produce estimate i c puces and outturns are veil important It has 
ever been Lire pi ict'cc in fixing conjnutrtion puces for the puipose of 
assessment to adopt a very cautious range of prices The area rmdei 
■wheat 111 the Puinab is 9’ to 19 million acres Wheat puces w'eie (pie-wai) 
Es 3 or less Since 1922 Punjab wdreat prices have varied from Es 3 
to Es 5/3 pei inaund ? c up to 1929 Settlement officers have larely 
taken anvthmg like the average prree prevailing m the decade preceding a 
settlement as then commutation puce I have not figuies to hand, but I 
remember mv D G K settlement (1919) when T took Es 2/4 per maund 
for wheat wdiich seemed safe enough The high puces wEich prevailed 
post-war have made assessments very light f*nd have encouraged a fantastic 
desire to take up land as an investment 


5 In the ■year 1929 the Srile puce of land for r.he province as a whole 
represented 245 years purchase of the lark'd revenue on the land — the 
pievious year the figuie worked out at 273 Likewise the mortgage value 
of the land the ownership of wdnch was mortgaced in 1929 represented 
118 times the land revenue assessment, or about the same figuie as in the 
previous year Agiicultuial prices onlv exneiienced then catastiopHe 
decline at the bceinniug of 1930 and the sale and mortgage values of the 
-succeeding year (not vet available) will show- a heavy drop, but theie is 
plenty of room for it 

6 In view' of the acute depression in puces a ciiculai has been recently 
issued (Januaiv 1931) to the effect that no ady'once wall be made to a 
mortgage bank if the maximum loan alloyvcd under its rules exceeds 
Es 5,000 or 20 times the land levenue of the land mortgaged yvluchever 
is loss The land revenue criterion is eminenltv safer 
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Scottish banking methods not onh piovided cheap and ample ci edits 
kut at the same time encounged deposits and the cuiient account and 
cheque method of doing business Tlie hoaiding of savings in the pio- 
veibial stocking became a thing of the past Deposits in the coffeis of 
the banlcs, which weie pieviouslv Iving idle, expanded ciedit enoimously 
In othei woids money bred money 

The system was also lesponsible foi intioducing efficient business 
methods such as book-keeping and sound maikotmg into oi Imaiy faimmg 
piactice The sale of pioduce was centialised in laige, well-equipped 
maikets wheie the maximum of competition was ensured The cheque 
paying and receiving method, being oasiei than cash tiansactions, also 
encouraged business and mcieased pioduction 

If the same piecautions weie taken in seeming efficient banking 
throughout the whole co-opciative mmement in India, as theie aie in 
Scotland and othei uesteiu countiiec, the piogiess of co-opeiation m this 
counti 3 ' uoiild have been gifatex and the lyot uould benefit bv receiving 
his loans at a lower rate of inteiest Inefiicienc} means dear money 
To deal leniently uith the backslider or defaultei, as is so often done in the 
co-operative societj , meieh means that the hard working and thnfty ryot 
has got to pav foi the follies of his neighbom oi of the Oiganisation We 
suggest that, in older to safeguard the interest of depositois and of the 
cultivators who have ultimatelv to bear the buiden, trained bankeis 
should be added to the staff of each piovince It is possible that one 
banker of indisputable ability and experience would be sufficient, and that 
under his guidance a staff sufficient to safeguaid the stiictly banking side 
of the movement u ould vei ^ soon be ti amed The Puniab has the 
advantage of a bankci of this description uhose work has, ve weie_ in- 
formed, already been of enormous benefit to this province Mi Darling 
m his annual lepoit foi 1931 makes the follouma statement with refer- 
ence to this appointment “His long experience of inmt stock hanking 
is not onh of great use to the Eegistiai but his advice is fieelv sought 
after by tiie Central Banks’’ 

Mlien the banking and auditing technique of tbe <^0 oueiativc moAC- 
meni m India is as perfect as p is m European banking institutions then 
it will be found that Co-operative Banlnng will grow of its own momen- 
tum The result of these lefoims m the course of a few •\eais unll pro- 
bablv be that moires could be lent to the cultivator perhaps at 2 per cent 
less than at piesent The cost of ensuring efficient management through' 
banking and auditing would prove to be a fraction of this amount 

Co-operation is not philanthiopv, it is a business institution It is 
not a co-opeiative system dealing with a percentage of the luial popula- 
tion which must be envisaged it is an organisation that uill ultimately 
turn that comparatively trifling percentage of the whole into a hundred 
per cent unit This can never be brought about unless the hi.cfhest pos- 
sible degree of efficiencv can be seemed m the mtcnial organisalion 

Expert Accouetaxt 

We ilso advocate that to each Piovincial Centie there should be 
attached a highly trained expert accountant He would, under the Regis- 
trar be responsible for supervising audits and the methods to be adopted, 
-and Ihe tiaming of the auditing sfaff thioughout the Province A man of 
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some value The leasons given foi the success of Scotch fanners durmg; 
the nineteenth century and the early part of the twentieth century, is 
that rural education was developed m Scotland at an earlier peiiod than in 
any othei countiy in the world Theie is anothei leason — the enterpiise 
of Scottish banters The large city banks in G-lasgow and Edinburgh, 
were the fiist in, the uoild to lealise the advantages not only to themselves 
but to trade, of opening up branches thioughout the country This 
system expanded lapidly until in the course of little over a generation 
every small maiket town in Scotland contained one or, m the majority of 
cases, inoie blanches of these banks The method adopted by the gov- 
ernors of the banks was a very wise one They did not send out into the 
country city bied manageis, they made use of local talent Country law- 
yers of standing or land agents weie emplo^jed Tiained clerks weie 
placed at their disposal Bank Managers had, theiefoie, an intimate 
knowledge of the population whose lequiiements thev were out to meet 

Banks encouraged loans on peisonal secuiitv to hard working farmers 
of integrity Managers vho knew local conditions served tuo purposes 
Depositors felt that then monej, uould be safe The banks, on the other 
hand, had the assurance that they were lending money through agents 
who had an intimate knowledge of the people with uhoin fliey were deal- 
ing 

We have no figures before us, but the increase of deposits and credits 
handled by banks in Scotland duimg the first half of the nineteenth century 
must have been very great 

Banners of honest reputation soon found that they had easy means of 
increasing their production bv securing loans at a cheap rate of interest 
from the banks They were also encouraged bv this means to enter into 
vast schemes of iinpiovement m diaining waterlogged land and rebuild- 
ing then homesteads These improved buildings an'3 drainage schemes 
resulted in greater efficiency 

The banks never charged a higher rate of interest than 1 per cent 
above bank rate vuth a minimum of 5 per cent , nor does it vary The 
pomt arising out of this is of vast importance Because comparatively 
simple but sound banking methods were available, Scottish farmers had 
the advantage of securing cheaper credits than anv farmers throughout 

the world This ciedit was not confined to men who could only give 

security It was granted with freedom, provided the reputation of the 
farmer was sound and that the agent was satisfied that the money was 
being spent on the purchase of stock or for increasing the productivity of 
his holding 

There is a difference between the Indian lyot and the Scottish fanner 
The latter dislikes debt and will, generally speaking, only enter into debt 

if he thmks his posiBon will be impioved by doing so 'After the debt 

has been incuired he will make the utmost possible efi;ort to pay off the- 
debt as quicklv as possible The attitude of the Indian ryot towards debt 
IS different, but against this disadvantage the co-opeiative credit banks m 
India have one distinct advantage They have the unlimited assets of 
the members as a charge against the debt 

The Scottish farmer is also, from a hanking point of view, much more 
attractive because of the sizes of his holding Bifty acres are considered a 
small farm there It is hardly necessarv to add that co-operation is the 
only possible credit system which can improve the position of rural India. 
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We would remind tlie Committee of the words of Jules Simon — “The 
greatei banker in the world is he who disposes of the proletarian’s 
might’’ The introduction of the current account system would be a 
gieat advance towaids this end 

In ordei to encouiage the use of cheques we w^ould urge the desiiabihty 
of Government accepting payment of land revenue in this w'ay It w’ould 
be a direct incentive of no mean value 

Co-OPBRATION AND THE EeSERVE BaNK. 

Considei ation must be given to the financial requirements of the co- 
opeiative system in so fai as thev cannot be met out of deposits At the 
present state of development seveial Piovmcial Co-opeiative Banks have 
moie money at then disposal than can be used foi gianting sound credits 
Large amounts aie invested m GoAernment Securities These aie the 
fiist lesouiees to be tapped w'hen the demand foi credits is such that a 
larger w^oiking capital is lequiied By Avoiking capital we mean the 
amount needed foi meeting the noimal demand apart from emergency 
exigencies during the biisv season Government secuiities should be sold, 
so far as necessary to meet the noimal demand The remaming securities 
can be used as collateral for credits elthei fiom Commeicial Banlis oi (m 
the event of its being established! the Eesorve Bank in older to meet the 
temporary emeigency lequiiements 

We must also give eonsideiation to the wan in which furthei financial 
requiiements, wdiich may and piobably wall aiise in future, should be 
satisfied At the outset it must be made clear that apart from tempoiary 
exigencies, the Reseive Bank cannot giant much help undei ordinary 
conditions It is necessan^ that this bank should keep its position fully 
liquid The Co-opeiative Banks do not at piesent finance marketing or 
tiade transactions The strength of the Reserve Bank w’-ould be endanger- 
ed to a serious extent if it weie forced to tie up part of its lesources in 
credits in older to supply those banks woth wdiat ive have described as 
working capital 

We suggest that the Government should consider the advisability of 
placing a pait of the monies denved from postal savings at their disposal 
This in our opinion should be done under the direction and control of the 
Reserve Bank It could satisfy itself better than the GoA’^einment about 
the soundness of the demand and the desn ability of then compliance 
The Bank in short w^ould act as Agents for the Government 

Rinally, we feel compelled to stress the necessity foi the co-opeiative 
banking movement restiicting, as for as possible, the disbuisement of 
its profits and to build up stiong reserves out of these profits These 
reserves — ^we refei to those of the Cential and Piovincial Banks should not 
be used for granting ei edits, but should be invested in gilt-edged secun- 
ties They will ultimately enable the movement to effect a gradual i educ- 
tion in the late of interest charged on its credits Reseiwes woll also 
enable it to obtain ciedits in times of emeigency 

Rural Reconstruction Societies 

While we were at Lucknow we visited three villages in w'hieh co-opera- 
tive societies had been established The first two were typical examples 
of the failure of credit societies, one society was in the process of liquida- 
tion and the other was not, w'e were inclined to believe, solvent. We 
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■marked ability is essential The EegiSliai would then, m having under 
his contiol leal e\i)eit assistants in banlang and auditing, be in a position 
to give moie of his time to the general oigamsation and spiead the move- 
ment thioughout his province His eneigies must be devoted to a greater 
extent than is now the case to extending the spheie of co opeiaticn in the 
mannei ivliich we have outlined elsewheie 


BrOlSTRAR. 

The status of the llegistrai should be one of the vei\ highest in the 
Province All authoiities aie agieed that m co-opeiation lies the one 
hope of luial India The lesponsibihtv of the Pegistiai is, theiefore, 
veiv gieat and is of such nature that ^t should onlv be placed on the 
shouldeis of men of pioved eapa(‘it\ and admmistiative abihtv of the 
veil highest oidoi 


CuiiRENCv Accounts and Cheques 

Another of the aims of co-ojieiatne banking must be to introduce, m 
however simple a foim, a cuiient account and cheque paying system It 
IS oui opinion that no lefoim can be of gieatei advantage, m the banking 
sense, than this The development of the cunent account and cheque 
liaying method of ti uisacting business is a very great step in advance 
In England the habit I'l unneisal amongst laige and small cultivatois 
Joint Stock Banks aie iiov endeavoiiimg to extend the system in such 
a wax as to meet the needs of the smallest of then customeis We have 
alioadv i el cried to the advantage which modern bankmg conferred on 
Scottish faiineis ijuuent accounts and cheques have simplified business 
and laid the foundations for simple book-keepmg amongst the agricultural 
commumtA It encouraged the deposit habit If a cultivator is paid in 
hard cash or notes then he is much more likelv to keep his savings in the 
piOAeibial stocking Anothei eflecl of the cheque habit is the a^^sistance 
it gives in the developing of organised marketing When a cultivator 
can onlv be paid m cash he will think twice about taking his crop to a 
central market -wlieie he runs the risk of losing the money leceived or of 
haiang it stolen fioin him on his return louiney He is, therefore, glad to 
sell his produce ou his farm to a local dealer The first, step on the road 
to systematic and sound marketing methods is to have the fanners’ pro- 
duce sent to a central depot ivheie it can be handled and giaded efficiently 
Erom this point of view" alone it is highly desirable that the current 
•account system m ho'w'ever simiile r form and however limited a scale 
should be one of the aims of the co-oner alive bankmg movement During 
our tour thioughout the countiv nothing gave us greater plea ure than 
to find that a ^tai’t has been made eA"en bv a primary society — The Ichra 
Co-operative Societv Limited, a piiinar\ societA on the outskirts of Lahore 
which has taken steps to establish this system Di av mg of cheques 
on current accounts was introduced on the 1st of February We are 
satisfied that the society has reached such a stage of development that 
there is eveiv likelihood of real success being attained We suggest that 
the attention of the leaders of the Co-operative Movement should be diawm 
to l.he possibilities of miiodiicino- this system in a veiv guarded wav In 
those societies tint har'e leiched a sufficientlv advanced stasre of develop- 
ment the addition of expeit bankeir- to the co-operative staff w"ill be of 
enormous A'alue in bringing tins about 
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(5) To spread coirect knowledge about hygiene and human nutrition 

and about infectious diseases Also to undeitake t\ elf are woik 

for expectant mothers and children 

(6) To provide means for equitable settlement of di^-putes and 

thereby discourage unnecessary and frivolous legislation 

(7) To promote other measures designed to encourage in the nrem- 

beis a spirit and practice of Ihiift, mutual help and self-help 

The name of the village is Dhannara It is vrthin 17 miles of Lucknow' 
We considered it to be one of the most successful co-operatne efforts w^hich 
we have ever seen We were issiued b}^ the registrar of the Province 
who accomjranied us, tliat pjc'vious to the establishment of the uphtt 
society it w^as a tvpieal village m his piovmce We have no reason to 
doubt this 

The village consists of 250 inhabitants The land is of average quahty 
It belongs to a lady zemindar W'ho is non-resident It is managed by a 
retired goveimnent official wLo is very' strongly of the opinion that great 
progress has been made bv the village since the societv W'as established 
There are tvo societies, one the credit society and the othei the one le- 
fened to The former has 20 ryots and the latter 60 Every ry'ot is a 
member and eveiy' member pays one rupee per y^ear contribution The 
management consists of 9 lepresentatives, together with the local levenue 
officer, known as a tahsildai, the co-opeiative inspector and the health 
officer, w'iro are ex-officio members The society w'as started by the 
inspector 

We inspected the village and part of the crops A communal garden 
was shown to us m which llow'eis were being grown It w'as well kept We 
saw the children and flieir teacher at work' their bright and happy appear- 
ance together with their keen intelligent faces impressed us A simple 
village libiaiy', containing about one hundred books, has been started and 
it IS much appreciated bv the inhabitants In the same building is a little 
dispensai’y containing Indian and European drugs Previous to the starting 
of the societv the number of literates on an average in the district was 
about 4 or 5 per cent now' 30 per cent can read and write Not only 
aie the Aoung children taught, but there is also an adult class Admoni- 
tions on neat enamel plates arc placed on the w'alls and trees The fiie 
brigade gave us a display of fire drill The general cleanliness of the 
streets and the houses was very marked The wells have been improved 
We were informed that a great improvement had been effected in the 
general cleanliness and hygienic habits of the people Manure is no longer 
allow'ed to be left in or near the houses, it is now stored in proper pits on 
the outskiits of the village oi m the fields Drainage pits have also been 
made We saw improved varieties of wheat giow'ing, which the ryots m- 
foimed us produced 25 per cent more than the old standard kinds 

The villagers are also planting improved sugarcane Modern Meston 
ploughs have not only been introduced but are being extensively- used 
Iiiigation w'ells have been improved and then use is now' veiy largely on 
the co-operative principle Games and spoits, including gy'mnastics are 
becoming popular A displiy' was mren us Dramas arc got up and are 
greatly en]oyed On festival days the whole village now combines and the 
feasts and enteidamments are much Ic'^s costly than before DanCiiig girls, 
for instance are no longer engaged and the crushing debts formerly m- 
fuiied for maiTiages and other ceremonies are now' unknown Even a 
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investigated m each case the reason for this We are of the opinion that 
more than one reason are responsible, illiteracy, then inability to realise 
the simple piineiples of co-opeiation and then fear of mcuriing joint 
responsibility for debts mcuiied by their societies The mam reason pio- 
bably aiose from a bad example of landlordism In each case the land- 
loid was non-iesideoit, his leuts veie collected bj an agent The land- 
lord dared not visit the village in person, the rents were collected on his 
behalf by an agent, but even the agent could not visit the village unless 
accompanied by others The landlord did not onlv secure his legal rents 
but also compelled the villageis, b}^ various means, to contribute further 
monies to hi9 exchequer in the event of a new car being bought by him 
Tenants weie by one means oi another forced to pay extra monies The 
average increase bejond fixed rental was about 50 per cent In the event 
of rents or the additional monies charged not being forthcoming, the 
villagers were beaten and m some oases a form of toituie was used such 
as being forced to stand on two bucks wide apart in hot sunshine for 
considerable periods 

In the other cases the landlords were resident, about nine in number 
Before our arrival the villagers were informed that no complkmts must 
be made to us but we came to the conclusion that here also the zemindar 
system was woilnng unsatisfactorily and was very largely responsible for 
the positron of the credit society About 5 per cent above fixed rental 
was forced out of the ryots and labour services had also to be given during 
the planting and harvesting season The zemindars were amongst the 
biggest creditors of the society, and the liquidator was having great 
difficulty in securing repayment of debts incurred We came to the con- 
clusion that m each of the two cases referred to the beneficial results of 
a prosperous credit society, granting loans on less rates of interest than 
money-lenders, would disappear into the hands of the zemindar 

If those two cases are typical of the position in villages owned by 
zemindars in the United Provinces, then it is a waste of public monies and 
efforts to endeavour to introduce a sound co-operative credit system until 
legislative steps are taken to safeguard the interest of the ryot agamst 
rapacious landlords 

The third and last village was an example of successful co-operative 
effort Here also credit societies had been established soma years ago It 
was not functiomng successfully Two and a half years ago a rural recon- 
struction society, generally known as a rural uplift society, was starte'd 
The objects are — 

(1) To improve the physical, social and moral conditions of the mem- 

bers, and their efficiency generally 

(2) To introduce improvements in agriculture and in cattle hus- 

bandry 

(3) To introduce improvements in cottage industries, to improve 

communications and ensure improved marketing of village 
produce 

(4) To assist in arrangements for the^ education of members and 

their children and for their draining in the art of expression 
through games, songs, dramas, design and worship and of other 
useful occupations which render life of the community more 
pleasing and liberal 
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The Money Lender 

The money lender has, in the past, filled a useful purpose Without 
Ills moneys agnculture and trade could not have been earned on When 
co-operative ciedit banks vere established to piovide capital to the agri- 
culturist at less cost, it was taken for granted that the money lender was 
an enemy who must be destroyed It might have been better to have 
made an endeavour to use his wealth and experience inside the co-opeia- 
tive movement The money lender must realise that nothing is permanent 
and that his unorganised methods can no longer meet the requiiementg of 
"the modern world The co-ope»:ative orgamsation should not, on the 
other hand, refuse to consider the possibility of making use of his capital 
and experience It may be that, if this combination of forces can be 
brought into being, we shall have an oiganisation capable of overcoming 
all difficulties We shall then have the organised strength of the culti- 
vator on the one hand and on the other the collective vealtli, business 
expeiience and money sense of the bania It is probable that his capital 
will provide all the necessar 5 * funds required to finance the movement 
We suggest that it is only by this means that the whole of rural India 
can become one gieat co-opeiative banking unit within leasonable time 
There are dangers, ]ust as theie aie m harnessing any great forces, but 
they are not insuperable 

It has been too readily accepted that in making such attempt money 
lenders will prove to be the moie powerful force of the two, that he will 
kill the weaker Is this fear justified^ Against the unorganised cultivator 
he is all powerful, but that he and his class can injure a people, who can 
use then combined strength through such a mighty foice as co-operation 
bas proved itself to be, is by no means likely 

We suggest that the leaders of co-opeiation should consider the possi- 
biht}’^ of welcoming tlie co-opeiation of the money lender, not onlv in the 
country, but in the towns, on the following terms — 

(1) That he should become a member of his local society 

(2) That after joining his society no fuithei loans shall be granted 

by him 

(3) That no moneys advanced by co-opeiative banks to debtors shall 

be accepted by him to recoup himself for loans outstanding, 
excepting under the following cncumstances — 

(a) When local directors give their unanimous consent 

(b) When certified by the district inspector 

(c) That any money advanced by the society to repay a money 

lender debt shall be covered by the money lender investing 
in the society at least double the amount repaid to him 

(d) That the amount of the repaid debt shall be considered as a 

long term investment which cannot be recalled for a 
period of 5 (?) yeais 

^(4) He shall be allowed to fill any position to which he may be 
elected by the vote of the members His expenence as a 
director or on the management staS of central or provincial 
bank, might prove to be invaluable and would overcome the 
anomalous position which exists at present that all directors 
represent debtors 
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Toluntaij' police system, to safeguard the village against thett has also 
been established All disputes are now settled by the society Since it 
has been started not a single case has been taken to the couits Habits 
of thiift and economy have taken fiim root E\eiy male membei must be 
sent to school Fines are inflicted if this is not done Young giils aie 
also encouraged to attend Owing to the stiict caste system girls ovei 
eight yeais of age cannot attend, but we w^eie told that, in the event of the 
village being given the sei vices of a lady teachei, paients w^ould allow the 
oldei gills to make use of hei seivices 

We asked the villageis, 'who weie assembled to meet us, what then 
choice would be if foiced to choose between their uplift society and then 
ciedit society Then vote w”as unanimous in favoui of the foirnei, and was 
given in such a manner as to leave no doubt in oui minds This is veiy 
impoitant as the ciedit society is now in a sound position financially 
Another mteiesting development of, I consider, far leachmg consequences 
is that all the lents are now paid through the society to the agent of the 
zemindar 

We weie satisfied not only fiom the facts w'hich were placed befoie us, 
but even moie fiom the geneial tone of the village, that howrever utopian 
our description w’ould appeal to be it is not oveidiawm 

We weie assured by all the parties that the village w^as a stiictly re- 
piesentative one befoie the society w'-as started It has, it must be ad- 
mitted, a distinct advantage having a ladv /emindax who was not 
rapacious 

The fiist impiessiou to diaw fiom this example, is whethei theie is not 
co-opeiative work to be done of even gieatei importance than the establish- 
ment of credit societies, and indeed befoie ciedit societies can, geneially 
speaking, function propeily Befoie ciedit can be advanced wuth anv safety 
the integiity of the land individually and collectively must be of 
at respectably high standaid If done, collectively thiough a co-opeia- 
tive society, then they have to be tiaincd not only m the sample pimc'ples 
of co-opeiation, but in undeistaiiding the implications of collective les- 
ponsibilitv Without this it would be impossible to look foiwaid to a self- 
supporting co-opeiative movement It is highly necessaiv that wdiatever 
IS done tins should be the goal to aim at 

The second lesson which we can leain on the successful lesult of co- 
opeiation in this lullage is that unless steps aie taken to educate the 
villageis in the need of leduemg then expendituie on marriages and festi- 
vals, the public monies expended on saving the lyot m paying exhoibitant 
rates of mteiest aie veiy laigely lost to him in othei w^ays Peihaps the 
most important factor of all is the possibility of the ryot, b^ co-operatiVe 
effoit, to save himself fiom bad landlords If the co-opeiative spiiit, as 
seen in actual operation in this village, can be intioduccd throughout the 
countiy, then co-opeiation can be much moie effective m putting an end 
to the malpiactices of the zemindai than any foim of legislation Not 
only wall it be much moie difficult foi the zennndai to sciew monies out 
of his tenants, but if the village can combine to safeguard themselves 
and collectively refuse to submit to unfair treatment, the zemindar is 
poweiless to do any harm 

A vpi’y caieful enquiry should theiefoie, be made into the possibility 
of introduc ng, if nob befoie credit societies aie established, then at the 
same time, Bural Beconstniction Societies 
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(5) That he shall give his whole heaited suppoil to his society and 

that his experience and influence shall be nnieseivedl 3 at the 
service of his fellow members 

(6) Any recognised money lender investing to the extent of 

Bs 1,000 or over in a pnmary society shall be given the same 
rate of inteiest as the society pays on advance fiom its cential 
bank 

It has been suggested that the money lendei has nothing to gam by 
joming the movement This is not correct To an ever incieasmg extent 
the hand of his fellows is against him He lends without secuiity 
Through co-operation with the oiganised and unhmited secunty of the mem. 
beis his loans are ineompaiably safei A 7 pei cent investment is safei 
foi him than 15 per cent unsecured His position will be improved 
His suppoit will be welcomed and he will no longei be looked on v itb 
suspicion by his fellow men 

The tiend of every country’’ m the woild is towaids the consolidation 
of inteiests It is not possible for the money lendex to stand indehnilely 
against this eunent 

The counter suggestion that Co-opeiative Credit Banks will be endangei- 
ed by makmg use of the money lender is unworthj’ of a great movement 
Caution IS necessary Action dictated by feai must always be bad action 
Provided the safeguards already suggested aie applied, then co-opeiators 
must have sufficient faith in its abilities to control its own future 

The money lender is no mean force for the co-operative movement to 
fight Why waste endless time and effort in tr'^mg to kill him^ Such a 
waste of effort is only pennissible when it has been proved that a com- 
bination of forces for the common good is impossible We suggest that 
this has not yet been proved because no concerted attempt has been made 
The essence of good leadership is to secuie victoij- at the least cost in 
capital and effort 
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to pi ogress m the moie advanced pi evinces, but we tully appieciate the 
advantages to be gained fiom foimal exchange of vievs and fiom expeiience 
and we velcome the lenewal of the confeiences of legistiais vhich pioved 
so valuable ” Theiefoie, I take it that in this paiticulai niattei youi 

views diffei fiom the views of the Ttoyal Commission on Agiicultuie? 

Ml McDougall They do 

Mr Bavidas Pantulu With regaid to this Co-opeiative Council which 
you mention on page 4, it is the geneial idea of eo-ordination With legaid 
to ’b ’ — To organise and contiol an educational centie foi tFe tiaming ot 
an efficient staff in the piinciples of co-opeiation, including banking, 
aceouffiing, agiicultuie, Ruial Economics and social w^elfaie Do ybu 
think that that w’^ork cannot be done efficientl-^ by having a provincial 
oiganisation foi the co-opeiative tiaimng^ 

Mr McDouqall If vou considei that each piovince is sufficiently 
wealthy and that theie is sufficient of the best possible talent available to 
staff colleges in each of these piovmcial eenties, then I might be piepaied 
to modify my views hut at the same time I would be piepaiedT to say that 
I should consider Diat expendituie a veiy great waste of public money, in 
the meantime at any late until the movement becomes very much stronger 

Chaii-vian Theie again you disagiee wnth the Eoyal Agiicultuial Com- 
mission as the basis of many of then leeommendations on this subject 
was that conditions vaiy fiom pioymce to province and theie a cential 
association instead of being of any help may impede the piogiess of the 
movement In the fiist instance we Imow theie is the language difficulty 
If theie weie going to be a central institution I do not know how they would 
actually fix the cuiiiculum What is happening at present I Iffiow to 
some extent In the Punjab this method of tiaming has been very con- 
sidei ably developed and the United Piovinces sent some of then people 
to the Punjab to find out the lines on wffiich they were pioceeding and when 
these people w'^ent back to then province they staited some institution 
which suited local conditions more I Imow the Central Provinces has 
quite recently sent oyei to the Punjab an official and non-official co-opeia- 
toi to study the method of this training and one of them saw me when he 
passed thiough Delhi and told me what he was going to do theie Theie 
too the intention was the same If these people had seen how the Punjab 
sysf^em was working they would go back to their own provinces and advise 
then Government as to what svstem should be adopted in that piovince in 
exinfoimitv with the local conditions It may be different from those in 
the Punjab Bombay and Miadias have aheadv got then ovm institutions 

Mr McDougall In my opinion the geneial principles of co-opeiation 
aie woild-wide and apply throughout the world It is not a question of 
these principles being distinct as between one province and another in 
India It IS a question of the pimciples being absolutely woild-wide 
'^Hiat IS good for one country is good for another The details of the 
matter, such as the methods of agnouHuie, may differ but even them d 
IS only a question of detail, and at the same time you will have all these 
difteicnt aspects of the situation carefully 'consideied bv voui sensible co- 
oidinating authoiitv We must assume that voui 'co-oidinating authoiitv 
will have sufficient intelligence to realise that the conditions of the Punjab 
are different from the conditions in Bengal There mnv he variations in 
them but the general principles, even of good farming, apply to the whole 
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wheievei tbeie is a deficiencj of funds it is helping one piOMneial bank 
to send ovei to the othei banks Theie is also a cential oiganisation foi 
piovmcial co-opeiative societies, it is a soit of piopagandistic hod\ It 
-does not cauy out any of joui functions It is a veiy ueak oiganisation 
I admit, but these oiganisations affoid ample oppoitumties foi the co- 
opeiatives of the diffeient piovinces to come togethei at least once in tuo 
5eais to discuss matteis of all-India oiganisation Theie is one inoie 
bodv which I must mention, that is the Begistiai’s Confeienee which 
meets once in two yeais and all the piovincial Eegistiais in India meet 
and discuss policies distmetl’^ with a view to co-oidmating the co-opeia- 
tive activities all ovei India and to that Confeienee at least one oi tw^o 
leading co-opeiatois fiom each piovince aie also invited and the\ aie taken 
as adMScis to Eegistiais That is the piesent position 

Chan man These confeiences aie piesided ovei b^ the Ministei ot 
Agiicultuie 

Ml Ramclas Pantulii The convention has been sot up within the last 
tw^o yeais that the senioi membei piesides, but the Membei ioi the Gov- 
ernment of India aiwa 3 ^& opens it and makes a sjieech and then he leaves 
his Secietai}'^ theie That is the 2 nesent position Whenevei you want to 
discuss any policy lelatmg to the co-ordination of the co-opeiative move- 
ment m the Cential Legislatuie it is not luled out, although the Govein- 
tneut of India ahva^s expiesses unwillingness to inteifeie They have 
not discouiaged questions of general iioJicj’' being discussed by means of 
icsolutions in the Central Legislature but still Goieinment is willing to 
listen to the opinions ot the non-ofl3cial membei s of the Cential Legislature 
who aie mteiested in luial finance and co-opeiation b\ bunging befoie 
■the legislature and the Government of India all problems connected with 
co-operation Will you tell me w^hethei you aie satisfied with these various 
devices for eo-oidmating activities or whether you are in favour of a dis- 
tinct organisation being brought into existence somewhat on the lines you 
recommended^ 

Ml McDougall I am m favour of a distinct organisation being bi ought 
into existence That attempt at co-oidination which is in existence at the 
piesent moment is, in my opimon, only paying hp service to the principles 
■of co-oidination It is not sufficient and never can be, m my opinion, 
satisfactory You require a much stronger co-oidmatmg authority than 
that 

Ml Ramdas Fantulu Then what control would ^ou give to the central 
organisation over the provincial co-opeiativc departments as well as pro- 
vincial non-official organisations? Is it merely advisory or controlling? 

Mr McDougall I should like it controlled but knowung the difficulties 
you have with regard to provincial autonomy I do not think it politic tor 
myself to attempt to outline what these pow'^eis should be exactlv T think 
that IS a matter that ought to be left to those who know^ the political re- 
actions of your country better than it is possible for me to find out in such 
a short time 

Chamnan I well read you a passage from the Agricultural Commis- 
sion’s Eepoit wdiere they certainly do not advocate youi views "The 
provincial departments are working out the lines of advance to suit their 
special local conditions There wall be some danger that All-India Com- 
mittee might by an attempt to secure uniformity actually present obstacles 

' 3 c 2 



822 


Beyond that theie is necessity foi a cential oiganisation which will start 
the development of the co-opeiative movement on the best Imes, for in- 
stance, in co-opeiative ]Ouinahsm so that they maj piopagate the move- 
ment bhioiighout India somew'^hat on the lines of the Moscow Co-opeiative- 
College in Bussia But it will have to be a vei}’- exceptional institution, 
located in some cential place in India to which enthusiastic co-opeiators 
from all the provinces may flock Bejond that I do not see any necessity 
foi teaching banlnng, accounting, agiicultuial and rural economics and 
social w^elfaie wBich aie found in items ‘b’ of No 1 on page 4 

Di P'liedcjioh Mi} I add a few woids to this^ On page 9 of my 
papei w hich w e dealt with last w eek I proposed to form special auditing 
unions I wiote that one of the most important tasks of these auditing 
distiict unions shall be tiaining a spejcial auditing supeiiising and advising 
staft for co-opeiation I am of opinion Ihat educational work must be done 
more m accoidance with the special conditions of the ^allous districts 
Mj undei standing of Mi McDoiigall s jiaiiei has been that the educational 
woik of the pioposcd cential co-operative council should be educating the 
manageis foi the proposed provincial and district unions tiaining m co- 
operation, accounting and so on It should not be a task of this cential 
co-opeiatne council to educate and to tiam the auditors ot the laiious 
district unions, onl\ to tiain the Croveinment ofiicials who Inue to run the 
auditing unions 

Ghanman Am I to undcistand }ou are not wholl} in agreement with 
Ml McDougall ^ 

Di Fiudciuh There is no disagreement with regard to creating a 
Cential Co-opei.itive Council 

Ml Eamdas Pantida Your conception of a central co-opeiative council 
as conceived b\ both ot \ou will stand intact e^en if voii Dr Biiedench 
were not thinking of the cential council liaviug to tiain or educate these 
men in the various branches of co-ojieiative w^oik that you have enumerat- 
ed here It is enh to co-oidiuate the activities and piobablv a rail} mg 
ground for the central research w^oik 

Di Pncdciicli Quite so, I thought for instance that Ecgistrais should 
be trained b} this central co-operative council 

Ml Eamdas Pantuln So it is a very special work foi all India 

Chan man If that is M^ McDougall s '\iew wh} does he in paragraph 
6 of his paper saj that the establishment of schools in the provinces would 
be a w^aste of monej ^ Mr Eamdas is advising that there should be a 
central school for a sort of post graduate studies for the education of the 
higher officers in the co-opeiative heiiaichy 

Ml McDougall That is exactly what I have attempted to describe If 
my language does not make that clear I regret that It has always been my 
rntention that these provincial organisations should ha^e then own, shall 
we say, elemental v schools and that instead of each province setting up 
great organisations like this that would overlap they should tram the 
s, best talent of all these provinces 

Mr Eamdas Pantulu So }Ou make it clear that what you conceived 
IS not an oidmaiy school for training but a central organisation for higher 
training of a specialised kind? 
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’;'’orld and not to India The application o± these pimciples may be difier- 
-ent 

Ghai-iman To begin with you said the piinciples aie the same all over 
the voild Why then did England decide not to adopt the Eaiffaisen 
3} stem il the geneial piinciple is the same? 

Ml McDougall Because England had aheady established a bankmg 
s'v stem long oefore the Eaiffaisen system was thought of 

Chav man Therefore, the fuudamental piinciples may diffei in different 
-eountiies with lefeience to local condiiions Because local conditions m 
England vere diffeient, they had a well developed banlnng system, they 
decided not to adopt the Eaiffaisen system 

Ml McDougall And you have decided to adopt the Eaiffaisen system^ 

Chairman Because oui conditions make it desiiable that we should 
■adopt the Eaiffaisen system Even so we have not adopted the system in 
its entiiety In fact we have been told by watnesses in the lepoits 
of committees, people wEo knew a good deal about co-opeiation, that the 
Eaiffaisen system in its entiiety cannot be adopted m India and, theiefoie, 
that bimgs out not onlv my point but the point of the Eoyal Commission 
on Agiiculture, that eiicumstances not only in diffeient countries but m 
different provinces in India, must differ and, therefore, the fundamental 
principles in the Act to wEich Mi Eamdas referred, thereafter each 
province must be allowed to proceed on its own lines of development un- 
hampered by any central control 

i\/? McDougall That may be 

Chav man I see the point, you do not agree with that view‘d 

Ml McDougall The basis of your system in India is undoubtedly the 
Eaiffaisen system and the genei"! principles which apply in the co-opera 
•tive movement, wdiich I hold very strongly, apply throughout the world 
There may be modifications required The fact that England has not 
adopted the Eaiffaisen system is a perfectly simple one Banking w^as 
developed there before Eaiffaisen even brought m his system into Germany, 
and it was not required 

Ml Bamdas Pantulu In defining your co-operative society in the 
Act of 1912 a defimtion was adopted deliberately not to lay dorvn anything 
which IS uniform to the wdiole of India If I read you the definition, you 
will be somewhat suipnsed because it is no defimtion at all A co-opera- 
tive society IS a body which is run on co-operative principles They want 
to leave co-operative principles to be administered and taught and pro- 
mulgated by the Eegistiais and the non-official organisations in each pro- 
vince according to the conditions of that province But beyond that the 
Act has not gone Therefore, I w^ant to Icnow whether it is necessary 
to have an all-India college only for the purposes that you have mentioned 
I have a scheme m which I also recognise the need of an all-Ind’a co- 
operative college I think mostly there ought to be in every province 
organisations specially to train people to ran various organisations The 
Tillage, for instance, should have a small organisation in each district or 
even taluka to tram secretaries for the societies A slightly bigger organi- 
sation to tram the staffs and the Unions of the federations and the piovin 
cial oiganisaiion where training will be given to people from whom the 
Teciuitment of the higher officers of the co-operative banks should be made 
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Di Fuedcucfi Unfoifcunately we had no discussion on the part relating 
to audit in m}' papei In case we had, I could have pointed out that I 
W'anted to sejiaiate audit fiom banking because some ccntial banks have 
special supervising staff, and w'^e wanted to concentiate audit and super- 
vising 111 the auditing unions I did not mention that the managers of 
central banks should be trained b} these unions I pointed out that the 
managers of the central banks should be w^ell- trained in banking and co- 
operation, but made no proposal w'here the}' should be trained 

Ghmunan Mr McDougall’s paper includes banking and accounting 
I admit there was no discussion on that paid of your paper T asked Mr 
Eamdas Pantulu w^hethei he w^ould take up that point and he said he 
wanted to take that up on Mr McDougall’s paper, and to-day we wiU 
have a ceidain amount of discussion on that particular Subject 

D? FncdencJi Ereij .luditoi of a credit society has to know banking 
and accounting very well The people who arc at tbe top of auditing unions 
have to Icnow^ audit ^el^ well too In case I want to audit a bank 
I must know banking 

Ghatunan I agree The pomt is this Instead of having another 
school for that puijiose or partly for that purpose why should we not 
prescribe that these people should possess the diploma of the Indian 
Banking Institute^ 

Ml Lamond It holds examinations 

Ghatiman The Bankers’ Institute said that thepretical training should 
be given in Universities and that iiractical training should be given m 
banks There is no use having theoretical traming if you do not have in 
addition practical tiaimng, and I do not see how an institution is gomg 
to give practical training Therefore, the arrangement m India, and I be- 
lieve in England and elsewEeie, is that theoretical tiaimng should be given 
m schools and Universities Then comes practical training Some banks 
in India, particularly the Imperial Bank, have kindly provided for this 
practical tiaming Then these people go m for Ihc examinations of the 
Bankers’ Institute and get then diplomas 

Dr. Fuedeuch I personally have no objection In my country people 
who w^ant to use m the w'oik of a central bank must do their peuod of 
apprenticeship, and must go up from an apjiientice 

Glianman Mr McDougaU’s is fundamentally different from your 
scheme I am now^ pursuing item by item There is aheady an orgamsa- 
tion in India wdich can provide for post graduate studies — ^I am lefeiiing 
here to the Agricultural Board If they found that this is necessary in 
the interests of agncultuie, they could get monej'^ from Government and 
arrange for this post graduate trainmg 

jD? Ryder We have got two bodies — ^Imperial Council of Agricultural 
Eesearch (which consists of a Governing Body and an Advisory Boaid, 
the two together forming the Council) and the Board of Agriculture So 
far as my knowledge goes I do not thmk the Council has taken up the 
question of co-operative education 

Ghanman They may not have taken up the matter Is rt outside the 
purview of that body? 

Dr. Hydei It can certainly promote research, even if that be in the 
spheie of co operation and grant money for the ^purpose 

I 
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Chairman On page 6 you say definitely that the tiaimng of a co-opeia- 
tive staff IS of sufficient impoitance to waiiant a school of its own If 
you now say that }ou do not object to the tiaining of the co-opeiative statt 
in accounting, etc , in piovincial schools, that laigelj modifies the view con- 
tained there When I lead it I ceitainly gathered the impiession that the 
training of the whole co-opeiative staff should be conducted in a central 
institution 

Ml McBougall Not only do I not object, hut I veij heartily support 
the proposal I admit the sentence here is not very clear One of the 
primai-y objects of the central organisation is to teach not only the teachers 
loquued for cultivators, but also those w^ho have to get the teachers of 
cultivators 

Chan man That is, higher teachers 

Dr Fucdeuch I know it is impossible to centralise the w^hole educa- 
tional work of co-operation I, tiieiefoie, proposed in mj paper that audit- 
ing district unions should be formed which have also to educate the staff 
required for the audit, etc , ol the societies w'lthin the area of operations 
Then I put down that these unions should he run bj Government officials 
Of course, these people must get special tiainmg 1 further proposed 
provincial apex unions run bj Government officials In case >ou have 
a very big province and }ou have a lot of distiict unions and you 
have to get a number, of managers for these unions, then it has to be 
decided whether the managers for these district umons should be trained 
by establishing a special training class at the headquaiiieis of the provin- 
cial union, or whether they should be trained by the central co-operatrve 
council But one thing is sure There should be a body to tram the 
managers of the district and piovincial unions, and the registrars — I have 
pointed out that it is necessaiv that registrars should be well trained and 
experienced in co-operation and should understand accounting auditing 
and co-operative work That bod\ should be the central co-opciativc 
council 

Chanmaii May I suggest to you that you have not carefully con- 
sidered the evidence tendered before us by witnesses'^ I mav not be very 
precise in my^ descjiption because I am spealang from recollection The 
Institute of Bankers is a body established under the aegis of Government 
a couple of years ago to improve the teaching of hanlnng and accounting 
in this country and it has already started work When their authorities 
came before us, knowing that there was a lacuna in the hanlnng and ac- 
counting training of these members of co-operative banks we put it before 
them that they should devote then attention to this training also I think 
we said — at least that was the intention — m future before anybody is 
appointed as a manager of a co-operative hank he should possess a ceiti- 
ficate of this institution I think that was the line taken 

Mr Laviond That (The Banlang Institute^) was entirely a hanlnng 
matter That w'as done by the hanks themselves 


Mr Bvckley It was initiated bv the Imperial Bank 
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Dr. Hydcr The governing boch has one oi tvo expeits and its head 
IS an admmistiatoi The Advisoi 5 ' Boaid consists of heads of departments 
of agiicultuic in the piovinces, and <;ome scientists attend Uv invitation if 
the need aiises A particulai piohlem is lefeiied to a sub-committee com- 
posed of scientists dla^vn fiom all ovei India 

Ml McDoiigall You have got sufficient woik on hand'’ 

Dr H}jdc7 Tlieie is so much voik to do One has haidly time to read 
all the papers 

Ml McDouqall 1 vould more thin agree Mith vou The lescaich work 
lequiibd mu<5t be so enormous that it should take up the whole time 

Chan man It does not sit from dav to dai If vou think it is fullj 
occupied with work >ou vill be canning avay a viong impression It 
meets twice a a ear foi 3 or 4 dais, and it may he that it works for 7 oi 
8 houis these dais Therefore, if the Board met on a laigei number of 
days it could easilv take raoie voik 

i\/i McDnvgali opinion is that it voiild be veil much better for 

the Boaid to confine itself to its legitimate voik, that is, research voik 

Mr Earn das raniuhi Mr McDougall is right in so far as he sajs 
that the Board neither does the voik he advocates nor is competent to 
do it I quite agi ee 

Ml McDougaU I will ecilaiuK not support the proposal that the 
work I wash to be done should detolve on that Board 

Mi Bamdas Paniulu Supposing I pioirose to jou that the w’oik of 
education, gencialh speaking, should be left in the hands of the provinces, 
that an all-India central organisation for higher co-operative studies and 
for co-operative icseaich and tor training of officers of the piOAincial grade, 
and so on should be established, aou AAould agree to that ^noposaP 

Ml McDougall Yes, provided a sufficiently comjnehensiA’^e school is 
established of real Aalue and that anv proposal that you make dees not 
take awaj from the import rnec of that school So mucli lip service has 
been paid to co-ojreiatiou in this country that 1 should very much regret 
if anj thing aaus done AAhich AA'^ould reduce the status and importance of that 
school It IS a school that lias really got to teach the teachers of 300 
millions of people It is an enormous 30b I aa anted to einphasi?:e that 
the school must really be a veij great school and the best staff should 
be secured Its importance cannot be exaggerated 

Ml Bamdas Pantuht 1 knoAv the Committee aaiII consider that Sir 
Daniel Hamilton init for aa aid a pioiiosal for an all-India co-opeiatiA^e in- 
stitution for education He saAs that the Government of India have agreed 
to sanction some monoA — Aihethei thcA haA'e actuallA sanctioned it 01 not I 
do not knoAv He aa anted the Bengal Co-operators to start that school 
but appaientl-^ he AA^as not satisfied that they AA'eie suftcientB enthusiastic 
about it, and he AAiote to me I leplied to him to say that there is not 
much scope for it in Madias, niid iioaa' I think he has asked the BombaA 
co-operator s to establish a school m Bombay I have not his scheme 
before me but I understand GoA^einment actuall-^ faA’oui it, and prob- 
ably haA^e sanctioned some money If aao can get ati that scheme you aaiII 
giA’-e us A our impiession of it AAuth regard to syllabus, scope of studies, 
etc I -will P) Hamilton lat Calcutta for a copA' of his scheme 
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Chat) man Higliei studies? 

Di Hydei It is puielj'- leseaicb 

]\Ii. McDougall I undeistand youi Council of Eeseaich is to search into 
s all the ways and means of impioving the output of agiieultuie It is more 
oi less a scientific hoaid That, in niy opinion, is an entiiely different 
thing fiom my conception of a central co-opeiative council 

Di Hydei 1 see youi point I was telling the Chauman that the 
piimcii;y object of the Council of Agiicultuial Eeseaich is to promote re- 
seaich in agiicultuie Co-opeiation may oi may not foim a part I take 
it we have only my fiiend Mi Devadhai on it and he sits in his capacity 
as a co-opeiatoi on the Advisoiy Board of the Impeiial Council of Agri- 
cultural Eeseaich 

Chairman I undeistand fiom him that they have no power to take up 
ihe question of highei studies in the field of co-opeiation unle'ss they con- 
sidei it necessary in tlie inteiests of the development of agriculture 

Mr. McDougall I am not piepaied to accept that at all 

Ml Ravidas Paiitulu I think Mi McDougall is right Foi co-opera- 
tion consists not only of agiicultuial co operation, but of other branches 
of CO opeiation such as maiketmg etc , and these cannot come in 

Di Hydei We might get this infoimation. from the Yice-Chaiiman of 
the Council of Agricultuial Eeseaich Mi Eamdas Eantulu m his le- 
iriaiks lefened to agiicultuial co-opeiation and mentioned marketing They 
have piovided the staff foi caiiying on lescaich into maiketmg of sugar 
They aie going to initiate an enquii^ into sugarcane and othei such pro- 
ducts Eeseaich into marketing — finding out facts and di awing lessons 
fiom them — undoubtedly comes wuthin the purview of the Council of 
Agricultural Eeseaich 

Ml McDougall So fai as I Imow'' the Eeseaich Council devotes itself 
to research So far as I know% the brains of the scientists are not adapted 
for the wmk I propose A scientific biain is not an orgamsing biain — ^I 
■say this wuth the most profound respect for scientists 

Chairman You have oveilooked the fact that this Council has as its 
Vice-Chaiiman, not a scientist, but a gieat admmistiator Therefore, when 
you talk of that, I can tell vou forthwith that vou aie entiielv wuong 
Some of the members of the bodv are not scientists, they are administra- 
tois, and the position, theiefoie, is this, the Boaid itself is largely composed 
of admimstiatois though there aie one oi two membeis wEo are scientists, 
who come in largely as experts foi giving advice 

Di Hyder They come in as advisers The other members are admin- 
istiatois being Directors of Agriculture, etc But the original intention of 
the Eovnl Commission on Agiicultuie was that it should be composed 
entiiely of scientists, but the scientists have been kept out 

Chauman It, theiefoie, meets voui objection 

Mr McDougall That is an advantage 

Chairman Mr Eamdas Pantiilu mentions to me that of the 17 mem- 
Peis of the Governing Board onlj’^ 2 are experts A^s it is, the Government 
of India, when they formed the body, anticipated your objection 
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Ml McDoitgall lu view of the fact (hat the Cential Co opoiative 
'Council which I wish to see established is to have t^^o lepresentatives fiom 
each of the piovinces on each of the boaids, do 3 ou think that any bene- 
fit IS to be gained by setting up other lepresentatives from the provinces to 
act as Governors of these educational centres'’ 

Mr Eanidas Pantulu The lopiesentatives ■^^ho will be sent b) the 
provincial institutes to co-ordinate and guide education may not neces- 
saril}'^ be the best lepiesentatives to co-ordinate and guide banking, or 
other functions With regard to eacli oi these functions speciahstb are 
required 1 would expect 011 this jioaid of the ali-Iudia college people 
who are versed 111 education and who would give realh some guidance, 
adiice and help in the inattei of pioniotmg cooperative education I do 
not want merely la3men to lome ou tins Board of the all-Jndia college 
Therefore, my conception of a Central Council is such as to exclude from 
its otieiatioiis pur el} educational uid training work 

Di Fncdcuch I am not ioi sjiot'al nisi it ui 10ns with legaid to educa- 
tion If m} proposals about proMncial and disliiet unions are accepted, 
I thinlc we shall have enough institutions foi educational work I may 
be allow'ed to gne ^ou a pictuic of how it is done m m} conuti} We 
have auditing district unions, which take bo}s of, sa\ lu ^enrs, who have 
to learn accounting, and undergo an appicnticeship of two to thiee }car3 
Afterwards they .ue tiamed m andiimg Then we see how these bo'ss 
of 18 or 19 ^eals can deielop Tn case the} have good knowledge of 
the woik and the\ aio considcied ht to get on as aiiditois, we send them 
to the “Co-operative Societies Rclnol’s’ tr 11. ring class oi out Apex union 
The tiaming lasts loi si.x 01 so\cn months The bo\s thus get general 
knowledge, both theoietical and piacfical If thev aie qinhficd thev 
become Assistant Auditois Tn case the\ aie not espeemlK qualified, thev 
have to continue to do accounting woik 

Chairman When I icad ^Ii IMcBongall’s two papers, the impression 
on m\ mind w^as that !Mi jMcDougaH’c; idea about the Centnl Educa- 
tional Institution IS diffeient from yoius 

Dr Pucdcrich That ma\ bo but to a small extent 

Chan man I undeistood voui jiomt to be that 3011 do not want the 
Central Educational Institution to deal with banking and auditing 

Di Fncdcuch Both the pioposals arc connected In case m\ pio- 
posals are accepted with regard to distiict and provincial unions there 
should be people for running them I think there is a lack of }"egisiiars 
well-ti.ained in co-opeiation AI3 pcisonal impiess'on is that the liaming 
of Begistiars m co-opeiation and auditing is not- sutficienl enough There 
should be a special class of the Cential Co-operative Council foi iiaining 
qualified people, for running the provincial and distiict muons as 
Eegistiars, Assistant Eegistiais, etc 

Chan man I am simply trying to get at the bottom of the scheme 
Ton want this institution to confine its training to Eegistiais and Assistant 
Eegistiars I did not understand that to be kli McDougall s idea 
When 3’’ou talk of Eegistiais and Assistant Ecgistiai-s, ma} I tell rou that 
the conception, so far, has been that the Eegistiar need not be an expert 
tn banking and auditing? He must be a high administrative officer and 
you need not have the high admmistiative officer possessing also special 



Chanman Judging fiojn othei ccmmumcations wliai the Government 
of India have done is thi= They have agieed to give giants to piovinc al 
Governments foi stalling these schools, and Bengal, appaienlly, would not 
fall m line and, tlieiefoic, thc\ could not get the mone’v 

Mr Bamdas PanUiJu I viote to him that I could not appioach Madias 
Government 

Chanman That being the case he appioached the Bomba} Govern- 
ment 

Ml McDougall I^sineeielv hope that the raattei will lecene gieatesl- 
consideiation fiom the co-opeiative movement in India, and that some 
committee will be established to voik out details I have onl} given you 
a vciy goneial outline You appointed a committee to woik out the details 
of the Eeseive Bank Likewise a committee is lequned to examine con- 
ditions in India and voik out details of the pioposal that I make I 
most smceioh hope that nothing will be done m this connection until it 
has leceived most caieful and detailed consideiation 

Mr Eamdas Paniitht Still tiie dilhciilU icmams 01 couise the 
Council may piovide the conditions foi the piogiess of education m all 
the pi evinces and give geneial advice as to the sound lines on which edu- 
cation should pioceed, but I do not think it should have anything to do 
dnectly wnth the lunning of these oiganisations I think it ought to be 
a sepaiate oiganisation foi teaching, unencumbeied with any otliei func- 
tions and confining itself to highei co-opeiati\e studies, both of a lesoaich 
chaiactei as well as of a tiaming charactei, and that the lest of the woik 
should be left in the hands of the piovmciaJ educational organisations 
The Cential Council ma} peihaps collect mfoimation as to what is going 
on m the best oiganized institutions m othei eonntiies supply litciatuie, 
give advice, etc 

Mi McDovgall Undci whom aie lou going to place tins educational 
centie^ Who ought to be the governing body‘s 

Mr Ramdas Pan tula We haie a constitution now which difteis m 
each piovince In each pioMiice the goveinmg body consists of the 
oiganizations which finance this body, wdio w'ould also tiain the staff, the 
Eegistiai, w'ho is alna}S an cr-ofji(io membei and one oi tvo educationists 
In oui piovmce theie aie two Piofessois of the Unneisit^, the Begistiai 
the Piesident of the Piovincial Co-opeiative Union and one oi two re- 
presentatives of Government 

Ml McDovgall You aie lefeiiing to the piovincial oiganization, not 
the cential 

Ml Ramdas Pantiilu Yes, piovincial The cential oiganisation, I 
expect, will be managed b} the vaiious piovincial oiganisations, some offi- 
ceis of the Government of India both in the Eduoation as well as m the 
Co-opeiation Depaitments being lepiesented on them My conception 
wall be one oi two lepiesentatives fiom each piovmce, some lepiesentatives 
of the Government of India and piobabl} the Diiectoi of Education I 
think that will be a good enough constitution , 
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Chan man Thai I uudeistand You said that befoie this msiitution 
can be staiied ■\ou must have the top co-opeiative associations m the pro- 
vinces coming togethei and ^^Olbmg out a scheme foi the piopei running 
of this Contial Educational Institution Tliat mos the tiend of the dis- 
cussion Then Mi Eamdas Pantulu said that if tlicic was to be such an 
institution, he does not want it to be lun by the All-India Ccntial Co-opera- 
tive Council, but he wants the Governing Podv to be composed m a differ- 
ent mannei We weie on that stage when Di Eiiedciich inteivened 

Ml McDonqaU With legaid to that, I would aslc \ou to considei 
%eiy caiefull-s the advisalnhti of avoiding an\ oieilapping I should 
like the Central Council to bo so lepiesentcd that it would co\ei all the 
woik pel taming to the Central oiganisation While I am all for the tak- 
ing awsaj- of this voik fiom the Council of Poseaich (which, in m^ opinion, 
IS absoluteh necessaiy and important and I do not minimise the enor- 
mous impoitance of the work the Council of Pcscnich has ahead^ done and 
has before it), in m\ opinion it would he a gieat mistake to ‘=et up any 
oveilapping in this Council of Eesoaich 

Chan man We aie not on that point We are on the Central Edu- 
cational Institution foi Co-opoi atioii Mi Pamdas Pantulu had certain 
ideas about the constitution of the Ccntial Education Institution foi Co- 
opeiation, should that he foi mod 

Mi Bamda^ Paniuhi May I know the class of students w’-honi you 
will admit into the Ccntial Educational Institution and the qualifications 
and status of such students'^ 

Ml McDougaU I should ti\ and use the \ei3 best hi ims tliat can be 
got to attend this Co-opeiativc Council and taike pait m the mo^ement 
Theie again I do not consider that mv e\pciienco has been such m the 
shoit time that I have been here, as to justify me m detailing the w'oik 
which I considei must be outlined by the authoiit} which should give this 
matter careful consideration 

Ml Bamcla'i Pantuln I am trying to find out the general lines 
Suppose I saj that w'^e ought to admit into this Central Educational In- 
stitution graduates of Universities who have qualified themselves foi 
degrees wuth Ecouomres and Co-opeiation as special subjects, and also 
some higher grade officials wffiom Government may think it necessaiy to 
send for tiainmg, also other research scholars who want to puisne higher 
studies m co-opeiation and allied subjects^ 

Mr McDougaU By all means . i 

Chan man But would you not also include in it some of those who aie 
neaimg the uppei strata in the co-opeiative movement in the provinces 
so that they may get the education necessary for using up to tire upper 
strata ? " ' 

Ml Bamdas Pantulu Eoi example, I may hlcc to send my Assistant 
Secretary so that I may make him an Assistant Registrar 

Mr McDougaU So far as the staff and expenditure of the school are 
concerned, I would not debar anybody who is qualified That in itself 
ivill require very careful consideration 
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qualifications in legaid to banking and auditing I think Mi jMcDougall 
said that the Punjab aiiangement should be adopted and that in each pio- 
vinoial oiganisation theie should be an expeit bankei and auditoi If 
that IS so, why do you want the Eegistiai to possess those qualifications^ 

As I look at it, the Eegistrar is a high administiative o&cei If he wants 
to do eveiything, he must be an expeit' bankei and an expeit auditoi It 
would be impossible to get peisons with all these qualifications and if the 
Eegistiar has with him an expeit bankei and an expeit auditoi, that 
would meet the requiiements of the ease In the case of Assistant Eegis- 
tiais, similaily, considerable administiative experience is leqiiiied, be- 
cause co-opeiation to a laige extent involves what you call agiicultuial 
operations, and it follows that the chief Government officials must have 
consideiable administrative experience As it is, the Eoyal Comrmssion 
on Agricultuie, vho undoubtedlj- knew moie about the conditions pievaihng 
in the countn , did not say anything on this paiticulai point, namep , that 
the Eegistiai must possess technical banking and auditing knowledge 
All they said was ‘select youi best men, and let them remain here , do not 
change them too often’ That is my difficulty^ Before Di Friedench 
made his supplemental! statement, I thought ve had cleaied up the 
position to some extent and that Mi McDougall agieed that the educational 
institution was intended foi the highei tiaming of people m the uppei stjata 
of the co-opeiative movement m each piovince 

Ml McDougall So it is 

Chairman Then Di Fiiedeiich suddenly inteivened and said that was 
not his conception So I tiled to find out fiom him what his conception 
was, he now confines himself to Eegistrais and Assistant Eegistiais 

Ml McDougall So fai as Eegistrais aie concerned, I shall be quite 
satisfied if men of real ability and expeiience as admmistiatois aie 
appointed 

Di Fnedcrich To make my point quite cleai, I ha^e no objection to 
Eegistiais to be admmistiatois My point is only this I think it would 
be useful if qualified administrative people get some supplementaiyr tiaining 
for a shoit period in a school foi co-opeiation It would be useful even 
foi veiy qualified admimstiatn e people The Eegistrai has the full 
lesponsibility for audit, theiefoie, it would be useful foi him to have a 
good knowdedge of the special job 

Chanman I see that theie is some diffeience at least between you and 
Mr McDougall and I think we shall pioceed with Mr McDougall’s 
scheme You want the Eegistiai to be a superman, he should not only 
be an officer wuth high administrative qualifications but he should also 
try to make himself an expeit bankei and an expert auditor I am one 
of the few people who have woiked in various departments of Government, 
civil, military audit and accounts land I know that supermen of this soit 
are difficult to obtain We shall leave it there As I understood the posi- 
tion, Ml McDougall does not want the Central Institution to train everv 
worker in the co-opeiative field all over India he wants the Central Insti- 
tution to train the upper hierarchy 

Mr McDougall Again I should like to emphasize the fact that the 
Central Training School must leally be a great organisation 
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Dr Frjedench Theie is no special body, but the woik is included m 
that of the Apex Union It is the Apex Union not the Apex Bank 

Mr. Ramdas Pantuhi Save jou anv knowledge of the Central School 
of Co-opeiation in Moscow^ 

Dr Fried encli No 

Mr Ramdas Panhdu It is not connected with any Institute oi CentiaB 
Council, it is an oiganisation by itself and, theiefoie, has some parallel to 
the kind of thing I am suggesting 

Chan man The difference between Mr Eamdas Pantulu and Mrv 
McDougall IS that the foirnei does not want this school to be run by an 
All-India Council, but by a governing body to be selected largely from the 
provinces and supplemented by Agiicultuial Advisers of the Government of 
India , 

Mr Ramdas Pantulu I have merely made my suggestion I do not 
know how far I will differ from Mr McDougall ultimate!}^ 

Chairman Mr McDougall’s point was that the exact constitution 
would be a matter for settlement by the various provincial co-opeiatiie 
institutions of this countij? sitting together through then representatives 

Mr McDougall That is so 

Mr Ramdas Pantulu Item (c) oi the functions of the Central Co- 
operative Council IS given as “to promote and organise eo-opeiafive market- 
ing” I take it that the supply of information about w^oild markets and 
the prices and the prospects of outlets for produce fall within your market- 
ing scheme 

Ml McDougall Yes 

Ml Ramdas Pantulu Do you contemplate the Central Council 
merely to act as an Information Bureau or do you want the Council actually 
to function as a Marketing Board ^ 

Mr McDougall If you read my paper on Marketing, vou wall find that 
I have suggested the establishment of a Marketing Board for all India 

Mr I^amdas Pantulu If you had used w’^ords whrch will merely indi- 
cate that the ob]ect is to give infomiation, supply statistics and tell 
people as to w'here the produce can be sold to the best advantage etc , I 
w^ould have thought that there was much to be said m favour of the pro- 
posal, but in view of the proposal for a National Marketing Board I was- 
wondering w'^hethei your Central Co-operative Council w^ould act as a 
Marketing Boards 

Mr McDougall You will understand that only wdien w’e come to the 
paper on Marketing 

Chairman Mf- Bamdas Pantulu’s point is this w’^heie is the line of 
demarcation betw'^een the functions of this Central Marketrng Board which 
you propose later on and the functions of the all-India Council m regard 
to the promotion and organisation of co-operative marketing^ 

Ml McDougall In the first place rf the Central Marketing Board is to 
function in an adequate manner and to do its work effectively, it has got to 
do fai more than merely co-operative work It has got to be a Marketing 
Board to trv and co-ordinate the whole marketing activitv 
of this country m all its aspects In fact the whole trading 
mmiiinery has got to be eo-oidmated there I peiffectly realise that there 
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Ml Bamdas Pantidu With me it is fundamental because I ^^ant to 
have the oidmaiy education foi all ‘qualified men to be impaited in the 
piovmcial oigamsation I vould confine the Central Institution to stu- 
dents of exceptional ability v ho might be of the greatest use to the move- 
ment, both on the ofiicral and non-official side, and to research scholars \\ho 
wish to pursue the subject for the love of learning 

Chan man There is this in l^'Ii Eamdas Pantulu’s point that as soon 
as you take these men or boys there, they would expect that, after they 
have passed through the Central institution, thej will get employment If 
vou were going to thiorr it open to everybody who is qualified, boys vould 
flock in large numbers and find that they' have no prospects of employment 

Ml McDovqall 1 am not willing to open it to everybody I vould 
not open it any' more than medical courses are open at present 

Ml Bamdas Pantidu A certain number of them can be absorbed mto 
The official and non-official ranks m the Co-operative Departments If 
the conception is as I have stated, you must have a set of teachers and a 
Board to contiol the organisation Would y'ou constitute them on an in- 
dependent basis uithout lefeieiice to the provincial educational organisa- 
tions or would you co-ordinate them with the provincial organisations m 
some way 9 

Ml McDougull There is no leason vhy they should not be co-ordinat- 
ed with the members of the Council as I liave very briefly outlined Let 
me take an example You yourself are an authority on Co-operation in 
Madras I should expect to see you on the Council of Co-opeiation I 
am quite sure that your abilities and qualifications are such that you can 
' Take part in the management for the school wuth equal benefit to the 
movement as you can in the other work which the Co operative Council has 
to do 

Ml Bamdas Panhdu You would constitute the Board of Management 
of the All-India Institute in some marmei so as to have the representation 
of the provinces? 

Mr McDougall That is so 

Mr Bamdas Pantidu In course of time I expect this organisation to 
be financed by non-official organisations supplemented probably by State 
aid from the piovunces, I also expect the students coming here to be con- 
tributed by the provinces through the Universities or other organisations 
Therefore, both the human material as w'ell as the money for this organisa- 
tion must ultimately come from the provinces It must be something 
like a co-oidmatmg organization for education for all India, mainly depend- 
ing both for the supply' of students and for money on the provinces Do 
you agree? 

' Mr McDougall Yes 

Mr Bamdas Pantulu The lest is a matter of detail 

Mr McDougall Yes 

Chairman In view of Dr Fiiedeiich’s inteiwention and of the fact 
that he w'as explaining the German system, I w'ould like to ask Inm 
whether in Germany there is any Central Educational Institution of this 
Type outside the Apex Bank? 
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acting in consultation Moth it in an aclvisoij capacit-^ That depaitment 
does not oiganise actual inailcets It onlj does leseaich and advisory 
woik It bungs the tiadeis togethei to discuss these vaiious pioblenls and 
the actual \ioik of organisation is left to a bod\ iihich is iv Diking in close 
co-opeiataon with it 

Mr Ravidas Paniulu Aie you content with entiusting this Cential 
Co-opeiative Council with the functions of leseaich and advice and leave 
the actual^ V oik of organisation to the different bodies? 

Ml MoDougaU I think j^oii must hare some co-ordinating authoiity 
in youi provinces, and I could think of a no better authority than the Cen- 
tral Council to do this I suggest that very strongly It is utterly im- 
possible foi me coming out here at such short notice, to go into details, 
which vonld moot the lequnements of voui countn 

Chmiman If there is a central marketing oiganisation and it arranges 
about the grading, etc , the point is why it should be left to the piovmcral 
co-operative movement to oigamse and promote co-operative marketing 
and arrange for grading on the lines laid down some central authority 
At present wdrat is done in icgaid to cotton is the Central Cotton Com- 
mittee thiough then experts look to the grading and other matter If 
there was a central institution which lajs dowm the essential principles of 
co-opeiatne maiketing. Mi Eamdas’s point, to im mind, seems to be why 
not leave the matter thereafter to the provincial co-operative authorities 

M? McDoiiqall The provincial authoiities wull ceitamlv be respon- 
sible for the woik of the piimaix societies That I consider to be tne 
provincial w'oik 

Ghanman You have in paragiaph 1 (o) suggested the co-ordination of 
all co-opeiative interests in India and then "^ou have made some other 
suggestions 

Ml McDongall To promote and organise co-operative marketing, 
these representatives from the various provinces wall sit in consultation 
and discuss the various marketing problems as it affects the country as a 
whole and will endeavour to outline schemes which can be applied to the 
provinces and w^hich should be acceptable to the latter 

Mr Bamdas Pantulu If you stopped wuth sa-sing “promoting” wuthoub 
saying “organise”, then there mav be no objection 

Mr McDouqall I have no objection to do that provided that thiough 
the Central Council you wnll attempt to get the various provinces united 
m whatever steps that are taken to secure systematised marketing 

Chairman I do not understand the latter par*t of it and that is a matter 
where the basic prmciple is involved 

Mr Bamdas Paniulu I might say that it is the crux of the whole thing, 
whether it is to be only an advisoiy or an organising body 

Dr Friederich Speaking for myself, I personally understood, when 
this matter was discussed, that this is to be a purely advisory board 

Mr McDougall I am quite willing to withdraw the words “and 
organise” from (c) and “organise and” from (e) 
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will be objections to the scheme This Mailceting Board while it will have 
ffO-opeiative lepiesentatives on its constitution, will not be diiectly res- 
ponsible foi marketing within the co-operative movement That may be 
another objection So far as the actual co-opeiative marketing fiom the 
point of view of the lyots is concerned the co-operative council would be 
of enoimous assistance in woiking out the details and then help in co-ordi- 
natmg the whole woik through the Cential Maiketing Boaid 

Mr Ramdas PanhthL 1 fully realise the importance of your suggestion- 
But may I ask whether it is your idea that this body should theoretically 
render assistance to the movement or should practically guide the working 
of the marketing movement 

Mr McDougall It certainly vill be required to give all the informa- 
tion and make itself responsible for making all the necessary mvestigations, 
but at the ver}'^ commencement the Central Council when established, 
should co-oidinate all the co-opeiative institutions throughout India My 
desire is that this Council should take a very great interest in the problem 
of marketing I think there is a veiy gieat field for the Council to woik 
out and to disseminate information about marketing and wherever it is 
found by the Board that maiketing is possible, then in some way or 
othei it will have to stimulate interest in the provinces 

Mr Ramdas Pantulu You do not contemplate this to function as a 
co-operative marketing board*’ 

Mr McDougall That again, I think, should be left to the body when 
it IS set up to decide details I should, however, say that it is only after 
the most profound and caieful investigation that it is possible to fix the 
real amount of work that is going to devolve on that co-oidinatmg authority 

Mr Ramdas Pantulu My point is that I might be m favour of a 
Central Co-operatrve Council — whatever be its constitution — so long as 
it confines itself to advisory functions and educative functions and so on, 
hut if you think that the question of its actual functioning as a co-oidinating 
board be also left been probably, I may not agree to its being so 

Mr McDougall The marketing of Indian — let us take cotton for 
instance, — ^is not confined to one province If you are going to establish 
co-operative maiketmg, you have got to have a scheme which will include 
the whole of India in its sphere If, for instance, you get to a stage 
when all cotton will be graded to certain standards and sold by co- 
operative organisations, my feeling is that this is the only Council that 
would be able to co-ordinate these provinces- and get them to v ork umformly 
in that endeavour 

Mr Ramdas Pantulu A kind of help you have mentioned with regard 
to the cotton sale is now being done by sale societies and the necessary 
assistance is being rendered by the Provincial Governments through the 
Registrars That might probably become the Marketing Board and the 
Registrar may be relieved of this function, but I really cannot see how it- 
legitimately comes within the functions of the Central Co-operative Council. 

Mr McDougall Let me give you an example The Mimstrv of 
Agriculture in England has a marketing department which is responsible 
for all the research work It has many committees of traders and farmers 
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Bad the advantage of having expert witnesses in London who came and 
explained to us how the things weie managed m their coimtiy This is 
given quite clearly in the volumes of evidence of the Boyal Commission on 
Agricultuie You know how the States in Ameiica insisted upon State 
Sovereignty and how they went to the length of declaiing wai on a paiti- 
culai issue Nothing in the constitution of America is mentioned except 
the woids “welfaie of the people of the United States” Bound that 
welfaie they established this depaitment of Fedeinl Agiiculture I shall 
read to you what they do in Amciica at present as contained m paia 37 
of the Eepoit of the Boyal Commission on Agiicultuie — 

“While many a question in legard to the use of these Federal funds 
have arisen in the mam, the supervision exeicised has been 
in the nature of advice or suggestion, with the speedy correc- 
tion of any doubtful pioceduie to which attention was called 
There is perhaps no similar example of the administration of 
so large a public sum for research in any line, land the spurt 
in which it IS met is a sign of the communitv of mteiest and 
the desire to secure the funds the highest practicable degree of 
productivity ” 

The question that was jiut to you was why is it that these units came 
together ^ Theie is the common need for pooling expeiience for getting 
on with the work The pioblem becomes one of constitution, how to 
reconcile without force, vithout compulsion, something from the centre 
.with the undoubted independence of the provinces If I sura it up in 
one word, the experience of all these federal countries is that the function 
of the centre is to provide money but it should take caie that contiol does 
not follow finance and it reduces itself to friendly help, guidance, direction, 
but not in the nature of control We are feeling the need for that Take 
for instance education We all voik in different directions but ve felt 
the need for coming together to pool our ideas Out of that one conference 
was born an Inter-Univeisity Board Of course, in the Universities ve aic 
very independent people I do not think two professors like to remain 
together for a long time But to pool our experiences is supported partly 
by the Universities and some financial help is given but we do not dictate 
to the Universities We say — this is the better way, follow it It is 
vp to them 

Mf McDougall • With a movement, the motto of which is ‘All for 'each 
and each for all’ do you consider that executive powers given to a central 
authority, remembering that motto on which co-opeiation is wholly based, 
is impossible’ 

Mr Ramdas Pantnhi Your idea of vesting power in a central autho- 
rity in co-operative organisations is based upon the idea of federal control 

Mr McDougall So it is here 

Mr Ramdas Ranhilu It is not so here ' You are living to vest power 
over the provinces in the Central Council which is not comnosed on the 
federal basis If it is actually a Union of the provincial institutes, as our 
union rs, it is a different proposition The proposition ‘each foi all and 
all for each’ will apply only when the central control of the federal 
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Mr Bamdas Bantulu Then summing up the results of oui consnll.T- 
iiions, you ogiee that the functions of this Board should be puieh ot uri 
advisoiy chaiactei and not contiolling 

M-) McDougaU As I have ahead\ told jou it is a mattei, iii my 
opinion, which has got to be caiefully gone into by the authority responsi- 
ble foi framing the constitution of the Co-opeiative Council Peisonall%, 

I should piefei to have a leally stiong Cential Council I am, howevei, 
awaie that owing to Piovincial autonomy that may be a very dilficult 
jnatter 

Mr Bamdas Pantidu Let me tell jou mv small experience which has 
some diiect basis on your pioposals Neaily a -^eai or a year and a half 
ago we started an All-India Co-opeiative Institutes Association to co- 
ordinate the activities of the vaiious provincial institutes in the countiy 
We have actually set one in woiking oidei with that veteian co-opeiator 
Sir Lalubhai Sarnaldas as the Chau man We framed a set of bye-laws 
which we discussed at a Confeience held in Bombay which was attended 
hy lepresentatives fiom 18 piovincial institutes You maj take it fiom 
me that evei'\ w'oid in the b’ve-la-ivs was thoioughlv sciutmised and they 
wanted the Conteience to delete all wwds puiporting to mean any roniiol 
ovei the piovincial associations So much so the present organisation is 
completely beieft of any contiolling authority Therefoie, while I am in 
favoiii of youi scheme of a Cential Oiganisation, I w'ant to advise >ou to 
agiee to that organisation having only advisoiy and reseaich functions so 
that there might be unammitv of agreement on this matter 

Chairman I look at this fiom the piactical point of view’ My point 
IS that in view of the existing system of Governmental control and work- 
ing in this country, I for one feel that it will only be good on paper and 
it may be still barien in its lesults i 

Mr McDougaU I undeistand that you have retained certain pow'^eis' 
to the Cential Government while on other matters autonomy has been 
conceded to the provinces 

Chaiinnan We have not centralised more than it is at the present 
moment On the othei hand we have decentralised several subjects which 
are under the control of the Central Government at present At the pre- 
sent inoment it is only a provincial mattei 

Dr Tup Does this also include the question of the geneial marketing 
in the countiy because I see great importance in the proposals of Mr 
McDougaU (with regard to a Marketing Boaid foi all India)? 

Chairman In regard to marketing, I shall not touch that subject until 
I have got the views of the Vice-President of the Imperial Council of 
Agricultuial Besearch 

Mi McDougaU Perhaps Di Hydei wnll be good enough to tell us 
the reason why the Imperial Council of Agricultural Besearch had to he 
co-ordinated 

Dr Hydei We had to face this constitutional difi&culty as regaids 
agriculture We studied the constitution of all Federal countries We 
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Mr DevadJiar I would add to your definition a substantial contnbutioni 
irom the Central Government I am also a member of the Impenal 
Council of Agiieultiual Eeseaich I doubt veiy much if the Government 
of India had not come foiwaid vuth the initial lump sum of 25 lakhs and 
recmrmg fund of 7| lakhs, there vould have been any piospect of getting 
all the schemes by then own officeis Then theie is the Indian Bed Cross' 
'Societj^ which is a piovmcial oiganisation We do not accept its control 
Though the idea of having institutions on a cential basis appealed very 
advisable fiom the ' point of view of eo-ordination, we cannot go agamst 
general sentiment in the first place of people having voice and control 
with legard to the money vhich they themselves collect and the work 
which they themselves have to do Secondlj^ that kind of imagination 
has not yet taken hold of the people wheie in the inteiests of the country 
they will saciifice their control My thud, aigument is this 
Everything leally has come fiom the top If we really want an oiganisa- 
tion based on populai aviII, it must now be given an oppoitunity to come 
up from the bottom These oiganisations aie giowmg up I have been 
in the movement during the last 20 years and I find that the fedeiation 
spirit IS taking hold of the people If we jump up all at once without 
having: regal d to the method which is followed I think you will find it 
very difficult 

Chairman I simply vant to say one woid He dragged m the question 
of finance There is the feeling, wh]^ should money which is contiibuted 
by the tax-payeis of Bombay be utilised to impiove matteis, say, m 
a backward piovince like Bihai and Oiissa We shall meet this paiticular 
point by putting to Mi McDougall youi suggestion to bung item (5) into 
line with items (c), (d) and (a) If you could cut out the woid “oiganise”" 
in (6), if you have no objection to that modification, then my whole idea 
of this being advisory will be completed 

Mr McDougall I am afiaid I shall have to Imow youi opmion in legard 
to the other points you have raised before I shall be piepared to cut out 
‘orgamse’ there 

Mr Ramdas Pantulu Will you cut out the woids ‘and control’^ 

Mr McDougall No, I could not cut out the words ‘and control’ This 
educational ceutre must be undei the control of some authority I can 
jmagine no better authoiity than the lepresentatives who will be appomt- 
ed by the Cential Council by the pio\inces themselves 

Mr Ramdas Pantulu It will have a Board of its own but the promo- 
tion of that institution and orgamsation might well be taken up by a 
cential authoiity The Chairman mentioned to you the present difficulty 
of financing it from the central Government It is a real difficulty- 
Therefore, I am contemplatmg a separate body to actually run it, just 
as you have a marketing board This education will also be run by another 
board but it will give this council all the powers to advise and tell them 
exactly what they have to do and also have a scheme ready for them 
Therefore, if i>ou 'vish to promote an all-India educational centre for 
research and higher education and give it its own board, the question 
of who IS to set it up must be considered later Are you agreeable to 
tha.t change ? 

Mr McDougall Before I should be prepared do alter that, I should ihke 
ft little time tor considering that . ' 
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iody IS based on the demociatic contiol of the Unions If you show me 
that you can secuie that, the difficulty will be over But let me tell Dr 
Trip, you need not go away with the idea that if the functions of a body like 
the one you suggest aie merely to be advisory that they will not be effective 
The Eeseaich Council as a body mcoipoiated undei the Indian Societies 
Act Originally, the idea was to constitute it under the executive order 
of the Goveinoi -General in Council, framing rules retaining ponvei to remove 
and appoint members and so on But at the first meetmg, ^\■hen it vas 
organised, the general idea of both the officials and non-officials was that 
the better system was to remove it fiom the Central Government’s puiview 
except for ceitain purposes of helping it Therefore, we now register it 
under the Indian Societies Act as a corporation and its functions are re- 
search and advisory so far as the piovmce is concerned As a matter of 
fact provinces have not only resented the arrangement but they have 
taken kindly to it that there are moie and more applications for help 
from this body Government gave a grant of 25 lakhs lump sum first and 
7^ lakhs lecuiiing 'and more money will be forthcoming because the Govern, 
ment have shown then full sympathy vnth this object Therefore, though 
it IS a non-official organisation, organised as a corporation under the 
Societies Act, it has very many potentialities without any power of control 
It IS exercising enormous influence All the provinces are flocking to it 
for giants and for advice Therefore, even if your scheme for the centrali- 
sation of co-ordinated research and other things is planned somewhat on 
the lines of the Eesearch Council io which Government will contnbute 
its quota and the provincial organisations contribute then quota, I promise 
you it will be a very useful and strong body in spite of the fact that 
theoretical control is not embodied m it If you can modify your scheme 
so as to eliminate the element of control an it, it might have a veiw good 
chance of being accepted by the committee I 

Mr MoDougall You have put up a very good case but we have to go 
hack to constitutional matters again when I say that, in my opinion, a 
great mistake was made in not having a federal control over agriculture 
as a whole 

Mr Bamdas Pantulu It is in the melting pot now It is not too late 

Chairman You say that about agriculture, other people say that about 
mdustries 

Ml McDougall Industries are localised 

Chan man That is your view, but many people strongly take the view 
that industrial development can only be possible on right lines if it is 
centralised Once we start on these lines wh^- could not education be a 
federation subject then^ It is one of the most important items in the 
well-being of a nation Why should not sanitation be a centralised subject ^ 
As it IS, 50U may not hold that view, but if you had some doctor experts 
here they would say most certainly I have had two educationists dis- 
cussmg with me this question of education being a federal subject Indus- 
tries, undoubted!}’’, I know ‘ Then we come back to the position that perhaps 
having that motto in view the Government of the country should be unitary 
and not iedeial That is the .reason I said, I am not prepared here ^ 
discuss constitution I looked at it from & more practical ,|)oint jof '^yiew. 
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Dr Hyder They have got to go before the Finance Committee, they 
have got to justify eveiything, but it was distinctly stated — our Chairman 
will know what the meaning is — ^that the administrative officers collectively 
form eithei a depaitment by themselves oi are linked to the J)eparlment 
of Education, Health and Land« 

Chaiiman So fai as T knov\, the Vice-Chaiiinnn of that body nowianks 
with the Secietaxies of the Goveinmcnt of India and his woik is included 
in the poitfoho of the Membei for the Dejiaitmont of Education, Health 
and Lands That is vhat piobably you aie lefeiring to The main point 
is that it IS not a conti oiling authoiity It is an advisoiy body, but since 
it has to spend money which is c:iven to it by the Government of India, 
a soit of liaison has been established beiween it and a Depaitment of the 
Government of India Its executive head functions as n Rocietan to 
Government 

Mr Devadhai No contiibution comes fiom any provincial Govern- 
ment Theio aie piovincial committees 

Ml McDougall When I hist thought of a Cential Co-opeiaiivo Council, 
'I wondeied it I could make a ca'^e foi a new Depaitment of State, eilled 
the Co-opeiative Depaitment Fiom the point of view of the magnitude 
of the woik which has yet to be done I think it will bo justified I then 
thought it would be unfoitunate to scpaiato the Depaitment of Agiiculturo 
fiom that of co-opeiation and that Agiicultuic and Co-opeiation should be 
hnked togethei I think it is on the whole bottei to attach Co-operalion 
to the Pepaitment of Agiicultuie 

Ml Eamdas Panhdu Natuially, it will be so In fact Co-opoiation 
is under the same Ministei or the Member of Gov’einment w’ho is in charge 
■of Health and Lands Theiefoie, it may be made an adjunct to the Agn- 
eultuial Council of Eeseaich or it may be another body controlled by some 
Depaitment foi the purpose of administration, but, as the Chaiiman has 
said, the moie fundamental point is vvhethci the body will have controlling 
authoiily ovei piovincial oiganisations How' to establish a connection 
'between this body and the Govcinment of India does noF present many 
difficulties except to the extent that Govcinment will have to decide for 
themselv'cs wdiat they will or will not do So fai as vv'c aie concerned 
we can make a recommendation, without infiinging upon the functions of 
provincial Governments oi piovincial non-official oiganisations, somewhat 
on the lines pioposed But the real point is we aie depiiving this body 
of all contiolhng authoiity and we arc making it an advisory and lesearch 
institute, but you do not piopose to depiive it of all contiolhng authority 
That IS the leal pomt of diffeiencc between -^ou and me With regaid 
to the constitution it is a mattei of no gieat consequence so long as 3'ou 
do not pi ess fot voui demand that it should be dofinitclv placed m eliaigo 
of a mmistei in a contiolhng position The Conlial klinistci may not 
agiee to poweis ot contiolhng the piovuuces, but ho will ccitainly not 
have anv objection to help a body of a leseaich and advisorv chai actor 
like the Pieseaich Council Theie will be ns much objection 01 welcome 
to it as theie will be to the Agiiculturnl Ecscnich Council 

Mr McDougall I have discussed it with the piesent M.nisici of Agii- 
cultuie, Punjab, apd he was heaitily m favoui of a Cential Co-operative 
Council We' did not entei into details 

1 i ‘''Mil 1 M 1 
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Mr Ramdas Pant-iilu Would juu now like to modify as follows item 
(b) of youi first proposal on page 4 with regard to a central co-opeiative 
council — 

(b) To promote an all-India educational centre foi research and 
higher study and training in eo-opeiation^ 

Ml McDoxigall No I should prefer to leave it as it is 

Di Fxiedencii I do not agree with Mr McDougall I have aheady 
expressed my opinion when we discussed the mattei, that the central co- 
operative council should have advisory functions with regard to the pro- 
posals made I tlunk this central co-operative council could do much more 
useful work in case it gets advisory functions 

Chairman It has been noted 

Mr Devadhai You v ant to give it a controlling position 

Dr Fnedencli Not controlling, only advisory 

Ml McDougall You have my view Here there is a difference of 
opinion between us 

Ml Ramdas Pantulu With regard to the constitution of the Central 
Co-operative Council I have given you a small draft Will you kindly say 
whether it will suit you^* 

The Central Co-operative Council shall be the apex mstitution for the 
provincial institutes, on the board of which may be represented, besides 
the provincial co-operative mstitutes, the co-operative departments of the 
various provinces and the Department of Education, Health and Lands 
of the Government of India It shall be registered under the Co-operative 
Societies Act oi some other appropriate enactment We recommend tbat 
the provincial Governments and the Central Government should render 
it such financial assistance as may be necessary to enable it to function 
efficiently 

Mr McDougall This Department will be entirely independent of the 
Ministry of Agriculture 

Ml Ramdas Pantulu Just as much dependent as the present Council 
of Agricultural Research is 

Di Hydei The Council of Agricultural Research has been declared 
a Department of the Government of India under the Department of 
Education, Health and Lands Ytou may verify this from Sii T Vi]aya 
Raghava Acharya 

Mr McDougall I have no objection if that is what Mr Ramdas 
Rantulu contemplates 

Mr Ramdas Pantulu The Research Council is a registered corpora- 
tion under a parliculai enactment It is not an actual department, but 
it has the same effect Take the Tata Research Institute to which the 
Legislature sends some representatives Government finances it, it is 
represented on it, and has a voice in its administration Therei is a pro- 
vision in the constitution of the Research Council that changes are to be 
made by a resolution of the Council and not by the executive orders of 
the Government of India ' 
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■fcjhe last few years Goveinment have distinctly mstiucted [Registrars not 
to undeitake these responsibilities but to leave them entirely to financing 
■agencies, and so in many piovmees loan applications do not go through, 
the Hegistiai oi Assistant Eegistiai They come to the central hanlcs 
through the Supervising Body The Calvert Committee (the Committee 
/bn Co-operation m Burma, 1928-29) says that these two functions in 
Burma should be left to the Registrar, namcl}^, fixing the borrowing power 
of members and recommending the grant of loans without undertakmg 
any financial responsibility The Government of Burma, in passmg a 
resolution upon the Report, said 

“A more contioversial point is raised when the Committee proceed 
to recommend that the cc-opeiative staff should attempt to 
advise the financing body whether the maximum normal 
credit limit cf a society is reasonable or not m view of rural 
conditions and that applications for loans other than crop 
loans shodld be 'submitted through the Junior Assistant Re- 
gistiar The suggestion, of course, is that though the respon- 
sibility foi granting a loan must rest entnely wnth the financing 
agency, the advice of the co-operative staff sliould be at the 
disposal of the financing agency As at present advised, 
howevei, though they have not yet anivcd at a final conclu- 
sion, the Government are disposed to feel that even the 
giving of official advice as to the granting of loans would 
weaken the Bank’s sense of responsibility and might end m 
placing the department in much the same relation to the 
financing agencies as that in wdiich it was involved m the 
case of the piovmeial bank, and urovisionally they are of 
opinion that Recommendations 55 and 56 should not be 
accepted ” 

Recommendation 55 is about the fixing of limits and 56 about the sanction 
of loans Eventually, Goveinment have confirmed the order that the 
Registrar should neither advise with regard to the fixing of loans nor 
advise with regard to the sanctioning of loans With regard to financial 
/affairs, there is no service now'’ w'hich Registrais are required to do 

Oh MuLhtar Singh But this is not so in the United Provinces 

Chairman It is quite different in the United Provinces Here is the 
Report of the Co-operative Committee of the United Provinces in 1926 
(This has now become ancient history) 

"Owing to the initiative and help given by Government from the 
outset, the movement has always been identified with Govern- 
ment and IS still geneiallv regarded by the people of this 
nio’vincs as a Government movement " 

Mr Devadhai I think you haA’’c been to the United Piovinces and the 
Punjab where the movement is differently organized and differently con- 
ducted from what is done in provinces like Bombay and Madras Our 
practice is as follows the society as a laile, is organized bv an honorary 
organizer and generally no initiative is 'taken by Goveinment in the matter 
Their function comes in w'hen we send any definite proposal Then it is 
referred to the Assistant Registrar He examines it and in doing So’ he 



^om He sees a Goveinment servant coming along, and ie looks upon 
co-opeiative money as Government money 

Ghamnan It is curious to me that an Inspector can go to a village and 
tell them, ‘I have got money and it will be made available for loans if you 
start a co-operative society ’ To my mind, that is not the Government 
conception of a co-opeiative society 

Gh MnlJitai Singh About 9 months back we applied foi 13 societies 
being legistered Out of them 6 were turned do\vn Inspectors do not 
act as Mr McDougall suggests 

Chan man Undei the present conditions an Inspectoi cannot go to a 
Village and tell the people, “I have come with a thousand rupees in my 
pocket If you weie to stait heie a co-operative credit society, that 
thousand rupees i\ill be available foi the giant of loans to the people ’ 
As I undei stand the aiiangcment, when an Inspectoi ,goes to a village, 
he will have to tell them ‘Look heie, if jou foim yourselves into a society, 
produce a statement of youi assets, w^e will fix the limit up to which you 
can bonow money’ If you accept the losponsibility of unlimited liability 
or limited liability, wdiatevei it is, it may be possible to start an associa- 
tion and giant loans to people” Now the granting of loans depends on two 
things, firstly , on the Eegistrai granting registration to the institution and 
secondly, if local deposits aie not forthcoming, on the institution satisfying 
the distnct bank if it obtains a loan fiom the distiict bank that it would be 
able to lepaj the loan to the distnct banlc Until that stage no money is 
forthcoming Thezefoie I thought it was puiely some looseness in wording 
When vou stressed the point, the impression I gathered w’as that the 
Inspectoi goes to the village and gets hold of the people and tells them 
'I have a thousand rupees in my pocket and if you weie to start a society 
in this yollagc this amount w'ould be available for loans ’ That, to my 
mind, IS not drawing the picture as it should be drawm 

Gh MuJihtar Si7iqh The proceduie in the United Provinces at any rate 
in Meenit, is like this we send an, organiser, who is an official, first he 
igoes to different villages and talks to various people, remaining m the 
Ivillages for 10 or days and sometimes a month There is a [Separate 
(organizing fund for this purpose Sometimes he has to go three or four 
(times before he decides the proper village wdiere he can start a society 
He takes the signature of the villageis and the papers are sent to the 
district bank Then the directors examine the papers and if they like, 
they send one of then director to see for himself whether the right sort 
of people arc pining the society The papers aie then sent to the 
Begistiar who has to sanction the legistiation I have never found 
(that all the societies we have sent up have been registered, at least 25 
per cent will be rejected It is not possible that anybody would go and 
simply offer the money to form a society 

Mr Ram (la's Pantulu Let me make my position clear There are two 
matters which would certainly suffer if Government had some financial 
connection The Pi-egistrar usually used to fix before-hand the maximum 
limits up to which money could be lent to societies The other service 
he was rendering was the recommending of loans applied for to the central 
hanks The loan applications used to be sent through the Eegistrar anfl 
tAssistant Eegistrar and their lecommendatiops used to be , taken ‘.Jn 
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Mr Lainond The latest leport of the Eegistiar of Co operative 
“Societies, Madras, contains this statemerlt — 

“In accordance with the orders of the Government, the Deputy 
Begistiais were instructed to devote their attention to recti- 
fication 01 liquidation of existing bad societies lather than 
to the foimation of new societies The resuli A\as that 
although 1,338 applications for legistiation of societies were 
received only 534 were complied with ’’ ' 

That show's that Government is behind the mo\eraent 

Chairman I am suie on that point that every villagei understands it 
Ch Mukhtai Singh In the United Piovinces the Distiict Othcer is the 
Chaiiman o± the Central Danks 

Mr McDougall I think we aie leall} splitting haiis What 1 said 
was “If they could go to a village and inform the people that they had 
money at then command to give aw'ay in credits it a society was formed, 
etc “ That does not mean it is money m their pockets They can go 
to a village and say “If you can see youi way to get su&cient members 
to combine to form a co-operative credit society, I can get you the funds ’’ 
They have not to say that the papers have to be laid betoie the bank, and 
even if they do so, that does not altei the principle involved They can 
go to the bank and say ‘I have a village heie with SO members who are 
going to form themselves into a society, can I get the money?” The very 
iact that these people go there, not necessarily as Government represen- 
tatives, but with the stamp of Government behind them, m itself affects 
the attitude of the people The money is not there There is the offer, 
and in the event of theii.foiming themselves into a society, there is very 
gieat likelihood of the money being secuied That>is the impression we 
gained You can make a slight altei ation m the woiding, but I have 
not the slightest hesitation in saving that that is the impression we gamed 
in some paits of the countiy 

Ml Ramdas Pantulu What Mi Lamond says is different With 
regaid to registration, he says theie is the statutoiy order of the Eegistrar 
about the formation of new societies 

Mr Lamond The feeling is that Goveinmenl aic behind the movement 
Mr Ramdas Pantvln It is not the feeling, Government arc behind the 
movement The Eegistrar gives the advice , he is the fiiend, philosopher 
and guide of the people Nobody is under delusion with regaid to money. 

Chairman If you read the w'hole paiagiaph, you will see what impres- 
sion it leaves in your mind There is the district bank oi central bank 
which IS the permanent financing authoi itj' and it must be satisfied before 
it would agiee to the formation of a piimaiy society Theiefoic, it is not 
a question of the Inspector or anybody "else, unless it is admitted that the 
primary financing authorities do then business badly , and if they do 
their bufeihess badly, the Central Co-operative Council will not in any 
way help the situation It is the relation of the paragraph with refei- 
-ence to the whole scheme that is the subject of criticism 

Mr Ramdas Pantulu If you ask the Begistiars m how many cases 
central banks really ask him for registration, you will find that vfery few 
“do so 



845 


finds out whether theie is any genuine desire on the part of the people 
for a society A good deal of intelligent piopaganda woik is done as far 
as possible by means of lectures, etc to let the people know what must 
be done When I was conducting the debt redemption co-operative societies 
for sweepeis, scavengers, mill hands, etc in Bombay, Mr Crosthwaite 
who was the Eegistrax of Co-operative Societies in the Cential Provinces, 
was surprised to find that I had formed societies on unlimited liability 
basis for that class of people and he wanted to know whether they under 
stood what was meant by unlimited liability When he came to Bombay 
and went aiound with me, he put that question to the men and they gave 
him satisfactory answers Such societies generally do not leave that 
part of instructional work unfinished 

Dr Fiicclerich The feeling that Government is lesponsible foi co- 
operative woik IS in reality theie The Eepoit of the Centrally Administered 
Aieas Committee says on pages 212-213 — 

“The co-operative cential banks are undoubtedly able to attract 
outside deposits, but except in Ajmer-Merwaia, far too large 
a proportion of these outside deposits comes from local bodies, 
officials, institutions and rmnois, due laigely to a widespread 
feeling that Government is in some way responsible for the 
safety of the depositors’ money ’’ 

Chairman Here this goes further and the way that Mr McDougall 
put it IS the crux of the thing It does not mean that anybody can go 
to a village, collect the villagers and tell them “I have got in my pocket 
one thousand rupees of Government’s money and now if you start a 
society, you will immediately get one thousand rupees ’’ That possibly 
cannot be the feeling, because as Ch Mukhtar Singh pointed out in 
regard to the United Provinces before that can be formed, the financing 
authority which is not Government, but a distnct or central bank, has got 
to approve of it financially as it will piobably have to make the first loan on 
w^hich the primary society can start its operations and even the district bank 
is not the final authority The application then goes to the Kegistiar and 
he may, in spite of the acceptance of that particular institution by the 
district bank, turn down the proposal Therefore, when it was said that 
this was understood to be the position in the United Provinces it was very 
difficult for me to take it as it stood The Inspector or organizer carmot 
go there with the thousand rupees in his pocket 

Ch Muhhtai Singh He has no money 

Chairman He can collect the people and tell them ‘if you sign this 
application and if you produce your haisyat, I shall send up the application 
to the district bank, and if they are satisfied, perhaps, you may have a 
co-opeiative society here ’’ That is the process Therefore, the human 
element in the Inspector, etc , does not count for a good deal. The 
Inspector knows that he cannot start the primary society, however human 
he may be and whatever kudos he may want to gam, until he persuades- 
the district bank in the first instance and ultimately the Eegistrar to 
agree to the establishment of that society That is really Mr Eamdas 
Pantulu’s point 
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Mr Ramdas Pantulu I ask these questions because the last sentence 
of your paiagiaph conveys a veiy distinct idea to my mind that you do 
want an all-India staff You say “The army of co-operatois in India can 
no moie afford to have a weak division than can an aimy in the field ” 
This shows that you want a regimental system by which the provincial' 
legiments of co-opeiatois should be put under a central Commander-m- 
Chief 

Mr McDougall Aftei all the co-ojieiative movement in India is an 
army and there are piovineial legiments It is certainly advisable that 
the piovinces should have as much control ovei their aiea as possible 
consistent with the opei aliens of the Central Co-ordinating Council 

Mr Ramdas Pantulu Can you give us some idea of the authority that 
you aie leally contemplating? 

Chanman I shall puisue the mattei a httle furthei We have been 
told that in the United Piovinces the provincial regiment is weak, and 
as it IS weak the opointions in that piovince aie less successful than the 
operations in some of the other piovinces Is it youi idea that the central 
Commandei-in-Chief should tell this piovmcial legiment to go fastei 
nrespective of what the attitude of the piovincial Government may be on 
the subject 9 

Ml, McDougall My intention is that the Cential Council should know 
what IS going on in that piovince and in the other piovinces and be in 
a position to tell that province what is wrong with it Whether they are 
going to say that it is advisable to look into things and improve the posi- 
tion 01 whether they aie going to say that the position must be altered 
and ceitain definite steps taken will depend entirely on the constitution 
of the Committee which will be set up to consider what the duties of the 
Cential Council will be I have no hesitation in saymg that these two 
things can only be defined clearly after the most careful investigation and 
reseaich I know very well what the snags are and how difficult it would 
be to arrive at a proper understanding 

Mr Ramdas Pantulu The illustrations you give are not conclusive to 
my mind about the soundness of your proposal For instance, you say “If 
the banking section is weak in one province, then it reacts on the financial 
secuiity of the others and on the confidence of the public in the stability 
of co-operative banking in general ” I do Bot think that the failure of 
co-operation in Burma or its weakness m the United Piovinces or its 
weakness at one time in the Central Provinces had any effect either in 
Madras or Bombay at any time so far as I know I have been con- 
nected with the movement for about 15 yeais land I am fully familiar 
with the conditions in those piovinces I do not think that an all-India 
staff can prevent this catastrophe, nor is theie any dangei of the finances 
of one province being affected by the financial laiiangements being 
weak m another province Unless you elucidate youi point, it is some- 
what difficult to accept the statement 

Mr McDougall It is the case in general If vou have a seiious bank 
failuie in one part of the country, it will affect the stability of the banks 
and the confidence of the people generally 

Chairman It may be so in a small country but is it a fact in laige 
countries like the United States of America? There have recently been 
several bank failures in some of the States in U S A Has that affected 
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Mr Lamond The leporfc of the Eegistrar of Madias says this — 

“The cential banks apparently lely on unlimited liability to safe- 
guaid then inteiest, but too much rehance on this and too 
little regard for business principles will jeopardise the interests 
of the bank ” 

Ch Mukhtai Stngh There is too much officialism so far as the United 
Provinces is concerned 

Mr Bdvidas PanUdu I am afraid we are rather straying away from 
the point 

Chatrinan As it stands, this gives the impression that greater official 
mteifeience is contemplated The whole scheme is that there is a certam 
4imount of official interference in the provinces Mr McDougall wants 
to add to it official interference at the top, so that he is certainly not 
supporting Ch Mukhtai Singh’s point of view that it is because of this 
official interference in the United Provinces where it is said to be greater, 
that the moA’ement there has not developed to the same extent as it 
has in other provinces 

Ml Ramdas Pantulu I would tell Mr Lamond for his information 
that central and provincial hanks are supporting the Registrars in their 
policy of refusing to register The central banks themselves ask the Re- 
gistrar not to register because they find their position somewhat piecarious 

Chairman The essence of it is that, whatevei safeguaids there are, 
•they are inadequate 

Ml Ramdas Pantulu You say — 

“The co-operative movement is of such importance that it is neces- 
sary to have ■vvhat might be called a General staff to co- 
ordinate the whole throughout the -vffiole of India ’’ 

"What kind of staff do you contemplate^ 

Mr McDougall I am contemplating the staff to be trained bj the 
Council wuth wffiich w’’e are largely m agreement 

Mr Ramdas Pantulu If it is staff to be empolyed in the various 
organizations or departments in the provinces, I can understand, but you 
refer to staff “to co-ordinate the w'hole throughout the whole of India ” 

Mr McDougall I also include m the general staff the representatives 
■of the provinces ■who will be on the Central Council 

Mr Ramdas Pantulu I wonder whether you are thinking of a Diiector- 
G-eneral of Co-operation to co-ordinate the activities of the various 
Registrars 

Mr McDougall That depends on the amount of executive authority 
which you give to the Central Council 

Mr Ramdas Pantulu You are not contemplating any All-India Co- 
operative Service? 

Mr. McDougall Not in that sense I wish to r'etain tbe ahtonomy 6f 
tlie provinces as far as possible 
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Mr McDougall It could not But my pomt is that if this Council hud 
been in existence foi the past 20 yeais, it would have been able to build up 
a very sound banking and auditing oiganisation and the movement would 
have been m a position to over-ride any stoim successfully 

Ml Bamdas Pantulu The othei example which you say is where you 
contemplate the consohdation of holdings You say that if theie were an 
aU-India oiganisation, the pubhc opinion legaiding the consolidation of hold- 
ings would have been leaUy consolidated throughout India and theie would 
have been a chance of an enactment being passed by the Cential Govern- 
ment YTiile one would lecogmse the gieat impoitanee of 30U1 suggestion 
regarding the consohdation of holdings, it seems to me that the task wiU 
be almost hopeless I am of opinion that an all-India body cannot enter 
into these matters and these should be laigely determined by the local 
conditions at issue Probably, if Sii Chunilal hlehta had taken a more 
advanced distiict foi caiijing out his experiments, he vould have succeeded 
in creating a favouiable leception Therefore, to my mind, the solution 
of this problem cannot be done on an all-India basis It is more provincial 
and even local to my mind 

Mr McDougall You suggest that the matter should be taken up by 
one district 01 a group of distiicts in a province 

Chairman It can only be taken up if the public opinion is willing to 
subsciibe to it and that bnngs out Mi Biamdas Pantiilu's point that the 
work could be better managed by provincial organisations and by provincial 
01 district propaganda than by a Central Coimcil of the nature you recom- 
mend I have had some expenence of an attempt at Cential legislation 
like this, legislation which affects what you may call the social law of the 
people of this country — and there is the Hindu law and the Mohammadan 
law and other complications — and what happened in the end to that parti- 
cular legislation is a matter which is well known to most gentlemen in this 
room Now then Mr Eamdas’ point, with which I am in entire agree- 
ment, IS that this IS a matter which should be left entirelj’^ to the provmcial 
and local organisations You can only begin from much smaller units and 
that woik can only be done by local organisations You cannot all at once 
create an all-India opimon by legislation at the Centre Even in an 
advanced provmce like Bombay an energetic Minister of the local Govern- 
ment found it impossible to carry through the provincial legislative council 
a measme hke this These are our lecent experiences Even if there had 
been a Central Organisation for the past 20 or 30 years, the same would 
have been the result That is the position 

Mr McDougall It is a matter of opinion My view is that if the 
Central Committee, representative of all the pi evinces, supported a move- 
ment for consohdation by press propaganda and in other wavs it would 
have a most profound effect 

Chairman You mav have this opinion after studying the conditions of 
this country by going about the country for about three months But I 
would hke it to go on record that the opimon of we people, who have spent 
years of our lives in this country and had varied expenence in co-operation 
and other matters, hold a different opinion and it is our consideied view that 
even if the All-India Council had been m exidyjnce for the last 50 yeais 
it would not have solved this question at all. 
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the position of banks thioughout the United States? Would you go so 
iai as to say that’ 

Mr McBougall I should eeitainl} sa}' that it would have an effect 

Sii Hugh Cache Certainlj , it has had in India in the past 

Chairman Take foi example the Aibuthnot failuie in Madras It 
ana}' have been a private business, but it was a big banking mstitution 

Sii Hugh Cache The failure of the People’s Bank did ceitainly cause 
^ sensation 

Chairman Th People’s Bank only affected Northern India It ceitainly 
'did not affect Bengal Some people say that the failuie of the People’s 
Bank was not a failure at all If Lala Haikishen Lai had been here, he 
would have probably gone the othei -uay and said that certain other factors 
were at the bottom of the reason foi that Bank’s failure I do not want 
to pursue the People’s Bank failure 

Sir Hugh Cade I know something about it and I can say that it 
had a definite set-back thioughout India 

Chairman The point is vhethei it gave a definite set-back to banking 
activities in the countr 5 ’ 

Sir Hugh Cache I am not lefeiiing to individual bank failures I refer 
to the bank failures that occurred in 1913 which gave really a set-back in 
"this country 

Chav man The point of Mi Bamdas is that when there is a particular 
bank failure in one particular province the position in the other provinces 
vill not be affected and Mi Bamdas has given his ovn experience with 
regard to the voiking of the co-opeiative banks in Madias that when the 
co-operative banks were in tioiiblous times m Burma and Central Provinces, 
rhe position did not affect the co-opeiative banks in other provinces of 
India 

Ml McDaugall AU that I can is that we differ on this point M^> 
point IS that failure in one Province is bound to react on other Of course, 
if the Government is belund the movement, then it is a different matter 

Ml Bamdas Pantvhi po vou think that the iDiovmcial Eegistrars are 
so Ignorant of the general conditions of the other pio^nnces as not to be 
able to advise the co-opeiatois of that province and dischaige the same 
duties las \ou are now prescribing to the Central Board’ You are avare 
that the Eegistrars are peifectlv informed of all phases of co-operation 
through the annual conferences of Eegistiars when all the Eegistrars freely 
exchange then views I ms.^ sa\ that I have the privilege of knowing 
personally all the Eegistiais of Co-opeiative societies m this countiv and 
my view is that thev aie ceidamly m a position to give very sound advice 
on co-opeiative matters in then own provinces 

Ml McDaugall Mv owrr Mew is, from the impressions that I have 
gathered, that if the present crisis continued, then the whole movement will 
be in danger 

Chnnman That crisis of vhiclr ^ou aie talking of is due to the geneial 
depression in the countiv and Mr Eamdas’ point is how can that crisis 
be avoided even if we stait an All-India Council as suggested by you’ 

VoL IV 3 E 
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Mr McDotigall The question whetliei Madias lequiies a real bank- 
mg expert is again a matter of opinion But the latest lepoit of the 
Begistuai of Madias makes me hesitate to accept that idea that advice by 
an expeit banker is not lequiied in Madras and I have also leason to 
believe that there is also much loom foi lmplo^ement in the matter of 
auditing and supervision 

Ch MiilJitar Singh The point seems to me that the fact that the 
Pun]ab has started having a banking expeit is not a ground foi other 
piovinces to follow suit Natuiallj', if the expeiiment succeeds and if the 
othei piovinces think it necessary, then they ‘oill have to follow the lead 
of the Puniab And, theiefoie, at least foi some time to come Iheie 
will not be unanimity 

Mr McDougall It may be That is why I say that the Ccntial 
Council should be established w'hich wuU watch the exfieriments made in 
the diffeient piovinces and guide them aught 

Mr Bamdas Pantulu I am afiaid it may not be a right question to 
ask, but may I ask wdiat experiments and improvements which you find 
in the Pun]ab aie lacking in Madias to ]ustify youi lemarks*^ 

Mr McDougall I can only lefei you to the Eegistiais 

Ml Bamdas Pantulu The question w'as definitely laised bi the Town- 
send Committee on Co-operation in Madias Mr Townsend was the 
Financial Commissioner in the Punjab He had a long correspondence 
with the Eegistia’ of Co-opeiative Societies m this respect to find out 
w^hat improvements have been effected in the Punjab bj the banking 
expert and w^hat achievements have been realised And ultimately he 
did not stress the point in the Committee I quite agree that the co- 
operative movement has progressed much more than in other provinces 
in this country But I do not think that co-operative banking is in any 
way stronger than it is in Madias and Bombay This will be frilh home 
out by a reference to the balance-sheets 

Ml. McDougall It was naturally quite impossible for us to examine 
details 

Mr Bamdas Pantulu Therefore, you have no mateiral other than this 
to base your remarks that there is no unanimity m working? 

Dv Fiiederich My view is that much useful work has been done by 
the financial adviser of the Punjab in guiding the general banlnng business, 
the pohey wuth regard to the rates of mteiest, granting of credits by 
provincial and central banks and so on I do not know, however, what 
detailed work has been done up to now by the financial advisei of the 
Punjab 

Mr Bamdas Pantulu Take the case of the Bombay Provincial Co- 
operative Bank, for instance The destinies of this bank are guided by 
no less personages than Sn Chunilal Mehta, Sir Lalubhai Samaldas and 
Ml Vailrunth Mehta Do you think that any other banlnng adbisei could 
render more help or more advice than these gentlemen? 

Mr McDougall That depends on the financial condition as well 

Chairman Therefore, the need for uiuty 'does not arise 

Mr McDougall If co-operation m Bombay has sufficiently able tech- 
mcal advice from these gentlemen, then it can be said that they haye 
-expeiis 
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Mr McDougall Again I say that it is a mattei of opinion I difier 
from yoni -view 

Mr, Eamdas Pantulu You say “Many cnqunies have been held and a 
numhei of co-operative experts from eveiy Piovince m India have visited 
Europe and othez countries There is not yet unifoimity The experience 
gained by such enquines and visits should not be hmited to one Piovince, 
but should be made use of by the whole of the co-operative movement 
througout India” Will you kindly enlighten me on what points unanimity 
IS lacking^ Most of the functions of the co-opeiative oiganisations aie 
controlled and regulated by one Co-opeiative Act which lays down practi- 
calty unanimous principles for the whole of India 

Mr McDougall The co-operative movement in the Pun]ab has made 
\eiy great ef¥oi*ts to establish co-opeiative unions in the province 

Ml Eamdas Pantulu Except that theie is no Piovmcial Bank m the 
United Province, the Co-operative Union in that province is woilung just 
on the same lines as in other provinces except possibly wuth regard to the 
degree of official control but that is due to difteient eucumstances m the 
provinces It has been the general pohcy of Government that where there 
are enough non-offieial workers the Goverarment would not mterfere as 
far as possible In Madias, for example, we got whatever w’’e wanted but 
in matters like auditing w'-e have requested the Government to continue 
its hold In all respects my mformation is that there is practical unani- 
mity in the w oiking of the movement in al! provinces 

Ml McDougall In the Punjab, recently, a banking expert has been 
attached to the co-operative movement, and so far as I am aware no other 
province in the country has done so 

Mr Lamond Was not this discussed m ]\Iadras’ 

Ml Eamdas Pantulu Our Eegistiai has got access to the Imperial 
Bank of India and I do not think the latter disobliges us And generally, 
our Secretaries of co-opeiativo banks are all well qualified men more or 
less equal in status to the commercial bank managers and are paid very 
good salaries like Es 1,000 to Es 1,500 per mensem 

Mr Devadhai Is it your idea that such an officer should be appointed 
in each province? 

Ml McDougall Yes 

Mr Eamdas Pantulu With regard to the two difierent matters, the 
creation of an All-India Co-operative Bank and All-India Central Mortage 
Corporation, I notice that both Bi Eriederich and yourself are not m 
favour of the same In our view these two organisations are the best that 
should be set up from the point of view of creating central organisations 

Mr McDougall We have noticed that the system works very well 
under the guidance of the expert banker and the central banks have 
expressed the opinion that the advice and supervision exercised have proved 
to be very distinctly advantageous 

Chairman Pursuing that pomt you think that there must be unanimity 
m that mattei and -you do not attach any other consideration, "with regard 
to circumstances in the provinces, e g , Madras where Mr Eamdas Pantulu 
has told us the relations betw^een the Imperial Bank and the co-operative 
banks have been really cordial and the Secretaries of the co-operative banks 
are reallv very efficient men with high qualifications and so on 
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D? Fnedeuch I shmk umfyang would be necessary especially with 
regaid to supeivision and audit In my papei I made the proposal of 
staitmg distiict unions and provincial unions I can tell you from experi- 
ence, not only of my counti}'', but of other countries foi nearly all over 
Europe and even countries outside Europe, that with these unions com- 
bining super-vision, audit land training tlie best results have been achieved 
everywhere You already have a number of superposing unions but my 
proposal is to form these unions all over India and to e-^pand the voik 
I am for individual work and I hope my proposal pvill be studied very 
thoroughly I proposed district unions because I knou that co-operatne 
work IS to a very large extent individual work If jou haie small districts, 
a union may be formed for trvo distiiets But these district unions must 
be co-ordinated within the vhole province and, therefore, an iipex union, 
a provincial union I gave these apex unions not only advisoiv powers — - 
I proposed advisory boards for both district unions and provincial unions, — 
but the provincial union vnth a Begistiai in charge shall have with legard 
'CO district unions even controlling popvei The central co-opei-otivo coiwcil, 
however, should have only, advisor power 

Chan man That we fully understand But we are nopp on a specific 
point That is, Mr Bamdas pp'anted to know Iiopp ppiII the establishment 
of this All-India Council lead to the realisation of the desirable slate of 
affairs to which Mr McDougall refers, namclp' the establishment of a 
unifymg social forced You aie talking of audit unions and superpision 
unions, but he is referring to the establishment of a unifving social force 

Friodench I think it is not necessaiy that I giPe my opinion once 
more It is a dissention on piinciple Of couise, if jou hap-e advisory 
boards, you cannot much unify 

Clianman We understand jour point of difference wnth Mr McDougall 
very pp^ell Mr Bamdas is trying to find out as to how this Ali-Indin 
Council — it may be adpisoiy or it may be controlling — is likely to establish 
ja unifying social force throughout India 

Dr Frirderich In case of an advisory board it is impossible to unify. 

<Chaninan That w'^e understand But Mr Kamdas vpants to know 
what he meant by that 

Ml McDougall In countries where education is more advanced than 
it IS here the cultivators have formed themselves into w'hat they call 
Farmers’ Unions In England these Farmers’ Unions have been estab- 
lished entirely apart from the co-operative movement Now’' in India I 
think the co-operative movement is of such impoi-tance that it is necessar-y 
to keep the movement at the head of all agiioultuial combinations and 
I should like this council ultimately to develop a spirit of close union and 
■combination amongst all the cultivators throughout India In England 
in our Farmers’ Umon we have Count) Farmers’ Unions and these Unions 
are represented by a central executive that sits in London on which are 
representatives from each of the Counties They are m this pp'ay m direct 
touch with farmers Whenever any questions of importance arise, they 
are referred back to the County Unions pp'here they are discussed and ulti- 
matelv’ you get the combmed, thought of all-England on the various pro- 
blems which arise Now the co-operative movement, in my opmion, is the 
onlv possible movement that can co-ordinate the interests of all cultivators 
m India If you ultimately have a sufficiently developed co-operative 
movement, you will have not only your central council but wnll probably 
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Chan man The Bombay Piovmcial Bank has managed to do it because 
these jDeople have taken an interest m the development of co-opeiation in 
that province Sii Chimilal Mehta, Finance Member, was actually in 
charge of agnculture and he is a public spiiited man who is keenly in- 
terested in the development of his province m various directions He tried 
his utmost to get the Bombay Legislative Council pass legislation for the 
consolidation of small holdmgs but he failed, /and, therefore, when he gave 
up his membership, he went into this bank and is now taking considerable 
interest in the management Mr Pantulu’s and my pomt is precisely 
this, where is the essential need for uniformity m a matter of this soiii? 
The Punjab may have found a bankmg expert vei’y useful because local 
talent was not available As it is there i3 a certain amount of feeling on 
the subject and when jou talked of Piegistiais, etc , I kept quiet, but 
there is your case for uniformity and I am only puisumg it from that 
point of view If m another province the co-operative Indians could pro- 
vide adequate banking expert knowledge, why should it form some central 
organisation for the sake of uniformity 

Mr McDougall Would it not be a good thing even for Bombay to 
have a banker on the staS who would take over the lesponsibihties of 
seeing that the banking orgamsation in the whole area was mamtamed and 
wherever possible improved, because I assume that even Bombay might 
be improved 

Chairman That may be But you cannot say to what extent improve- 
ment has taken place in the Punjab since this expei't banker was taken on 
the staff You simply say that the Eegistrai told you it was wmking very 
well In Bombay we have not heard the Eegistiar saying these eminent 
people are not managing then affairs properly and, therefore, it is purely 
a question of uniformity I want to know where comes in the need for 
uniformity 

Mr McDougall I am still of the oiunion that even m Bombay it would 
be a source of great advantage to have a banker there Then he can be 
depended on to take charge of the banking side of the business He will 
be there to wmk out new schemes, new reforms and new safeguards 

Chairman Yery well, we need not pursue this matter further 

Mr Eamdas Paniulu With regard to your last sentence on page 8 
“Even from the point of view of the desirability of establishing a rmifying- 
social force throughout India ’’ Will you kindly explain that^ 

Mr McDougall You have a country here of three hundred milhon 
people, approximately, dependent on agricultuie The ryot or the culti- 
vator as a whole is a mian who finds it very difficult to take part in public 
life or to get his opinion with regard to all matters pertaining to his welfare 
made effective There is no unifying force m his life I consider that 
through this central council a great wmk of that kind w’^ould be possible 

Ml Eamdas Pantulu Was any work of that kind done by the Pro- 
vmcial co-operative movement^ 

Mr McDougall Yes 

Mr Eamdas Pantulu You think it is not sufficient^ 

Ml McDougall No That is provincial You should not stop at the 
Provinces 

Mr Eamdas Panhdu Unifying social fores'^ 
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their ehaige I submit to j-ou that the\ defeat then own object because 
land moitgage banks have been established to all evaate human miseries 

Mr McDougall That is so 

Di Hydei In so fai as people aie weak and get the money and aie 
unable to pay it back and then loans aie lequired by the mortgage bank, 
the failuie is written on the poitols of the co-opeiative moitgage bank 
because it defeats the object foi which it has been established 

Ml McDo-ugall But unioitunatelj* we cannot help that 

Di Hyder We come to the piactical side of the mattei and that is to 
whom should it sell^ Should it sell only to agiicultuiists or to anybody^ 

Mr. McDougall No I lefei to that latei on The light to sell to 
anybody should not be allowed It would only be to bona fide agii- 
culturists 

AD DevadJiai Except with the peimission of the Collecfcoi land could 
not be sold to non-agrieultuiists 

Mr Bamdas Payitulu With legaid to the eo-opeiative society, it is not 
defined as agiicultuiistic Theiefoie, land cannot be sold to the co-opeia- 
tive society 

AD Devadhai I am talking of the Land Alienation Act He is pio- 
posmg some modification so that co-opeiative land moitgage banks may be 
entitled to take possession of them as ovneis 

AD Bamdas Pantulu I was m agieement about that With legard to 
Di Hydei’s point we quite recognise that the intention is to see that a 
boiiowei does not lose his land It is leaUy to save him from the clutches 
of the money-lender But ultimately if a man does default m payment 
theie ought to be some way in which the bank can lecovei its dues 
Therefore, we aie piovidiug foi the banks having legal remedy Moreover, 
the land moitgage bank is the convention of the debtors themselves, 
therefore, it is not likely to act against their own interests 

AD' AIcDougall With regard to whom it should be sold, I will leave 
it to local conditions I will leave ic to the local legislature and public 
opinion to decide whether the land should be sold only to agncultuiists 
01 other people If the debentures are purchased by the public, they 
must have confidence that ultimately when the property is sold it will fetch 
a good price If the Punjab think it should be sold only to agncultuiists 
by all means let them do so 

Di Hyder This applies only to selling Moitgage can be given to 
anj-body for 20 years 

AD Bamdas Pantulu Yes, onlj to seU There are two other pomts 
on which I want youi opmion With legaid to the land moitgage banks 
m India there is no other legislation except oui Tiansfei of Property Act, 
which more or less is the legislation which applies to all moitgages 
whether by banks or by co-opeiabive societies oi by individuals You must 
get a decree from the court m default of payment It has been suggested by 
some piovmcial committees that these banks should be entrusted wirh the 
power to sell outside the court, as an Enghsh mortgagee has the right to 
sell They should not be driven to a court to obtain a final decree There- 
would be very great difficulty in realising this money Would you advocate 
that? 



spilt up into sections, on winch, will be lepiesented, say, fruit growers, cotton 
gioweis and many others They will be able to meet under the roof of 
iihe central council and wdl be able to express themselves there They 
Will get m direct touch with legislature, and with the Council of Besearch 
for instance They will be able to make known then grievances and offer 
opinions as to how they can be remedied 

Mr Eamdas Pantulu I understand you to say that an AU-India Co- 
operative Council will give oppoitumties to the agricultural population of 
this counti-y to come together and discuss their common needs and any 
difficulties — that a sort of co-operative brotherhood wiU be established? 

Mr McDougall That is so 

Ml Bamdas Pantulu Then we come to Mortgage Banks — ^page 9 of 
jom notes I wiU leave the ffist paragraph to the end because you speak 
of the defaulters m the Punjab co-operative banks and we will deal with 
them a little later on Your second paragraph raises a very important 
(juestion I do not propose to discuss the general desnabihty or otherwise 
of these Land Alienation Acts It is largely a question of policy and my 
personal view is that it ought to be left to the local legislatures But with 
regard to one matter — you want an alteration in the Punjab Act so as to 
permit co-operative land mortgage banks to purchase and sell their deben- 
tures You want that because these co-operatrve land mor*tgage banks are 
leally associatrons of the agriculturists and agriculturists combined in 
a company should be able to purchase agricultural land and unless banks 
have that power the debentures of the co-operative banks will not be sound 
securities in the market But that is a question which affects only one pro- 
vince, namely, the Punjab So you arc content with that particular le- 
form? 

Mr McDougall Yes 

Dr Hyder The position is this, we do not wish to discuss these Ahena- 
tion Acts but the Act does not apply only to the Punjab A similar Act 
exists more or less for the whole of India in different forms For mstanees, 
take the provinces one by one — ^it is applicable to the Frontier, the Punjab, 
at IS in operation in the U P and there is the Encumbered Estates Act m 
Sind It IS in operation in portions of Bombay, specially m the Bhils 
tract Then you come to Bihar and Onssa, Chota Nagpur 

Mr Devadhar There is the Deccan Agricultural Belief Act 

Mr Bain das Pantulu It is true that to some small extent except m 
the Punjab and Chota Nagpur and Bundelkhand with regard to the major 
piovmces like Bengal, Bihar and Orissa, Central Provinces, Bombay, 
Madias I will say for practical purposes they do not exist Of course, 
your suggestion can be extended to those areas which Dr Hyder has 
mentioned and if there are land mortgage banks there, I suppose you 
will say that co-operative land mortgage banks ought to permit the purchase 
-and sale of land I am quite m agreement with that If that is your 
suggestion, I have nothing more to say 

Dr Hyder I should like to be quite clear as regards ihis additional 
power which you propose giving to these land mortgage banks m these 
various provmces Suppose the land mortgage bank acquues this right to 
pui chase and sell or to hold Let us look at the practical side as weU as the 
object for which these banks are established In so far as land comes under 
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12th March 1931. 


Ml Jtiamdas Pantulv We weie on the Land Moitgage Banks yester* 
-day You mention (on page 11) the purposes for which money may be 
advanced by land moitgage banks I think they aie geneially m accord- 
ance with the recommendations of the Eoyal Commission on Agncultuie 
and the Begistiais’ Confeience With legard to item (2) on that page — ^the 
period of the loan — of comse the loan will be given foi the period the 
borrower wants subject to a maximum of 20 yeais May I suggest that 
the period should be fixed with due regard to the repaying capacity of 
the borrower 9 You say that in the Punjab one-thiid of the boiroyeis aie 
•defaulters I have exammed the working of the Punjab Land mortgage- 
banks very carefully, and I think that this is due to the fact that they have 
lestiacted the maximum penod to ten yeais Looking at the repaying 
capacity of men having 10 or 8 acres who borrow large sums of money 
•ten years will be hardly sufficient 

Ml McDongall In my own country it would be utteilj useless 

Ml Bavidas Pantulu Your Moitgage Credits Corporation gives loans 
for 60 years 

V 

Mr McDougall I have a good deal of personal experience, and in 
the great majority of cases which have come under my personal obserwa- 
tion the period is 60 years 

Ml Ramdas Pantulu I agree with your recommendation that the 
maMimim should be 20 to 25 years l^ou will, I think, agree if I lay 
stress upon the fact that the period should be fixed with due regard to 
the repaving capacity of the borrower and with a view to permit the man to 
repay the debt out of his agricultural income in a certam number of 
years That is the most important criterion There is no use m advanc- 
ing money to a man who although he may say he will return it m five 
years cannot do so, because he will be a defaulter 

Mr McDougall I quite agree On this subject I vould ask jou to 
consider the advisabihty of fixing the period definitely, as I say, m stated 
periods of 5, 10, 15, instead of giving loans, to one repayable after 8 years, 
and to another after 5 years 

Chan man You would like that it would be dependent not only on the 
purpose, but also on the capacity of the borrower to repay 

Mr McDougall Yes 

Chairman You would prefer that the maximum period should for the 
present be 20 years it may be extended to 30 later on 

Mr McDougall I should very strongly urge that that pomt should be 
most carefully considered I know in England 20 years will be utterly 
impossible 

Chairman Therefore you do not lay stress upon the point that the 
maximum should be 20 years 
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Mr McDovgall Yes, I thiiik so 

Mr Ramclas Pantulu Theie is one other point, namely, 'witii legaid to 
the insolvency law of this country If a man boiiows and afteivaids 
moitgages his property a co-opeiative land moxtgage bank has haidly any 
means of knowing what unsecuied debts aie cieated by the borrower 
The Royal Commission lefeis to it The luiial insolvency law must be 
simplified and the mortgage banks must be given protection from the 
ordinary insolvency law You will agree ^ 

Mr McDougall Yes 
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Chairman Heie you say tjhat the shaie capital should be piovided by 
Goveiument which means what has been done is not wholly correct, and 
that when othei land moifcgage banks aie started in futuie, the share 
capital should be piovided by piovincial Governments Is that your idea^ 

Mr McDougall Yes 

Chanman Why do you not w^ant the share capital to be subsciibed by 
the pubhc oi by co-opeiators? 

Mr McDougall I discussed this veij'^ caiefully wuth my banking" 
colleagues I thought it was as well t-o consult expert bankeis on the 
mattei I myself was not at all ceitain as to whatevei Government 
assistance should be in the foim of debentuies oi shaie capital My 
colleagues aie veiy stiongly of the opinion that in the event of Government 
gnmg support to these banks which m oui opinion is requiied in one foim or 
another, it might be bettei foi Government to take up shaie capital lather 
than debentuies 

Chairman Di Tup will be heie this afternoon We will ask him w^hy 
he advocates this? 

Di Fiiedench We have diffeient kinds of mortgage banks There is 
one class caDed Landsehaften which have no share capital of then owm, 
but are under special pubhc contiol, then w'e have moitgage banlcs called 
Hypothekenbanken wdiich as m the case of ]oint stock banks aie pro- 
vided by shareholdeis and not b} Government 

Chairman They aie leally joint stock concerns 

Dr Fnedeiich Some of these moitgage banks as joint stock banks 
have a special guiaiantee wath regard to the late of interest on then 
debentuies that is the only assistance given by Government Then 
there are institutions which give long term mortgages, the capital of 
which is more or less provided by municipalities but not by the State The 
chief reason wdiv we recommend rhat a part of the share caprtal should 
be provided by Government is this We must consider that the members 
of these co-operative moitgage banks are debtors and are not in a good 
financial position, and if they have to take up the share capital it will be a 
heavy burden to them These moitgage banks have to issue debentuies 
and for debentures security must be there and then, and that security 
will be provided by the shaie capital and the reserves It would really 
be a burden to mortgagers to supply the share capital 

Chanman (To Di Hydei) I think that the arrangement now in force 
in India had the blessing of the Eoyal Agncultuial Commission 

Dr Hydei Yes Our recommendations are 

The resolution passed by the Conference of Eegistiais of 1926 m 
favoui of the establishment of land mortgage banks is 
endorsed 

Land mortgage banks should be established under the provisions of 
the Co-operative Acts 

The guarantee of interest on the debentures of land moitgage banks- 
is the most suitable form in w^hich assistance to these banks 
can be given by Government 
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M? McDougall Yes, at tbe veiy commencement 

Ml BamCias Paniulu The difficulty of a shoit period is that a laige 
instalment becomes necessary In Madras we charge mteiest at 9 pei 
.cent — ^now it is 8 pei cent If the loan is foi 16^ years at 9 pea cent 
it will work out for repayment of the piincipal and interest m this peiiod 
to an annual mstalment of 12 per cent of the money borrowed It is a 
very heavy amount to lepay, one-eighth of the amount borrowed We 
aie sticking to 20 years according to the advice of oui Eegistrar, but you 
will have no objection if m couise of tune action is taken to extend the 
penod if necessary 

Mr McDougall None wdiatever, on the contrary I recommend it 
very strongly 

2\Ii Rauidas Panluht With legaid to capital, wffiv do you say that 
the share capital should lie provided by Government with a paid up issue 
of 10 per cent of the amount which may be required to estabhsh the 
corporation Of couise State aid we all welcome to the extent that it is 
necessary To mj^ knov ledge, neither the Pimjab, nor Madias, nor 
Bombay find it necessary to ask Government to invest any money m the 
primary land moidgage banks We are able to put up the share capital 
I will tell you wffiy it is not necessary to ask Government If the pi open - 
tion IS one fifth, the ooirower brings Es 100 towards capital and asks for a 
loan of Es 500 That share capital is always there He cannot get a 
loan unless he mvests in the share capital the required amount The 
contribution to the capital of central and provincial banks is kept at the 
same ratio The share capital thus automatically comes from borrowers 

In addition to that, for the mnnmg of the banlc and for other pui’poses 
we collect shares from individuals who are not borrowers From these 
sources we find ample share caprtal has been derived, and in fact m 
Madras we had to stop issumg any more shares because the whole share 
capital was subscribed in the course of a month or so Mr Eamachandra 
Eao, our President, has issued mstructions that no more share capital 
will be received Theiefoie our expenence is that it is wholly urmeees- 
sary to go to Government for this help We are creating far too many 
State banks, and I should like to spare one more if it is possible 

'Chairman What do you do in Bombay^ 

Mr. Devadhai We ask for subscription of debentures 

Chairman You take no share capital fiom the provincial Government 

Mr Devadhar No There was a proposal that central banks may 
fioat debentures, but the advice given was that thej can be better sub- 
scribed by people if they were issued in the name of a central institution 
and Government also subscribed 

Chairman No share capital w'^as subbciibed bv Government There- 
fore, as I understand it, the position is this that no portion of the share 
capital of mortgage banks that have been already started in India has been 
provided by piovmcial Governments 

Mr McDougall That is so 



862 


Mr Eamdas Paniulu The Bniocla Laud i\Ioitgagc Committee, the con- 
clusions o£ uhich A\e have accepted, sa^ that it is a pinctico m some places 
to do awa'y uith the foutuvo o£ the sliaio capital altogothoi and stiictly 
spoalnug, shaie capital is not ^ol\ neccssni^ foi a laud moitgage bank. 

With icgaid to (!') “dobcntuies should bo issued in the raaikct ■without 
a special guatautcc ol the Govoinnicnt ', all 1 ha\o to say is that the 
Eoval Commission on Agiicultiuc and the Eogisiiais' Confoioncos o£ 1926 
and 1928 ha^c locommcndcd the guiuantcc of inteiost on debentures as a 
far bcitci method of State assistance than <5ubseiibiug cithei to the share 
capital or debcntuics Yoiu \icw is ducclly m conflict with this? 

Mr McDongall It is 

Chainuan Heic again is it Di Tup’s suggestion? 

Mr McDougaU ISIot outuol} 1 luuo discussed this question vith 
coitain bankois and also -with land moitgage banks in England and these 
aie strongly of opinion that it is bettci foi Go^clnmcnt to know what its 
commiimouts 'ieall> are than guaiantcouig intoiost on debontuios 

Cliainnan If that ib the objection, did }Ou at all discuss uith those 
bankcis whcthoi bj giuuantoeing mteicsl on dobentuios foi a specified 
peiiod they do oi do not cntoi into unlimited liabilities? The method of 
guaiantoomg lutoiost on dobentuios accoiding to the Indian system is 
that mtciest oa dcbentuies is guaiantced loi a ccifcain peiiod oi up to a 
maMinum hunt foi debcntuics lai-^ed u it Inn a coil am peiiod 

itf? Eavuhiis P'iniitln In Madias it is 50 lakhs laiscd foi live jcais 

ChatiDian Theicfoic no question of unlimited liability of Goioinmcnt 
does aiisc 

Ml Eavuhis Panliiht W'lth icgaid to (a) '“the pioportion of shaie 
capital to the debontuios issued should be as 1 to 5’’, it is a question 
uhothoi the shaio capital should be high oi low Undci the system wo 
ha^o lecommondcd and which is adopted b^ Bnioda, it is as low ns 5 pel 
cent, using up to 20 pel cent 

With logaid to (d), floating dobcntuies foi a loiigci peiiod than loans^ 
when we foiined the Pioviucuil Ccntial Land Moitgage Banks m Madias, 
wo consideied the matter at gieat length, but w^e found ccitain practical 
difficulties in adopting it Boi instance il we nd^ance loans foi 20 a oars 
and if we float dobentuios foi 25 vcais, thoio will bo tins difficulty if le- 
payments all come in at the end of 20 ^cals ns w'o cxpoct them to do, 
then the dobentiiics will not fall in foi ledcmption foi anothoi five ycais 
So wo have got to m%cst this mone\ foi 5 Acais oi to ic-loan it If wo 
le-loan it, it will not be available foi anothci 5 \eais If wo invest it, 
we would not get a piopei ictiiin, because gonoialh debentures eaiiv a 
higher late of interest and om shoit-tcim investment will not bring m a 
letaun to cover the intoicst Theiofoio wo have decided to make the 
period of dobentuie and the pciiod of loan almost s\nelnomsc as fai as 
possible Wo cannot ahvavs make it so, but as fai as possible, oiii ideal 
is quite the opposite of what vou have locommcnded 

Mr McDouqall As a mattoi of general pimeiplo T have no hesita- 
tion in saying that ’^ou are porfectlv light and if voui local conditions do 
not require this. I would bo quite prepared to leave it altogether Luiinr*' 
mv speedy and cursoir tour through India I had a lot of discussion about 
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Goveinment assistance to land mortgage oanlrs m the form of sub- 
sciiption to their debentmes is not lecommended 
Ml Bamdas Pantulu Oo-opeiatois all ovei India think that really no 
shaie capital is necessaiy at all foi these land mcitgage banks for the 
reason that debentuie holders aie seemed by the mortgages executed by 
the boiioweis That is the position heie We lend somewhere between 
33 and 40 pei cent of the market value of the assets although the bye 
lavs allow up to 50 per cent Imdei the English Act you can go up to 
66 per cent \A'e are, therefore, very conservatrve in the proportion of 
om loan to the value of the assets So the debentuie holders are fully 
secured by the actual mortgages which arc transfen ed to a third pai'ty, 
the Eegibticxi, called the trustee He holds these mortgages and trust 
•deed to see that the land mortgage banks fulfil their obligations to deben- 
ture holders The trust deed gives him power actually to enter upon the 
management of these banks vhen there is any laxity in management 
Therefore co-operators have been saving that there is no necessity at all 
to have an}’’ share capital on the model of the banks m Germany 
But the Baioda Committee and the Eegistiais Conference thought that 
•share capital may be collected, so that if there is any default in the pay- 
ment of interest to debenture holders the money vail be forthcoming, and 
that such share capital will give shareholders who are boiiov^eis some in- 
iteiest in the working of the society They vill not be merely borrowers, 
hut borrov'ers and shareholders The trend of opinion is that the share 
capital should be as loiv as possible, and the idea of a very high share 
capital being put up is quite foreigu to our opinion If there is any 
-advantage in it we vail certainly consider it 

Chairman T see that the Eoyal Commission on Agriculture have said 
that a reasonable share of the share capital should be taken by Govem- 
meut in order to assure the investing public 

Mr McDougaU We veie of the opinion that in the e^ent of Gov- 
ernment having to gne aiiA suptpoit at all it vas better to give it by share 
capital than in any other v ay 

Clianman We will pursue that mattei vith Dr Trip Apparently it 
vas based on some AmeiiCtan system The Baioda Committee v^ent 
into the mattei very fully and they did not recommend the adoption of 
the German sy^stem It vas some Ameiican arrangement rvhich they re- 
commended and vdnch the Eoral Conmrission, after examinmg the Indian 
conditions, blessed It mav be that,,the German system is different, but 
we have been told by certain bankers in some other connection ihat rvhat 
IS good for Germany may not be good for India or vhat is good for 
Holland may not be good foi India I vas simply trying to find out the 
basis of this recommendation which is at variance vath the arrangements 
prevailing m India at the present moment and the arrangements blessed by 
•the Eoyal Commission on Agiicultme We shall ask Dr Tup about it 

Dr Fiiedcuch You have not such big estates as v^e have in Germany; 

you have small agriculturists and therefore I do not recommend the 
German system for India 

Chairman We shall discuss with Dr Trip the point of this recom- 
mendation If rve are to accept the recommendation, it means that every 
existing land mortgage bank in India vill have to be reconstructed on 
this basis 
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Chau man Youi point is that the piovincial bank should be a sort of 
npex bank and it should have blanches spiead ovei suitable aieas, not 
necessarily in each district It may cover more than one district, and in 
particular localities it may be necessary to have even moie than one of 
these banks for one distiict 

Mi McBongall That is so 

Mr Ramdas PanUdu What is the kmd of connection which you will 
establish between the ciedit societies and the land moitgage banks which 
vou are thinking of*^ 

Mr McDougall Heie I have lecommended that wheievei possible 
the Distinct Bank should be housed in the same office as the Cential bank 
and that the Manage) of the Central Bank and the Distiict Bank should 
he one and the same peison That is a matter which acquired very 
seiious consideration The only expert with whom I have discussed is 
Ml Bailing who was in Delhi last week foi a couple of houis He was 
against the pioposal to stait with He thought that the funds of the tv o 
societies might be used wiongly and mixed up and he said lie w’^ould con- 
sidei the matter a,nd let me Icnow'- his obseivations 

Dr Fiiedencli I am opposed to this proposal and peisonall} I am not 
for this mixture 

Ml McDougall I do think it veiy highly desiiable that theie should 
be some link between the Cential Bank, if you fix the aiea, and the 
Moitgage Bank, to enable the lattei to Imow exactly what the commit- 
ments of applicants aie and on the other hand, to enable the Central 
Bank oi the ciedit societies to know then position 

Ml Ramclas PanUdu I fully lealise that if a membei of a co-opeia- 
tive ciedit society is applying for a loan fiom a Land Moitgage Bank you 
should have infoionation as to the commitments of the ciedit society In 
fact eveiy loan application mentions not only Eis debts to the ciedit socie- 
"ties, but also to every outsider 

Ohanman Do you get the co-opeiative part of it checked^ 

Ml Ramdas PanUdu We check it with the village 'pancliayat oi the 
Secietaiiat oi Union The supeivisoi or Government Inspectoi oi some- 
body else infoians us as to the correctness of the statement, and to that 
extent we observe youi caution To that extent youi advice is perfectly 
sound and we aie already tiymg to follow it Do vou w^ant that the 
members of the Land Moitgage Banks should necessaiilv be members of 
the co-opeiative ciedit societies in that aiea^ 

Mr McDougall I am afraid I have not considered it 

Dr Friederwli In my opinion it is not necessary I do not see any 
reason for it 

Chan man But you have no objection'’ 

Di Frcidench No, but then he has unlimited liability with regard to 
the loan society and limited liability with legaid to the mortgage bank 

Ml McDougall In any case I do not think it is necessary that a 
■member of a mortgage bank should be a membei of a co-opeiative credit 
•society He may only require credit for a mortgage loan 
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the difficulties owing to the exceptional conditions pievalent in India, 
such as long peiiods of drought, etc , which make it well mgh impossible 
foi mortgage banks to be earned on on the same strict Imes as they are 
earned on m England If the conditions aie such that they do not 
lequire this, so fai as land moitgage banks are concerned, I have no obiec- 
tion The point onlj^ aiose fiom a geneial impression which I gained 

Chan man The conditions vary in diffeient paits of India Peihaps 
in a piovmce like C P which piobably gets famine more frequently than 
a province like Madias, that precaution may be necessary, but it may 
have an undesirable efiect in a province hke Madias 

Ml McDougall If it is not necessary, it may be undesirable 

Chairman Moreover even in the same province conditions in different 
tracts differ and' therefore a land mortgage Dank operating all over the 
piovmce may onl} be partially affected with the condition which you have 
mentioned You vould not stress this points 

Ml McDougall No, I do not 

Ml Bamdas Pantulu In your next pomt you refer to district banks 
May I know what idea you have got of land moitgage banks when, you 
speak of district banks ^ There may be a good deal to be sard for havmg 
one bank for each district, but for the present in Madras and even in the 
Punjab these are not district banks, these are small banks with a very 
hmited area, the idea being that the borrowers may know each other and 
the co-operative members can mutually control over the operations, the way 
in which money is spent may be secured and other co-operative ideals 
may be enforced through small land mortgage banks Whether later on 
we have to form central banks for a group of them just as private socie- 
ties, or whether we should have a distnct bank and make these branches is 
engagmg the attention of the Madras co-operators If you will kmdly 
tell us what exacth you consider to be a better aiTangement, we will 
certainly give our consideration to it , 

Mr McDougall I thank there is a confusion here I did not realize 
when I wrote this that in India vou had what are called pohtical districts 
I think under ordinary conditions a pohtical district is too large I was 
thinlang more of the districts served by a central bank where the central 
banks are pretty w’^ell established as I saw it in the Punjab I am not m 
favour of confining the operations of these moitgage banks to too small 
an area If the directors lealH take an interest in their business, it is 
quite possible to secure a fairly large area efficiently run Short-term 
credit societies and long term moitgage banks are entirely different You 
have got your money on mortgage The man cannot run away with 
the land and in inv opinion it would ultimately lead to better results 
if really strong banks w^ere established which would cover a fairly large 
area What the extent of that area should be^ I am not prepared to 
sav I am mclined to think that it would be well worth yom while to 
consider, where the short term credit movement is well established, whe- 
ther it should not be done m areas covered by central banks But I leallv 
fail to see what real benefit would arise from creating an innumerable 
number of small district moitgage banks The difficulties of supei vision 
would be greater and I do not think that the benefits ansing from a closer 
co-opeiation in smaller area would compensate for the other disadvantage-: 
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the conditions of the piovmce and place wheie the Land Moitgage BanL. 
is situated so as to know exactljj^ how the payment is to be regulated, 
have you an^ objection^ 

Mr McDougall The great advantage is that it makes it so much 
pioie simple 

Mr Ram das Pantuln But the paj'ments for all the years will be 
■equal and the difficulty will be, the period being short and the interest 
high, that it works up to a veij large amount 

Ml McDougall But in the long run it works out an exactly the same 
way 

Ghaiiman But, Mr Eamdas Pantulu’s pomt, as I rmdeistand it, is 
this a man takes a loan and improves his land, it wull not be possible 
for him to pay a heavy instalments m the earhei j-eais If you 
reduce the instalments m the earlier years and increase them in the 
later years when he expects the capital obtained by him from the pro- 
ductivity, then that w’^ould benefit him Otherwise, having got a loan 
from the Land Mortgage Bank, he may have to go to another money- 
lender m oidei to pay his armual instalment on equated basis The 
capital sunk by him having not reached the stage of productivity, he may 
be compelled to go to a moneylender and get the money if the system of 
equated payments is to be absolute All that Mr Bantulu wants to 
know is whether you have any strong objection to the repayments bemg 
made, not on an equal basis, but (the object aimed at being the same) m a 
certain number of yeart, at a certain rate of interest, and to meet the 
special conditions he would have to be let off with an easier payment, say- 
in the first four or five years, thereafter the payments being gradually 
increased 

Mr McDougall The trouble is that the land can deteiioiate as w^ell 
•as improve and then the burden at the end of the period becomes heaviei 

Chairman Theiefoie on the balance you would advise adherence to 
-the system of equated payments? 

Mr McDougall Yes 

Mr Ramdas Pantulu We are adhering to it, but theie nave been 
complaints from borrow'-ers saying that you should not expect them to 
make a heavy^ payment in the begmnmg but to give them easier instal- 
ments, increasing them gradually I am puttmg it from the point of view 
of the borroweis, but I mav tell you that in Madias w'e have fiamed the 
bye-laws in such a w-ay as to give the liberty m this matter to the banlc, 
hut the bank has not adopted the other system 

Mr McDougall Another objection to the system suggested is this 
It IS only human nature for the man to wait, if he gets easier instal- 
ments in the beginning, until towards the end of the period conditions 
may anse that would make it impossible for him to lepay the instal- 
ments It IS better to make him realise what his commitments really are 

Chairman But you would not object to the continuance of the discre- 
tionary power which is now vested in the management of the Land Mort- 
gage Bank in that matter in the area’ 

Mr McDougall No 
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Ml Ramdas PanUilu Wliy I ask you tins question is that in the 
eailiei Land Mortgage Banks in the Punjab theie is such a condition and 
even to-day the bye-laws lequiie that he should be a membei of a credit 
societj'^ befoie he can join a land mortgage bank 

Gliauman With legard to your statement that " the piopoition of 
loan to the security will largely depend on the alterations which may be 
made in the existing laws”, is it the piopoition of loan to be granted by 
the Land Mortgage Bank to a honowei oi does this lefei to the piopoition 
of a loan to be gi anted by Government 9 What is the security? You have 
aheady said that Government’s financial assistance to these banks should 
be confined to piovision of share capital If that is so, I do not know what 
the loan means Is the share capital mtended to be a loan by Govern- 
ment^ I think this IS a new sentence and lefeis probably to the loan to 
be gianted b_v the bank itself to a bonowei Are you leferiing to the 
loan by the Land Moitgage Banlr to the borrowei? 

Mr McDouffall Yes, it should he a new paiagiaph 

Mr Ramdas Panhilu Y'ou suggest that ‘‘the payment of capioal and 
mteiest should be done on the lines adopted b^ the Enghsh Land Mort- 
gage Coiporation” You mean principal and interest^ 

Ml McDougall Yes 

Mr Ramdas Panliihi So youi lecommendation is that it must be a 
scheme of amortisation bj^ equated payments^ 

Ml McDougall Yes 

Chairman You would not object if we put a main heading ‘ Condi- 
tions on which loans aie to be giantcd by a Land Moitgage Bank to its 
boiioweis” befoie 30UI sentence ‘ the proportion of loan to the secunty 
Mill laigelv depend, etc ” 

Mr McDougall I accept that It will be a neM paiagiaph 

Mr Ramdas Pantulu With legaid to the suggestion as to the 
amoitisation of 11101 tgages by equated payments on the Enghsh Land Mort- 
gage Corporation basis, there is this difficulty Looking at the tables given 
in this book ‘‘the Piactice and Law of Banking” bj' Sheldon on the opera- 
tions of the English Land Mortgage Coipoiation, I find that the period 
allowed iS so long and the interest charged is so low that youi payments 
■work ouli to 1 or-s small figures On page 441 of the book you find that if 
the penod is — 

£ s d 

50 years it is onlj’’ . . .2173 per -6100 half year 

40 „ „ „ 3 0 11 

30 „ „ „ 3 7 11 

20 „ „ „ 4 3 9 

and so on But in India the interest) is so hea-vy and the period suggested 

so shoit that the equated payment system 'otII necessarily involve pay- 
ments of much larger size than under the Enghsh Land Mortgage Oorpoia- 
tion Suppose we adopt one of the two other alternative systems, namely, 
of paving a fixed portion of the principal, one-twentieth, and mterest, or 
revel se the order of payments and say earlier payments to he smaller and 
later payments larger, so that it -will be easier to pay in latei years a larger 
amount than in enrliei veais If we make suitable changes" according to 
Yol rv 3 IE- 
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Chairman Goveininent now giants loans nudei the Land Improve- 
ment Loans Act Is it done fiee of interest’ 

Ml Devadhar That is tahavi 

Chan man Agncultural loans aie takavi, but loans undei the Land- 
Improvements Act are different, I thmk 

Ch Adulclitai Singh The word takavi is used in regard to loans under 
both the Acts My point is will there be any objection for the instal- 
ments to begin after 2 or 3 years in the case of such loans’ 

Mi McDougall What improvements are \ou thinking of’ 

Ch Muhhiar Singh Supposing a loan is taken for sinlnng a tube well 
It may take even 2 or 3 years for its completion All depends on the 
strata that has to be reached You may have to go dovn e^en to about 
300 feet to reach water My point is that it will not be possible for a 
man who takes such a loan to repay anything during the first 2 or 3 years 
until he IS able to earn something or make use of the well 

Ml McDougall I quite agree It is a cose which lequires careful 
thought and attention 

Ch Muhhtar Singh Where is the difficulty for the Land Mortgage 
Bank to do it’ 

Chairman The difficulty is m the meanw’hile the land mortgage bank 
will have to pay interest on its debentures capital and so on 

Oh Muhhtar Singh I do not for a moment suggest that the interest 
should be remitted but I only say that the instalments of pnncipal and' 
interest should be made payable only after the imjnovement for wduch loan 
has been taken has come into use 

Ml Ramdas Pantulu But in the meantime the debenture and the 
share capital interest has to be paid for by the mortgage bank and how 
can it do so if it only lends out without getting anything in return by way 
of at least interest? 

Ch Muhhtar Singh The capital can be utilised 

Mr Ramdas Pantulu That will be hardly sufficient I qmte see your 
point Mr Mukhtai Singh This was considered by the organisers of the 
land mortgage banks both in Bombay and Madras and they found out that 
unless there was a very large amount of share capital and Government 
also contributed for the same the proceeds from which can be utilised for 
paying off interest half yearly to the debenture holders, there w^as no 
way by which a land mortgage bank could suspend the payment of instal- 
ments from its borrowers And moreover, the land mortgage bank can 
only lend, it cannot- exercise any sort of control from its borrowers to 
see that the amount is used up properly foi the purpose w'hich it was 
(asked for 

Mr McDougall Biom the pomt of view of the mortgage banlc I fail 
to see how it is possible to adopt Mr Muklitar Smgh’s suggestion I 
have, how'evei, the most sincere sympathy for the suggestion and consider 
that it is one which should receive the most serious thought The sinlnng 
of a well, particularly, would mean that it would be quite unserviceable 
and unproductive until w'^ater is found 
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Ml Devadhar You aie in favoui of State-aid being given libeially 
to the estabbsbnient of Land Mortgage Banks When you advocate 
sbaie capital by the State, wbat bettei State-aid can be had than that 
I would say that the money advanced to the cultivators when invested 
in the shape of sinking wells oi other impiovements, will take some time 
to brmg a letum Would you theiefore be in favoui of taking no interest 
for the first five or ten years? 

Mr McDougall I do not think so 

Ml Devadhar Would not that be a moie effective form of State-aid? 

Ml McDougall It is bettei to make every mstitution self-suppoiting 

Mr Devadhar We are talking m the language of relative teims If 
you agree that the money invested will take some time to mature and 
come in the shape of a return and the period will be something like 6 or 
10 yeais, instead of having equated payments I would have moie pay- 
ment of interest for the first ten years and then charge interest side by 
side with a portion of the principal so that the man’s burden may be 
lessened 

Mr McDougall Government will have to pay for the loss , that is a j 
form of Government assistance and Government subsidy 

Mr Devadhar I think there are certain banks m Germany through 
which Government advances some money even without interest for some 
period 

Dr Fnedench Yes, for special kind of Mortgage Banks for supporting 
the small industry 

Mr Devadhar My point is that so long as the principle is there why 
it should not be made applicable in other cases 

Mr McDougall I could not advocate such help foi work done by 
mortgage corporations 

Mr Devadhar In Germany Government even subscribe to the share 
capital and do not charge any mterest for it 

Mr McDougall I can quite understand Government coming to assist- 
ance in the case of a new national industry but agriculture rs not a 
new industry 

Chan man Apart from that if the Government is really satisfied under 
special conditions some peasant wants some relief at the expense of the 
State it can relieve or even suspend the land revenue It will be a more 
direct form of assistance instead of trying to interfere tlirough the opera- 
tions of the mortgage banks It seems to me that a simpler arrangement 
for Government if it is satisfied that it is a case for relief is to grant 
relief in othei ways 

Mr Devadhar In order to get takavi from Government which is 
dependent on the failure of rain, we do not want this man to pray to 
God not to send ram' 

Chairman I thought you were referring only to special conditions of 
•crop failure or other things 

Mr Devadhar My idea was that the functions of land mortgage banks 
included granting of loans for the improvement of land and not the re- 
payment of old debts alone 


3 F 2 
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Gliativian That is what I said at the outset that Government might 
come to the assistance of these pooi peasants if they found the need for 
it Nothing stops the State from doing so 

Oh Mtikhtar Singh I am afraid it will take away the habihty of the 
Government Theie has already been a suggestion in one of the Pro- 
vincial Committees that even the takavi loans for the improvement of 
lands may be distiibuted through moitgage banks when they come into 
being If that be so I am afraid all these land moitgage banks will be 
much worse off 

Chairman I am not so sure of that, because money needed will he 
voted for by the piovincial councils So I hope people will display the 
same amount of interest in the welfare of the peasant as they have done 
in the 10 years of the existing constitution in the past 

Ch Mulchtai Singh Howevei, this is a bigger question Another 
matter which I would like to suggest is whether there wiU be any harm 
if the Government giants a decent amount of money fiee of inteiest to 
the moitgage banks foi impiovement of land to be distiibuted thiough 
that agency and the mteiest for the fiist 2 oi 3 yeais on loans may not be 
chaiged at all by the moitgage banks because the money is already there 

Chan man That aiiangement could be made without detracting from 
the banking aspect of the problem 

Mr McDougall I agree 

Lala Hailcishen Lai Bankmg and insurance prmciples could leally 
be blended m this case I would suggest that the payment of instal- 
ments should be based on the principle of actmial science lather than, 
equated payments The mam idea as that the peasant instead of bemg 
asked to pay interest at a uniform rate is asked to pay interest at the 
rate of say 3 per cent and then the rate is gradually increased up to 
say 6 or 6J pei cent to be reached within a period of 10 years or so 
during which time the whole loan is repaid, instalments of principal also 
increasing with the increase m the rate of interest By so doing the 
banking principle will not be offended against My point is that in addi- 
tion to banking requirements insurance ought to come in many ways and 
in insurance the principle is that many contiabute to the common good 
of all in order to attain what w^e may call statistical success 

Chairman But I might say that from the theoretical and the piac- 
tical point of view it is most sound, but my opinion is that it will take 
several years before we could attam that end The fundamental difficulty 
IS the lack of education especially among the peasantry 

Lala Harkishen Lai I do not agree The insurance has not succeeded 
because no statistics are available I myself devised a scheme which 
because officials will not care to understand what it is all about did not 
come out In insurance now we have graduated payments of premiums 
Here the pimciple of education does not come in at all because an actuarial 
graduated scale has to be placed beforehand Even now without education 
the agriculturist knows that he has to pay 6 per cent If he is assured 
that he is not to pay anything more than that and that we are facilitating 
his work of repayment easy by making him pay by graduated instalments 
I do not see any reason why the agriculturist should not abide bv it I 
think my idea if combined wuth the idea of banking would give him 
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Chairman This is, I think, a mattei which we cannot enforce on th« 
eo-opeiative banks If youi pioposition weie that this boiiower will go 
on paying inteiest horn the beignning but that the repayment of capital 
should not begin until the improvement has been effected, then it is an 
understandable proposition You can then draw up tables of payment 
by making the interest alone payable in the first two years' and thereafter 
the equated payments to include both inteiest and capital, then it is 
not a practical impossibility But then there is the other difficulty which 
has been raised by Mr Ramdas Pantulu with regard to the payments of 
mteiest on debentures half-yearly So then if at all it is to be done it 
will have to be done by raising the interest charge on the boiaoweis 
That bemg so I am not sure whether the agriculturist will be able to 
pay anythmg at all 

Ch MulMai Singh That ina}^ be jour view, but I am speaking from 
the practical pomt of view The fact is that the agi’icultuiist cannot 
pay anything until he is able to benefit from the improvement effected 

Mr McDovgall Are you assuming that the land is entirely un- 
-productive ’ 

Ch Muhhtai Singh My point is this to sink an oidinaij’^ well it will 
cost about Es 1,500, and for a tube well it will cost at least Es 6,000 
For an oidinarj? agiicultuiast, it is absolutely impossible to paj am thing 
until the well has become useful 

Sir Abdul Quaiyum I have got a little experience m this The diffi- 
culty arises when the thing fails The members of co-operative societies 
belong to most backward classes of society They really do not under- 
stand that they have to enter into a banking arrangement They are 
not very serious in undei standing details Sometimes they do not even 
understand whether they wiU have to repay the same or whether it is a 
present given to them That being so if the interest W'eie to be added 
to the principal and allowed to accumulate for the first 2 years or so they 
wall not be able to repay the loan And then as to the difficulty thought 
of that the mortgage bank will find it difficult to pay interest to its 
debenture holders I might say that fear can be removed after 2 or 3 years 
after the bank has come into existence, but in the beginning you should 
no doubt have ample provision for meeting such needs 

Chan man I certainly anticipated your solution but in that case the 
'bank wall have to maintain a certain amount of reserve capital for this 
purpose for which it will not be able to earn any rnterest but the money 
will simply be revolving round the parties Therefore rn order to realise 
fhe interest on such reserwe capital it will naturally have, to raise interest 
■rates on its loans In effect it will come to that 

Mr McDougall Is it a frequent occurrence that after the sinking 
of a well water is not secured*’ 

Dr Hydei If you try to sink a w^ell near the Himalayas you may 
sometimes get at water even within 5 feet, but further down the Jumna 
you cannot get at water even for several feet 

Mr McDougall It is not strictly a banking proposition I should 
fhink that it is a Goveinment proposition 
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to slio'n' him any favoui then m that case the difference in the product 
of the land does not come in 

Ml McDoiigall That is not banking 

LaJa Harhshcii Lai I think we are entering mto extraneous matters 
IMy idea is simplj that theie should be graduated instalments So far 
as loans aie concerned the Act is aheadj there Loans are being advanced 
and the consideiations which led to the passing of the Act are the same 
or ought to he assumed to be the same 

Chairman I fully realised that and that is the reason why I said it may 
be a theoietical proposition but fiom the bank s point of new it has to 
fake into account the points to which i\Ii fMcDougall referred 

Ch Muhhtar Snwh 1 do not agiee with INfr !McDougall that it is 
not a banking point 

Ml l^amdas Panittlu 1 am in support of what you say When I 
suggested to Mi IMeDougall that w e hat e made prot ision m oui bye-laws 
for the St stem of graduated interest, that m the eaihei years it should be 
Jess INIr fMcDougall said he adheied to the view* and he would not object 
to an alternative provision being made m the bt e-laws if necessary I 
have alieadv told vou that oui bank has taken the same view and from 
the point of view of administiation it is adhering to graduated patrments 
But the alternative clause is placed m the bye-laws and %ou say if local 
conditions lequire it in paiticulai places it ma\ be done 

Chairman Theiefoie that piachcallv settles Lala Harkishen Lai’s 
point Then we come to iMr IMukhtai Smgh’s point — that for example 
Government actuallv gives loans mterest fiee foi the first two years and 
he was appiehensive that w*ith the establishment of the land mortgage 
hanks that concession would disappear We are actually discussing that 
and we came to this piovisional conclusion that whatever Government 
wants to do in the interests of the peasant is a Governmental function, 
not a banlnng function and therefore things of that sort must be kept 
separate IMr IMukhtar Singh sard could not the same facilities be siven 
through the bank bv the Government placing at the disposal of tlie bank 
a ceitam sum of monev free of interest If the Government did that 
undoiibtedlv the bank would do it It would not become an unsound 
hanlang proposition That is the position 

Sir Abdul Qatijnm Between the facilities of the banking anangement 
and the Government ari-angement there is a lot of difieience It is not 
so easv to get Government loans fiee of mteiest foi the first two or three 
years That means spending a good deal more than the interest he may 
have got from a bank. 

Chairman It is no use pursmng this point further 

Lala Harhishen Lai Is it leallv a fact that the Government at any 
time gives money free^ 

Ch Mvhhfar Stnah In IT P for tube wells Government did make 
grants 

Chairman It is hardlv necessary to pursue the mattei fiom the bank- 
ing point of view kir klcDougall cannot take any exception to it if 
Government were to place at the disposal of a central land mortgage banlc, 
or sav even the provincial land mortgage bank 5 lakhs and tell them 
^we have given vou this monev free of interest as a quid jiro quo you 
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bettei relief and moie relief than he js leceiving at present, and so far 
as the banks are concerned they would be on safei grounds than they 
are at piesent 

Chan man Now I do not know what statistics you furnish from which 
you will be able to say that m the case of that loan after two years 
the crop output would go up by say X, or his income would go up by, 
Y and that it would go up in successive yeais by anothei A or B and 
that after a ceitain numbei of years after it has reached the peak it 
will drop. 

Lola Harktshen Lai The principle involved is this that accordmg to 
our piesent method it is the method of helping the agricultuiist and at 
the same time to be on the safe side so fai as the loan is concerned 
We have two things in view We have not m view that he should not 
pay, 01 that the bank should make moie money The loan should be 
lealised with ease and without tiouble to the othei man and the other 
man must pay Therefore it is not to see what that well will do — it does 
not depend on the well, it depends on the man himself Supposing he 
boiiows Es 1,000 The fiist year at 6 per cent he must pay Es 60 
Well instead of paying Es 60 aecoiding to the Nawab Sahab if he pays 
nothing his Lioubies increase lathei than deciease Accoiding to me 
his troubles do not increase He has a little discomfort foi the first two 
or thiee yeais, but at the same time he knows the money is not a gift 
I want to get the aveiage of that, and that would be that instead of 
paying 60 he pays 30 and 30 lupees aie postponed The next year he 
pays 30 and 'again 30 is postponed The third yeai is hypothetical If 
the well is leally made the depaitment might chaige 60 rupees, but if the 
well IS not made postpone it for one yeai moie and chaige only 30 Well 
at the end of three years he has paid Es 90 and anothei Es 90 is due 
from him on account of interest Now this Es 90 ought to be spread 
over a numbei of yeais 

Chairman I understand that Mr McDougall has dealt with that 
point If the real point is easing the burden — in the 8th or 9th year he 
may find that his land is becoming less productive and therefore it does 
not meet the problem 

Ch Mukhtar Singh By putting in a well for the first few years he 
must get much more 

Chairman Bor how many years, that is the pomt? 

Ch Mukhtar Singh In the third year he gets much more than He 
ought to have expected because the water is theie In the fourth year 
also For at least 5 years the land must produce more 

Mr McDougall I came across one district in the Punjab where within 
the last few years the whole distnct has become derelict because of the 
fall in the level of the water Assuming this corporation was woilang m 
a district like this, we have to consider it 5 years ago the district 
was apparently prosperous and successful Suddenly the water disappears. 
That is a very serious position 

Ch Mukhtar Singh If that is really what happens then naturally the 
method of sinking wells will have to be discarded 

Sn Ahdul Qaiyum I should like to know whether you are prepared to 
give the man any concession if his scheme fails If you are not will* 
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Chairman As a maifcei o£ fact thcie maj be otliei objections to having: 
him as the chief man Experience in otboi piovmces has lovealed the 
dangeis of having Eogistiais mixed up vith the active headship of one 
of those institutions The Eegistiai is in geneial contiol, that is the 
point, and if he then lotains the active licadship of an institution his 
two functions aie bound to be mixed up and in one province, at any rate, 
the Local Government’s view is that that has led to tiouble 

Ml McDouqall Mi llauidas Pantulu has put foivaid a stiong case 
with logaid to the disadvantages of the Pogisiiai as Chairman All I want 
IS a ically capable Chaiiman 

Mr Bamclas Pantulu The last sentence on page 13 “Wo would 
locommcnd that the bio-laws of (he Mortgage Banks alieady in existence 
in the Punjab should bo used as the basis foi the luJcs and bye-laws 
of the Distiict Banks’’ Heie 30111 idea of unifoimit 3 is once moie put 
foiwaid m a difloicnt maniioi We have vei}' caicfully considered the 
b^e-laws of the Madras Bank and ve have verj widely departed from them 

Chan man kli McDougall vaiits them to be adopted foi the District 
Banks, not piovincial banks 

Ml Bamdab Pantulu Out jiioMncial bank came into existence only 
a few months ago When we ioimed oui land moitgage bank 4 01 5 3 ears 
ago we veiy distinctly depaitcd fiom them If 30 U will kindly turn to 
page 14, paia 3, 3011 wall hud the position of the boiiowei’s lights mention- 
ed veiy bneliy 4o pci cent of the cultivated aiea of the province is 
tilled by the piopiictois themselves Tliciefoio vou find only 53 pci cent 
of the tenants aio really jieisoiis having a light of alienation m their 
holdings and the other people have no light in then holdings If you turn 
to page 15, line 3, wdicic you sa 3 ' 'no advance will be made to n mortgage 
bank if the maximum loan allowed undei its rules exceeds Es 5,000 
01 20 tunes the land icvenue of the land 11101 Igaged, whichcici is less’ 
In kladns the jiosition is tins that oui 2 )iopiietai 3 ’’ tenants undei our 
Tenancy Act, as well as the 13 'otwaii tenants of the Go^clnmont have 
absolute right of any nation There are leally no icstiaints cxceiit in the 
Agency tracts or backw^aid tracts Thoiefoio nenilv 75 or 80 pei cent 
of the tenants aio absolute jnopiietois of the land there With regard 
to paragiaph 6 I will speak fiom 1113 iieisonal experience as a land owner 
On my best land I pay Ps 10 an acie to the Goveinmont In depressed 
times its value is about Es 2,000 In our bye-law^s I am entitled to a 
loan of 50 per cent of the market value, but if w^e adopt the Punjab 
b^’^e-law it moans that on mv veiv valuable land T shall get onlv Es 200^ 
Therefore vou see wo have considerable difficultv m adopting the Punjab’ 
bye-laws as models for oui societ 3 f I am myself a racmbei of a land 
mortgage bank, from which of com sc I hate not boriow'cd but I am 
entitled to bonow* 1,000 lupecs on each acio, and I am only entitled to 
borrow Es 250 on the basis of the Puniab bvc-laivs T can show at 
least 6 01 7 bve-law s wdiich do not suit Madras 01 Bombay so far as 
T Iniow' Will vou press this point? 

Ml McDouqall No, I won’t pi css it at all T find the b 3 C-laws 
adopted by that society to wdnch I have lofeixod woikiug admiiabh’’ there 
They seem to me to meet all lequirements If there are any reasons 
why they should not suit the other provinces I will not make a point of it 
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must not chaige any interest for two yeais foi loans falling under a 
eeitain category, then if the money given is equivalent from the bank's 
point of view to the value of that concession the bank cannot object 
to it as a banking proposition 

Ch MuLhtai Singh In the other case for the mortgage banks also I 
ieel it IS a banking proposition m this way that we have to look to the 
interest of the person and if we find that the person who hoiiows will 
he unable to pay that money we should find out whether we can give 
Iiim son^-e concession or not 

Chaiiman That m special cases is already provided for m banks 
bye-laws It can only then be the graduated payment to which Lala 
Haikishen Lai referred and graduated payments as Mr Ramdas Pantulu 
pointed out are already provided for m the bye-laws of banks m special 
cases, not as an ordinary arrangement 

Ml Ramdas Pantulu The banks are not doing it now 

Lala Plarhishen Lai That ought to be univeisahsed 

Chau man At the present moment we have only two or three of these 
land mortgage banks and the demands for the repayment of old debt 
is such that that is the first part of the problem to tackle 

Mr Ramdas Pantidu On page 13 you say that the provincial mort- 
gage corporation should have the Registrar as Chairman I have three 
'Very different reasons why I personally do not favour this recommendation 
I wiU state them categorically for you to consider At present the 
Registrars occupy important functions by arrangement m ail the other 
provinces where land mortgage banks are not now existing Registrars 
have powers as trustee and general statutory povers of control These 
two functions are so potent that he can certainly prevent anj mismanage- 
ment of these co-operative banks It is not necessary to actually make 
him the admimstrative head of these banks The second is as the Calvert 
Committee m Burma has said as far as possible the official advice m 
financial matters should be reduced to a minimum and almost eliminated 
If the Chief Administrative officer of a bank is to be a Government official 
people are more likely to think it is his money than otherwise The third 
reason that I have in mind is that we are approximating m the advanced 
provinces to the ideal of officialism at the moment which does not mean 
the removal of the control of the Registrars but subject to the statutory 
functions of registration, liquidation and audit, the non-official organisations 
are entirely on the initiative and enterprise of non-officials If a Registrar 
is Chairman I think the sense of responsibility of the directorate of the 
non-official workers who manage this bank will be greatly weakened and 
therefore it will not be the least important in the existing arrangements 
to put these official departmental heads as Chairmen of these banks 
These considerations that the powers of Registrar as trustee and as 
statutory friend, philosopher and guide, of the movement, are legal powers 
make it wholly unnecessary to put these Registrars as Chairmen 

Ml McDouqall I suggested the Registrars as Ghanman m view of 
the fact that the Government are holding the share capital of the bank 
If the Registrar is to be a Director of the Bank and at the same time 
trustee of the bank then the interests of Government are certainly fully 
safeguarded If you can get a better man to act as Director I have not 
"bhe slightest objection 
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Mr Bamdas Pantulu (p 7 of Dr Fraedeiicli’s papei) You want dis- 
-tnct audit associations federated into a piovmcial audit association as apex, 
and then functions should be those mentioned by you on p 9 from (a) to 

Dr Fnederich Yes 

Mr Bamdas Pantulu Aftei studymg the scheme I understand that 
this scheme displaces the existmg numeious bodies foi supei vision, inspec- 
tion and audit Oui worli: is row cut up into (1) supei vision (2) inspection, 
and (3) audit Though there is a good deal of overlapping between each 
of these three though wo have not been able to say exactly where one 
stops and the other begins, W'^e have come to a sort of settled convict'on 
that theie is something which is verv distinct betw’'een them Your scheme, 

T take it, is intended to replace all these various mstitutions and to concen- 
trate m one body the functions of supervision, audit, and mspection, as we 
at present call them 

Dr Ffiedeiioh Yes 

Mr Bamdas Pantulu You think the district audit union will undertake 
supervision, mspection and audit of all the societies, and such education 
as IS incidental to these functions General co-operative education is a 
different matter. We have training institutes and bodies of that sort You 
want to affiliate these traming institutes and educational institutes to the 
audit unions 

Dr Fnederich Yes 

Mr Bamdas Pantulu You want general co-operative education and 
trainmg under these 

Dr Fnederich You have such examples m the Punjab and m Bihar 
and Orissa, unions which have to carry out not only supervision, but 
also audit 

Ml Bamdas PanLulu Page 9 (d) did not stiike me as if it w'eie lefer- 
iing to wffiat we call training institutes wdiere w^e not only to give training 
in audit and supervision, but also geneial education, rural economics, co- 
operation and banking and thmgs of that sort which will make a person 
trained as a co-opeiatoi wffh a knowledge of the various branches of co- 
operation, rural economics, etc I thought (d) is restricted merely to train- 
ing of people fci audit, or does it include geneial cooperative education 

Dr Friedencli You mean with legaid to traming of secretaries^ 
lili Bamdas Pavtuhi (d) and (c) 

Di Fiicdeuch All this will be done by audit unions because it is 
all work on the same Imes 

Mr Bamdas Pantulu Yesteiday we weie discussing at some consi- 
derable length the formation oi provincial educational mstitutions supple- 
mented by an all-India Institute of Itesearch of an advisory character I 
thought these provincial oigamsations wuth then branches for various 
grades of tiarmng wall undertake generally co-operative education and also 
the function of traming people for audit, supervising, etc , and that 
audit rmions will do what I have descnbed as the three functions of super- 
vision, audit proper and inspection That is a modification which I want 
“to propose m your scheme 
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Mi Baviclas Pantulu My appiehension yesterday when I questioned 
30 U was the feai that those laws might be enforced in my provmce 

Ml McDougall So long as you have a lepiesentative on that Cential 
Council I have not the slightest fear that that Council will force you tn 
do anything that it is not in youi interests to do 

Ghauman You must remember that in a council like that the decision 
will be the decision of the majority 

Ml Ramda<i Pantulu On page 16, para 2 “The promoters of co- 
operation are often enthusiasts who look on co-opeiation with almost 
religious fervour It is seldom that the visionary and the sound business 
man are to be found m one person” We have two co-operators on the 
Committee and I would like to Imow in which category you would place us? 

Ml McDougall I would place you both m that minority which proves 
the rule Because of such enthusiasts who are more of the visionary 
than business type very large losses have been incuned 

Mr Puamdas Pantulu Your remarks with regard to expert bankers 
on pages 16, 17 and par*t of 18 We drscussed the matter fully yesterday 
regardmg the desirability of giving an expert banking adviser to each pro- 
Vmce 

Glianman In your country all co-operative banks have then expert 
hanking' advisers^ 

Dr Fnedench No special advisers because the managers of the banks- 
aie aU vell-tiained in banking Therefore no special advisers are neces- 
sary for our central banks 

Ghauman If similar facilities are available in the provmces in India 
the need for the bankmg expert would not arise 

Dt, Fnedench I agree with you It is useful if central banks have 
several meetings in order to discuss actual questions 

Ghanman Thej’’ do meet 

Ml Bam das Pantulu On page 17 are you contemplating only an 
official staff or a non-official staff or both (Passage Trained bankers 
should be added to the staff of each province) 

Ml McDougall My opinion is that if there is a trained banker in 
each province he would very soon be in a position to see to it that the non- 
official staff would be expert 

Ghanman Therefore, you wanted to have an official staff In my 
opmion, if not to-day, the work should be taken off his hands 

Ml Bamdas Pantulu With regard to expert accounting on page 8 I 
think it IS on the same lines as expei*t banker, so far as audffi and accounts 
are concerned 

Ml McDougall Exactly on the same lines 

Mr Bamdas Pantulu May I know your views on the proposals put 
forward by Dr Fnedench? 

Ml McDougall I am in general agreement with him 

Di Fnedench I discussed these proposals in a meetmg together 
with my colleagues and they agreed to these proposals 
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Mr Ranidas Pantulu I want to connect the education organisations 
-the provincial institutes, and the central board which will be composed of 
aepresem,atives of provincial institutes, depaitmental men from vauouR 
provmces, and one or two officers of the Cential Government, and which 
might assume the same functions as the Vice-Chairman and experts on the 
Council of Agricultural Sesearch are assuming 

D? Fncdeuch Then you think that general education should not be 
included in the functions of these unions, but that the piactical traimng 
of the staff should be handed over to them 

ii/i Bamdas Pantulu Yes, the geneinl coiuse of education in bank- 
mg, accounting and audit 

Ghaiiman Theie will be a combined staff of auditors, supenisois and 
inspectors, and those whom it is intended to absorb m that staff -uall have 
to serve a period of apprenticeship To this extent these unions will give 
framing But the general training of norkeis, secretaries, etc , mil be 
given by 'provincial institutes These are i\fi jRamdas- Pantulu’s ideas 

Dr Fucdeiich I have no objection 

Chairman That is also Sir Daniel Hamilton s srheme I looked it 
up after yesterday’s discussion, and his scheme for which he has managed 
to get some monev from Government begins b\ eaying that an additional 
60,000 men mil be ultimately wanted for the co-opeintive staff, and that 
for the thorough training of these men provincial institutions 'should be 
established in all provmces Then it goes on to say that tlio Government 
of India should find a portion of the monej for thi& purpose, and that is 
probablv what the Government of India have agreed to do As a matter 
of fact I Imew something about his scheme because about this time last 
year when I was a member of Government he came to see me knomng 
that I was going to preside over this Committee, and propounded hi& viev/s 
before me 

Mr Bamdas Panivlu That being so, 1 mil lca\e out many of the 
details that you have given on p 10 With regard to audit unions I look 
upon them as special bodies quite independent of provincial institutes 
which mil take up the larger functions of education, propaganda, theoreti- 
cal training and so on Special committees ^vith advi&orv pouers should 
be constituted for the most important subjects of co-opeiative activitv m 
association with provincial institutes 

Dr Fricdcnch When theie are nnpoitani questions with regard to 
credit business, agricultural credit societies, urban credit societies, the 
managing committees of district unions should hear the opmion 
of advisory boards consisting of officials and non-officials 

Mr Biwiidui Paniulu What T consider best would be for such a board 
to consult on banlnng matters the provincial committee and the central 
bank in the locahtv, and on other matters of general co-operative inieiest 
to consult the standing committee of the provincial institute or the district 
institute, whatever it is on education, propaganda etc 

Dr Fnedench Of course this advisory board will be composed of 
representatives of the unions, representatives of the central bank, or m 



Dr Fuedertch The educational institutions can be connected, and 
it IS mos't useful to connect these institutions veiy closely, with the unions 
in ordei to ensuie training according to the principles of auditing and 
supervising 

Mr Famdas Pantiiln If you give nie a chance, I will connect them 
with the provincial institutes oi I will set up sepaiate boards on which ni.n- 
cfficials and departmental men are represented 

D? Fuedciich I am vtiv much m favour of this system Theie- 
foie I have lecommended advisory boards for each of these unions, advisory 
boards foi special subjects — you can have special advisory boards for credit 
business, for maiketmg business — and special advisory boards for educa- 
tion boards always with officials and non-officials together 

Mr Eamda^ Panfulu Let me state the position at present in India 
in the various piovmces ^adit is statutorj^ audit by the Eegistrai, and 
so long as Coopeiative Societies Act stands m its present form and also 
as it stands in Burma and Bombay where it has been re-enacted by local 
legislatures the dutj of audit is the statutoii function of the Begistiai 

Di FiiedcTich Theiefoie I have lecommended that these unions shall 
be run by Government officials, audit being a Government matter 

Ml Ramdas Pantulu We have got some audit unions for some dis- 
tricts just on the lines proposed by you They aie actually working undei 
the provisions of the Co-opeiative Societies Act The auditors whom we 
select have got to be approved bj the Hegistiai, and he practically inakea 
them his men Thus audit is done by the Eegistiai by means of his offi- 
cial suboidmates and the other auditors whom he approves I am sug- 
gesting theiefoie that these audit umons might be formed on non-official 
Imes subject to the statutory provision that the auditors appomted to form 
these mstitutes are certified and approved by the Eegistrai This scheme 
has a great advantage The audit unions set up will be financed bv the 
various banks — urban banks, district banks and larger societies, consum- 
ers stores, etc — in a particular proportion, and Government vill be request- 
ed to supplement 

Di Friedench I have lecommended it 

Mr Ramdas Pantulu The sujiei-audit or test audit as it is called 
IS conducted by Government officials to see that these auditors are domg 
then duties properly They audit 5 per cent oi 10 per cent of the 
societies This can be done with a limited stafi by the Eegistiar Now 
the Eegistiai has an army of auditors with him, nearly 11 lakhs of rupees 
is spent in Madias and m other provinces If these audit oiganisations are 
set up, therefore, Government ma-\ piobabL divert a portion of the funds 
'vhich thej now spend on official auditors to the audit umons and it is 
possible that a number of Government auditors may be absorbed m the 
non-official organisations I will therefore make two little changes m your 
scheme, namely that these unions should not entangle themselves with 
the functions of co-operative education and expandmg the idea of co-operat- 
ive work and so on, and that thev should confine themselves to what in 
India we connote by the three terms, supeivision, inspection, and audit 
Dr Fnedench In regard to education vou want to connect 
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Mr Bamdas Pantulu Instead of claiifymg tlie issue I am afraid I 
am making the issue moie confused I undci stood the whole of your 
scheme of audit district umons and audit piovmcial unions as something 
sepaiate fiom what we ha'\e nou got as a inovincial co-ojiei alive union foi 
the whole piovince with functions educational, propagandistic, etc If I 
understand you right your provincial union ]& the apex union for district 
audit umons and is a distinct bod\ from Ihe pio\inci.il co-opeiati\e insti- 
tute Your district audit unions vill audit the &overnl primary societies, 
urban banks and so on Your provincial audit union vill audit the centra! 
banks and probably the large land mortgage banks and things of that scrt 
which are spread over the whole province 

Di Fucdcuch Yes, 1 do not make anj proposals as legaids the provin- 
cial bank I vould lea\e it to the decision of the pio\incial union and the 
EegiStiai vhethei one of the staff shall audit tlie apex bank oi bettei still 
whether a non-official shall do it 

Mr Bamdas Pantnht Theiefore I ha\e understood your scheme cor- 
rectly You are lefeiung to district unions and a piOMncial audit union 
While I can see that tuiictions (a) (b), {(), and (d), mentioned on page 9 
correctly pertain to the provincial audit union which is the apei of the dis- 
trict audit unions, I ieall\ do not see liow fniiLtions mentioned bv you 
on p 10 of haling advisory committcc9 foi marketing, credit and various 
things like that at all fall within the purview of this audit union 

Dr Fnedcnch That is most useful especially with regard to organismg 
work, forming new societies In mv countiv adviso^^ boards have to be 
heard with regard to questions of policy concerning rate of interest, promo- 
tion of savmgs, loan societies/, marketing, formation of special societies for 
supply etc The lepresentatnos of societies will thus have to bo heard 
whether m then opinion such measures iie useful oi not I want to 
strengthen the lesponsibility of oo opci.itom outside thc'ie unions 

Mr. Bamdas Pantulu I do not see how' these functions pertam to 
audit umons 

Dr Fnedench Audit unions are not only audit unions, but are also 
advisory unions wffiich shall give the members much good advice You 
have in your unions well tiaincd audit om to caiiv out audit employees 
who are not so well trained as these auditors, and special people for 
special matters such as organisation etc It as \oiv useful to bung all 
these people together 

Chairman I think we appreciate Dr Priederich’s point of view He 
started with the proposition that even the Degistiar should be an expert 
auditor I do not Imow whether he is himself an auditor He apparently 
holds/ the view that auditors could best perfomi aU sorts of admmistrative 
work ^ 

Dr Fnedench One matter is sure audit and supervision in this 
countrv are not effective enough I have made propos/als on the exyperience 
of countries wffiich have co-operative societies, and I can tell y^ou that the 
scheme has been more or less copied from the practice in other counlnes 
I am quite sure in case this scheme is adopted in India you wall have very 
effective audit 
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-ease you have several cential banis, leprefc/entakves of thera all, represeoita- 
tives of urban credit societies, agricultural credit societies in case you have 
•a special credit advisory board, in case you have a special marketmg board 
70U must have representatives of the various lands of societies you have 

Mr R'lmdas Pavtuhi Your audit ununs become cumbrous bodies 
with such functions which really do not peitam to them There are very 
defimte functions which can be brought together under your scheme I 
will have these audit unions for the districts federated into a provincial 
^udit union, along with these functions, and I will ask the societies, if 
thej want any advice, to go to the provincial standing committee, provincial 
institute standing committee, the Hegistiar, the Imperial Bank, 01 any 
-ether advisory source w'hich 19 open to them, but I will certainly not like 
to make the audit unions a sort of multiple purpose societies with various 
functions 

Chairman To mj mind there niii be Practical difhcnlties Suppo'JC 
a member of an audit union who is himself an actual auditor advises as a 
member of the advisory committee that somethmg should be done 

Di Filed cuch On the advisoi} committees tlieie will be representa- 
tives of societies Not auditors There are audit unions in Gzecho-Slavolao 
Hungary Germany and Bavaiia, and other countiies of middle Euiope 
The staff of the unions has to execute the local audit The unions shall 
have a license issued h\ Goveinment that the\ aie authorised to cany 
out this local audit To have a close connection Goveinment officials may 
lun these unions, and you can have voui By Eegistiais as manageis of 
such district unions 

Mr. Bamdas Pantulu There is no objection to that I agree to the 
foul fuiictioirs mentioned bv vou as legaids (e) is it a piovmcial audit union 
or a provincial co-opeiative union that you contemplate? 

Ohanman You say what the mam tasks of the provincial unions should 
be and then put down (a), (t), (c), (d) and (e) It means that (e) would 
be a function of the piovmcial union which is now put dovn as a union of 
auditors, supervisors and mspectora 

Dr Friedench My district unions are not based on auditors They 
are based on primary societies, central banks, all kinds of central societies 
These di&tiict unions have managing committees, and at the top of these 
committees theie should be Goveinment officials Auditors will be onlv 
employees of the unions, thev will not be Government officials These 
managing committees will have special advisory boaids composed of re 
piesentatives of affiliated societies The provincial union will be the 
apex union to cany on the tasks I have detailed here 

Ml Bamdas Pantidu In the case of what we call provincial co-opera- 
tive institute, piovmcial co-opeiativo union advisory powers aie already 
there I was understanding the whole of your scheme as referring to the 
■provincial apex audit union 

Dr Friedench The provincial apex union has only to audit central 
societies, central banks and not primary societies because central banks 
are associated with district unions 
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Dr Fnedench The moie organisations you have, the more money you 
have to spend If the knowledge is collected and used m the mannei I have 
suggested, too much money has not to be spent foi co-operation woik 

Chairman Excepting the small permanent staff, the existing Provm- 
cial Co-opeiative Institutes do not cost anv money In fact, a&Mi Eamdas 
Pantulu at one stage pomted out, it really hinges on the point you have 
now raised If we iveie to make the All-India Institution a bigger thmg 
and tell Government that it is llie piimarv function of this Institution to 
do statutory auditing, etc , and ask them to meet the whole cost of the 
In&titution, there may be trouble, and to my mind I find it difficult to 
realise how a bod> entrusted with statutor} audit piimanh can again be 
formed into an advisory bodj^ to deal uith administrative matters Thev 
are experts and then advice will undoubtedly be available 

Dr Friedench 1 am soiiy you misunderstood my ideas 

Chairman I api %eiY soiiy if I hare misundeistood you Eoi the last 
bait an hour I have been tiymg to find out the ipoint of difference beiiween> 
you and Mr Eamdas Pantulu and I am very soiiv if you end up by still 
saying that the misunderstanding i& not cleared up I and Mr Eamdas 
Pantulu are in fullest sympathv vith voui ideas about a Union of Auditor 
Supervisors 

Di Fiiedeiich I beg \om pardon no Unions ot auditors Thej aie 
Unions of Co-opeiative societies , 

Chairman Then it is different again All I can say is this It 
cannot be done vithout making the conditions noise The Co-operative 
Institution can haidlv be entrusted to do statutory audit, the responsibility 
in legaid to which the Act leaves to the Eegistiai That bemg so, there is 
a difference between us m nhat I maj call fundamentals and I think ne 
Had better leave it at that 

Di Fnedench But I made it quite clear that Gor'ernment should 
form special unions consisting of primary societies and central banks# 
cituated withm a special area 

Chairman I fully realise that Then Mr Bamdas Pantulu started 
discussing the matter with '^ou He pointed out that it nould be impos- 
sible to mix up the&e functions and said that if vou could confine \our 
Union to doing this paiticulai function, he would be viUing to accept 3 cur 
proposition I mav have misunderstood vou here again but I thought you 
'said that you agreed with that proposition 

Di Fnedench I want to add that this system which I propose is a, 
system experienced for 80 years of Co-opeiation m my countrj’’ 

'■Chairman I fully understand that What may be good for Germany 
1 not be good for England and what may be good for Holland may not 
be good for India 

Mr Bamdas Pantulu When you refer to “current accounts and 
cheques”, are you thinking of central banks 01 of the piimaiv societies*’ 

Ml McDonqall Where possible, both 

Mr Bamdas Pantulu I may tell you that in the bigger urban banks 
and in the central banks m most areas we have current accounts and a 
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Chaiiman \\ e aie veiy much impxessed xMth what jou say as leoaids 
:auait mspection and supenision But Mi IMcDougall ndl peihaps leahse 
the foice of m\ lomaiks In England nould -vou think a union of jieople 
engaged in audit, inspection and supeivision a ino'=t competent body to 
deal Autli administiative matteis like the dexelopment of co-opeiatne edu- 
cation co-opeiatne maiketing, etc To_ 1113 mind these tunetions aie 
nindamentallv difteient j\Ii Bamdas Pantulu does not question (a), (h), 
(c), and (cl) on page 9 But when no come to (e) leaving aside the fn»t 
item of auditing vinch undoubtedlv vill come theie subiect to mch super- 
■' ision as the Begistiai might cxeicise m legaid to questions ]ike*^co- 
opeiative ciedit, co-opeiative maiketing, I shaie Mi Pamelas Pantuln’s 
viev & 


Di Fticdcnch I did not suggest that the Eegistiai should be an ex- 
peit Auditoi it uill be cleai if aou look at the minutes All I said was 
that the Pegistiai should get i good tiainmg m Co-opeiation and in Audit- 
ing at the Cential Co-opeiativo Tnstitihion I did not sa^ that he S'hould 
he an evpeit Auditoi 

Chan man Peihaps I ha\e stiessed too much on the void ‘expeit’, but 
\ou said llnil he slioiild liave tiainmg m Auditing What has iMi 
j\rcDougall to sax on items (c) (f) .md (q)? 

Ml \fcDouqaU As 1 undeistood ]Mi Pamdas Pantulu s ideas, not 
only aie ve going to haie a Centi il School of Co-opeiation, but we aie 
also going to Innc a Secondai3" School in the pioxinces vith vhich 1 
entiieh agice I did not suggest that, because I feaied that the cost 
Acoiild be moie than the eouiiti\ could beai at the piesent time If 
it 19 possible then I entiich’ agiee that piovmcial schools should be estao- 
lished I vant to make it clcai — I am soiiv to have to disagiec on this 
point vith mv colleague — that a legistin need not be an expcit auditoi He 
must be a ieall3* gieat administiator 

Chan man I think we vill leave it at that 

Di Friedeiich I vant to put foiwaid that it vould be useful to con- 
nect the oigani/mg v oik mill Audit and Supeivision The insjicctois vho 
go out can collect a ceitam amount of infoimation Thei know the local 
conditions and they can give advice as to how it could be done They^ have 
the kuov ledge necessai}^ foi oiganising voik Theiefoie it is combined in 
othei countiies and thei find it useful 

Chan man I asked Mi McDoiigall vhelhci this is done 111 England 
So fai as I knov it is not You say in all countiie& it is combuied, nistly 
it IS not done in England YTiile v e see the advantage of having Auditing 
Unions, knoving the cncumstaiices of this countiy , I foi one do not see 
the advantage of it heie Piacticall^' it bungs me back to vhat Mi 
McDougall at one stage said ye&teiday about the Committee of expeifcs 
tiymg to do admimstiation woik, and I told him that ve had solved that 
so fai as the Cential Council of Agiicultuial Peseaich vas conceined This 
stiikes me the same wav I have the slightest objection and I have the 
slightest doubt that it will be done, some of the expcit auditois being 
summoned to attend the meeting of the admimstiative bodv Thev aie 
bound to do it, but the voik is not one vhicli can be left to that paiticulai 
institution That is my vholo iioini 

Yol IV 3 G 
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I should be piepaied to su 2 :)poil ^ou mme a«; i co- 
<.peiatoi than as an agiicultuiist As a inattei of fact, I discussed this 
uith colleagues, ue consideied it difficult to bung co-opeiatiie hanking 
uithin the funchon of the Jleseive Bank, ue agieed ultimatelv that the 
Beseive Bank sliould be used foi this puipose 

Mr. Ramdas Panfulu With legaid to j'oui opinion heie that the postal 
savings ulnch aie noiv collected by Goveinment thiough post offices aiav 
be placed at the disposal of the co-opeiative movement foi luial credit, I 
leave it to the Chaiiman, because he has dnect knowledge of the work of 
the Postal Savings Bepaitment ha-ving been at the head of the Postal De- 
partment foi some tune So long a^ some funds aie placed to the eiedit 
of the luial aieas, 1 do not mind 

il/? McDongaU I agice 

Chair mcin On the jiioposition that the State should take some steps 
to place inoie funds at tlie disposal of the co-operative ciedit movement, 
thcie inaA not be much diffeience of opinion m the Committee on tne 
lundamental issoe but ceiiainU I am no< m a ]iosition to commit ni\self 
now 

Ml Eamdas Pantulu icfeued to the Commonwealth Bank (Paiial 
Cl edits) Act 1 do not know whelhcn lie lend the piovisions of that Act, 
hecanse it bungs out how ad-vances me to be made 

“Advances ma-^ be made b\ the Eural (hedits Deiiaitment, upon 
the seclUli^ of pinnaix .pioduee ]>laced undei the legal con- 
Uol of the Bank ” 

“In heu of making advances m aceoidance with the pioMsions of 
tins pait, the Buial Ciedits Depaitment ma^ discount hdls 
'^ecuied upon pioducc placed undoi the leyal contiol of tie 
Bank ’ 

I think those piOMsious weie leconiuiended to us bA Di Tiip, and T think 
Aie have included them m oui pioposals legaiding the Beseive Bank 

Ml Ramdas Panhdn I am quite awaic of the piovisions 

Chan in an This is a Eeseive Bank A^hich has been allow'ed to do this 
AAoik Ida the combined eftoits of the TJe':eive Bank and not auA- particulai 
compartment of it 

I might read out the following extract m tine connection 

“These conmdeiations bung U9 to the conclusion that the Beseive 
Bank should be given the opportunity of malang advances on 
the secuiitv of movable goods, wares and ineichandi'=ie besides 
AA’arehonse wai rants and Aiarehouse leceipts leprescnting the 
same” 

TJudei the pioAisional conclusions at aaIiicIi a\6 liaA^e auiAcd afiei dis- 
cussion w'lth the Expeits, weTiave decided that the Pxe'^eiA'e Bank wall do 
that w oik as a whole Noav I w ill come to the inattei of the jiostal savmgs 
hanks I daie say yon aie awaie of a Committee m England which dear 
with the question of luial ciedits and theA'" themselAcs AA'eie^^ inclined o 
make some lecommendations on those lines They lepoited “We further 
suggest that the State funds employed foi the scheme should be derived 
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cheque system, but having legaid to the small hteiacj m the vibages infl 
the diffaculty of persuading people to accept cheques, they ha's e not leen 
mtioduced m the village societies except in ^eiv exceptional cat/es to s 
small extent 

Ml McDougall The leason why I lefeiied to this at all vas that 1 
wished to emphasise the point As joui country develops so should jou to 
concentrate on this I am well attaie that the \ast majoiity of your 
primaiy societies as they exist at present are not fitted for this system, 
The co-operative mo^ement should houevei introduce it uhen and vhere it 
can be done with reasonable safetj 

Ml Bamdas PaJitulii It follows that ^ou urll agree to the ■\ernacular 
being used for the cheques 

^ Ml McDougall Ceitainh 

Mr Bamdas Pantula If the\ are to be in English, it would be diffi- 
cult 

Ml McDougall I see no reason \\h\ the ^ernacular should not bo 
used 

Mr Bamdas Pantulu With regard to your proposal regarding “Co- 
operation and the Heseive Bank’’, the onlj’ difficulty we find in the 
Eeseiv^e Bank Bill which uas introduced m 1927 and afteiuaids amended 
m 1928 19 that certain facilities for le-discounting co-operative paper 
countersigned by the provincial co-operative banks are to be found there 
and bejond that ue cannot go Apparently vou vant some more help to 
be given to the co-operative movement I do not vish to pursue the sub- 
ject, because practical bankers, and piobablv the Chamnan, may pursue- 
it at length I have one idea in mv mind which I wish to put before the 
Committee, but I do not know how it wiU be received and how far it is- 
practical I was thinking of having a rural credits department foi the 
Pieserve bank as the^ hare m the Austi ihan Coimnonw ealtli Bank 
Act In 1925 the Commonwealth Bank Act vas amended creating a iiiiai 
section Tht Act oieate=* a rural section to which some funds will be given 
from various sources, a portion of the profits of each department uill 
be tiansfeiied and the Treasury can place some money for the transactions 
Your idea of the Eeserve Bank functioning as the Agent of the Govern- 
ment of India vuth regard to certain State frmds comes vei’y near the idea 
In whatever form it mav ultimately be introduced, I wish to press mv 
personal view upon the Committee that there must be somethmg more m 
the Eeserve Bank Act than a mere provision for the rediscounting of paper 
countersigned by provincial co-operative banks, and one such thmg is vhat 
IS contained in the Euial Credits Act I have examined the position m 
South Africa it is not the same there but it rs veiv much the same on 
difterent lines In South Africa there are tvo State Banks one called the 
Land Bank and the othei the Eeserve Bank In the Land Bank oiisnnall^ 
there was no provision for rural credits but now there is another Act of 
3926 according to which a Euial Credits DepaiTment has been fixed up and 
vaiiou '5 provisions are introduced WTiichever model i9 adopted T vant 
some land of State assistance vith State funds on banking principle-^ (not 
merely by doles and chanty system) to be placed for rural credits through 
the Ee'sei’ve Bank 
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consideiation to this fundamental need I have not the slightest doubt 
that m the veil managed piovmccs this adMCC is not icquiicd vith legaicl 
to otheis it should he veiy stiongly stressed 

Mr JR am das Panhdu I might saj^ that the dividend also is statutorily 
fixed and I do not think moie than 9 pei cent is paid nmvheic in fndia 
The highest is 9 and the lovest i» 6 i>ei cent Theiefoie vlien the dividend 
IS fixed and the cieation of leseives made statutoiih obhgatoiv theic is 
nothing else to do in thai dneclion But theie is ample scope to do othei 
things, c g , an Madias the Eegistia’ has said that ho lu's icisons to 
thmk that the assets of the piimaiv societies aic not quite sound, and 
theiefoie he has insisted on the cieation of a Beseive fund to provide 
'against bad and doubtful debts ovei and above the general Eeseive 

3f? McDouqall I think as a general jiioposition it is quite good 

Mr Eamdas Paninlu I endoise %oui viev 

B? Hydci The fiist goo^ mle irould be that the society vould see to 
it that the bad debts aie as little as possible 

Ghanman But still there must be some bad debts You cannot help 
it 

Mi Eamdas Paninhi I am not cncouiaging bad debts 

Dr Hydei I have got one oi tvo observations to make to cleai up 

the position We have got into difficulties "witli Di Fiiedench and I 

request Di Fiiedeiich to foiget foi the moment the papei that he has 

•submitted to us Thiough 'soui (Di Fnedciicli s) kindness I have been 
piovidcd in oiiginal with the b\elaws of a Ueiband vliich exists in yoin pio- 
vinco You insisted upon this fact that these things aie done in \oui 
eounti^ and that theie i& the expeiience of 80 vears behind it and that the 
whole of Cential Euiope piactices this svstem Theiefoie it is for us to 
considci vhat that system is fiom the bAelavs of the Hessian Agiicultuial 
Co-opciatne societies Nov I take at that ^o^l haAC not theie vhat vou 
mav call a union covenng the whole of Hess 

Dr Fnedcnch Yes 

Dr, HijdcT The obiects of these, what aou call Federated Unions, are 
ns follows — 

(1) The consideiations of the de^elopment and lepresentation of common 
inteiests 

(2) Foi making peifeet aiianncmenis m legaid to the pioccdmc md 
method of business m the fedoiated co-opeiativc societies b\ the piOMsion 
of technical discussion oi advice 

(3) To cairv out the duties laid down by the Impel lal law as regards 
audit 

(4) The encouiagement and diiection as legaids the estabhs'hment of 
agiicnltuial societies 

(51 The encouiagement and the establishment of cential societie'v ac- 
coidmg to Article (9) of the rmpeiial law These aie the objects of the 
union with which vou aie famihai 

Dr Friedeucli Yes 

Dr Hydei The members of the Union aie only federated societies'?, 
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horn the sale of ceitificates fiom the imal aieas Thai is what ^he^ 
lecommended Othei Committees hi ought out the fact that the moucv 
was spent the best mteiests of the Nation and the second point was 
that attei all the Stale uas le^^ponsible foi the pa\ment of 1110^:0 sums and 
the State could not theietoio use the funds toi an^ siJeiihc puniose 
If mone) u eie used and lost the States les'ponsibihU Mould lemain In 
the end they enacted the Agiicultuiists Oxedits Act of 1928di;\ Minch the\ 
piovided that ceitain sums of money Mould be made availaWc fiom funds 
at the disposal of the State foi jiioviding agiicultuial ciedit Thev did 110 c 
pioeeed 011 the comp.utmental basis beeaus/e the\ lealiscd the unsoundnes'^ 
of that position and thex said that the Ti easin'^ M^ould make advances to 
the Company established foi the puipose of giantmg agiicultuial credits net 
exceeding ^750,000 in the aggiegate Mith a lecuinng annual contiibution of 
£10,000 foi 10 -jeais Nom' the eoiiesponding similaiitj foi India Mould be 
foi the PioMiicial (foveinments sinnlaih* to make aiailable foi the co- 
opeiative movement, if and uhen the time comes, specified sums of money 
M’’hich MuU then go into the Mavs and means of calculations of the Pio- 
vincial Go^ieinments and they Mill have to make mone\ available bv boi- 
lOMing clnect 01 fiom the Cential Government I take it that you do not 
object to the details of the aiiangement except leaving it bA saving as m 
oui discussions Mitli ^ou^ colleagues and >0111 'self the othei: dnv that some 
specific action should be taken in the mattei 

M? McDoiiqall T entueh agiee I am concerned Mith piinciples not 
details 

Mr JRamdas Fantulu I meie]> laised this point with a vieM’- to elicit 
youi opinion We Mill noM leave the subject to the expeits in these mat- 
tei s to guide us piopeilv 

Mr Ramdas Fantulu Nom let us pass on to anothei jioint You say 
“Finall'^, M^e feel compelled to stiess the necessity foi the co- 
oneiative banking movement lestricting, as fai as possible, 
the disbuisement of its piofits and to build up cliong icseives 
out of these piofits These leseivcs — we lefei to those of the 
Cential and Piovineial Banks — should not be used foi gianl- 
ing ciedits, but should be invested m gilt-edged secuiities” 

I may tell vou that it is the practice noM* Onl\ luial societies invest their 
funds but the cential banks aie required to keep then funds Mith the pio- 
vmcial banks and the piovincial banks aie asked to keep then funds in gilt 
edged securities So fai as Madias i'^ concerned mb have kept the ''ihole 
of the iesei\es of the cential banks in Go^ eminent secunties Pegaiding 
piofits tlieie IS tlie slatutoiM obligation on these bank‘d to put 25 pel ^ent 
of the total net piofits to the Beseive Fund and it is aPo pioiided that the 
Pegishai can foice these banks to put b-^ 50 pei cent of then net piofits 
if he consideis it necessaii m the mteiests of the banks Aie \ou pie- 
paied to inciease these lates^ 

Mi McDougall Build up ^oiii icseives build up voui leseiies that 
IS the general piinciple I wanted to lay stress on 

Mr Bam das Fantulu I wanted to ImoM^ whether you have to make 
any specific comments 01 suggestions to offei in legaid |o this 

Ml McDouqaV I personally have the impiession that some of the 
areas aie not suffieientlv cautious in this respect They give sufficient 
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Dr Friodcncli Ceifcamly He has to do it and lie does it now 

Dr 'Hydei It is jiait of Ins dut)’ to encoiuage people to esiablisli co- 
op eiati-ve societies also*^ 

Di Fnedench Yes 

D? Hyder And you saj that tins should he done in this countij 
Di. Fnedoicli Yes, I lecommend it 

Dr Hydei Then tahe the case of the piimaiy societies Is this fix- 
ing and the gi anting of the ciedit done at the Congress ox is it done by 
some othei oigan of the piimaiy eo-opeiative ciedit society in 30 U 1 
country 

Di Filed Cl ich Ciedit must be fixed by the Managmg Committee with 
the assistance of the supeivisnig boaid The G-eneial meeting has to fix 
\iithm nliat limits the iManaging Committee and the Supei vising Boaid 
aic allowed to fix the ciedit to each individual The Geneial Meeting 
fixes the utmost ciedit limit saj , Ha 3,000 and decides that the Managing 
Committee is alloncd to fix ciedits foi cici^ individual inembei up to 
Its 500 and the Managing Gommittet togethei mth the supei vising boaid 
aie alloned to fix ciedits up to Es 3 000 

Di Hyder But the actual giving of the ciedit is done by the l\Ianaging 
Committee 9 

Di Fiicdeiich That is so 

Di Hydei Mi MqDougall I have folloiied closely xoiu idea of the 
land moitgage bank When I nas listening to the discukion tno doubts 
aiose in mv mind Taking into consideiation the expeiience of a countiv 
in \ihich such land mortgage banks iieie established 11 e xieie given some 
papeis of the Agiieultuial Commission nith legaid to Egipt and some of 
oui membeis visited Egypt Theie an Agiieultuial Bank iias established 
with a Government guaiantee of debentuies and its loans weie of tv, 0 
classes nnmeh A and B B veie of longei duiation and the amount vas 
laige The bank had vhat vou call zemindaii lights, that is to say it 
could acquuG the piopei-ties in case of default, and sell the piopeities The 
expeiiencp of the bank uas that it got saddled vith a laige nuinbei of 
Tucqieities and the Egyptian Government had to pass a law which lestiict- 
ed, just as we aie icstiictmg heie the light of the fellah in this mattei 
namel;\ attachment, sale and foieclosuie foi auv loan advanced eitliei by 
the Agiieultuial Bank 01 hv anv hodv The fiist doubt that aiose in my 
mind was that peihaps theic was this guaiantee of deHentmes and no piopei 
caie was taken in the mattei of sciutmising the appheations received foi 
'oans to be gi anted b\ this bank because I am not m a position to say, but 
the actual facts piove that the management of the bank w'as fiee m agiicul- 
tuial loans The second lesson which comes piominently fiom that 
example is that unless cultivatois have education and chaiactei it would 
be woise than poison to place facile credit witlnn then icach Given these 
two things that the cultivator will use the loan wEich he receives from a 
bank foi the puipose slated m the application and makes the best use of 
tbe loan instead of squandeiing it 01 spending it on othei puiposes, the 
chances aie that it will only act as a dope and the man will he' m a woise 
position than when he started It would be much hettei that no mortgage 
hank existed and theie w’^ould he no temptation I wonder then w^hat your 
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Di Fiicdertch ^ es This union is not a co-opeiative society but co- 
operatiTe societies foim this Union It is a Eegisteied Association 

Dr Hijdei Its membeisbip is confined to agricultural societies wbicb 
aie based upon the piinciple of self-belp m agiicultuie co-opeiativelv 
organised and these societies lepiesent the inteiests of the luial people Is 
that so? 

U? Fricdeiich Yes 

Dr Hyder The oigans of this Uedeiated Union aie that it has got a 
Congiess Then theie is a Committee of this Union and a smallei com- 
.mittee and then theie is the Managei of the Union In this lespect the co- 
opeiative societies have got certam duties and obligations One of the 
obligations is tliat these co-opeiative societies have got to subject them- 
selves to the audit oidamed by the Federated Union through the help of 
technical experts 

Di Fuedeiich Yes 

Di Hydei I vant jou to foiget joui idea of what you have vnitten 
ioi a moment In these byelaws it is laid down ho\i the audit is to be Gai- 
ned on and so on Xow if I understood these bjelaws coiiectK that one of 
these objects nameh Uie encouiagement of agiicultuie b^ co-opeiation, I 
take it that the auditoi is never a member of this Federated Union 

Dr. Fncdench I never said it was so 

Dr Hydci This Federated Union can do nothing for the purpose of 
caiijiiig out one of the olijects, vts , auditing Does that sumniaiise 
eoiiectlv the position as regards Federated Unions in roui part of the voild’ 

Di Fiiedcijch Tire audit is earned out on behalf of the legistered 
union hr auditois being emplorees You hare not mentioned anvthing 
iibout Advisor} Boards 

Di Hyder Let us not mix the functions of audit vith the encourage- 
■ment and development of the idea of co-opeiation 

Dr Fuedeiich There is big difference between the proposal and our 
Unions and that is that our Unions are run purely b} private enterprise and 
uot by Government The Unions are only licensed The Co-operative 
movement i=^ a self-supporting movement free of State control in our 
country These registered associations have to send balance sheets to 
Government and no more and onlv in case these Unions do not effect the 
task of audit piopeih, Gor eminent can close such unions But now 
in regard to the advisory boards — and I am m full agreement vith my col 
leagues that in this country people are neailv dependent on Government 
That IS our idea With logaid to literacy and experience of running these 
mstitutions also ve cannot compare the tno countries We have in 
oui country a s}stem vhich is fully independent of Government control 
and the system in this counti} is fully dependent on Government To 
brmg the forces of Government and honor aiv workers togethei it is that 
I propose these special advisorv boards 

Dr Hydei I must mth regret say that you have not completely 
borne in mind the request I made to you I wanted to be sure of the facts 
as thev exist in ^ oui counti v kla-s I ask you whethei the andifoi in r our 
part of the vorld has also got to perform the dutv of encoui aging the 
lestablishment and helping in the development of co-operative societies? 



;vou describe heie as the monevlendei tlie class Tibat v,e call the indigenous 
hanher ? 

Mr McDougall I 'should think that <he indigeuou‘5 bankei is loo big 
a man to come in here 

Mr Dcvadhar So ^oni leniaik applies piimaiily to men in small 
Tillages'’ 

Mr McDouqalJ If theie is am possible iiai of getting an indigenous 
bankci into the scheme I s-honld hare not the slightest objection 

ilfr Devaihar Now you say it was taken for granted that the money- 
lender was an enemv tIio must be destioyed "Was this impiession created 
m \oui mind bv talks Titli anv of the agiJC'^dtuiists'’ 

Ml McDouqall Yes, I came adoss one c\tieme cisc Mlieie a film 
nas actuallv piodiieed and exhibited m village=j and I thmlc it was with- 
drawn because it was lealiscd that ultimatelv it did moie harm than good 

Ml Dtiadhai Y'e hud a film like thii and I had to go and see 
w^hethei the diama was likelv to do moie liaim than good Bui tins is 
moie oi less a soit of exaggeiated nictuie 

Cdi Mulhfar Stngh In the Punjab theie aie songs against them and 
they aie always encouiaged to be sung 

Ml McDouqalJ This memoiaiidum which I hate wiittcu on the 
lendei is not onlt based on what I haye seen and heard in my yery short 
Tisit heie and aftei a yeiy cursoiy exammation of the situation, but also 
on my own piactical experience in England with legaid to a similar class, 
the dealei class I stai ted one organisation in Oxfoidshiie some yeais ago 
■a faiineis oigamsation foi selling lirestoek I was faced with this — 
weie to stand out agamst the dealei and ehminate him If we did it would 
be a long fight What adiantage weie we going to get out ot it^ I 
decided I think fortunately and I think *^9 per cent of the iaimeis who 
use then maiket now agice that we weie wise We did not antagonise 
them "We used tliciii we built up an oigani'=ation that cwen nc could 
use to benefit We reduced the numbeis ot hands tlnough which stock 
passes Wo centiahsed and wc made use of that man to the benefit of 
the faimeis and to the benefit of the c.mable dealei 

Mr Dciadhai I quite icalise the nccessiti loi making no attempt at 
antagomsation and also the usefulness of bunging the&e gentlemen who 
haye rendered gieat seiyice in the past mto the motement if possible I 
find difficulties m the way Eoi instance you haye said in youi papei that 
eo-opeiation is not chaiitt Now the moneylender, I am talking of the 
small man who deiiyes his lesouices fiom bigger bankcis, goes light into 
the villages and di&tiibufes his money at consideiably high latea of inteiest, 
which probably ':elf inteiest piouiotes him to do oi moie expensiye methods 
though they may be piimitiyc compel him to do that Now the object of 
the co-opeiatiye moyement is to bung down the late of interest How are 
these two to be reconciled^ He is not actuated b\ any motiye of social 
seiyice and he wants* to make as large a profit as he possibly can How 
would aou adyise us to bung him into this^ 

Mr McDouqalJ If as I have tiied to describe \ou make the inonev- 
lendei pait of the moyement, if you mciease his prestige instead of 
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po'^ition IS in Mew ot the example vhuli 1 ha\r ^n\en lo xou bctli in llu 
mattei o£ Government guaianlcc of clebenluie<^ and m the matlei oi mantmz 
cicdit nnle^^s it is aitci tlic niosi sine! sciulim ^ 

Ml M< DouqaU I h,ue jiointed oin \e!\ bia^lh that the utTno‘~( oast 
slioukl be taken in gning these loans to see to it that the ciiltuatoi m in a 
position to lepax that Ins stabilitx is sncli lliat i loin vill lealh do Inni 
good I quite agree with }oui outline of the position It is sound The 
gianling of a loan to a man undci the eondiiions which nou 1 a^e desciibed 
IS ineieh doiinj; him ,i guue disstuMoe Tl is the same thing in moie 
liighh de^cloped countiies At one time 1 ciitieiscd oui haul iiig s\^tem 
xeii scxeielj foi tins lack of clasticil\ in legaid to cicdits J am not so 
suie that that eniicisin was justified atloi seeing llie h suits ol c is\ oitdils 
Eas\ ciedits can become a cinse to the hoiiowei 

D) Tlydcr I am foi a pohex of extieme caution in this mattei, es- 
pecially in view' of what was placed hefoie ns in Egypt — ^that was a countij 
winch hid no Alienation of Land Act Phox established tins land iiioit- 
gage hnik <ind the\ wcie fniced to enact .i similai mcasuie tluic Wnli 
legal d to point No 2 this idea of an All-Tndia eo-opeiati\c council. 1 
take it that lou aie not satisfied with what \ou ma\ call the mental and 
technical equipment of co-o]ioi atu os in Indn es])C'Ciall\ in the mattei oi 
co-opeiatne education'? 

Ml McDoiiqalJ No I he ^lO^ al Commission on Agueultuie h. is icLciied 
to this then lepoil states tliat all the icsouices of the State must ho 
used to fuithci tins movement if an\ piogies-. is to la m ide 

Di Hydoi What \ou lealh want in the mattei ot education is a soit 
of Oxfoid Ol Horace Plunkett Tnstitulion w licit' ibcse eo-ojiciatom can 
come inlo actne contact with these realh gieat minds and the teachers 
I take it, must possess cool heads' and waiin heaits 

Ml McDoiujaU Something much inoie thin a Hoiacc Plunkett 
institute 

Di Hydci It has a technical side and also a spniiual side and theie- 
foie xou considei it necessai\ that theie should bo contact not onh 
thiough text books but tluough touch with the leading minds so that the 
whole of thi=' co-opciatne movement max haxe a piopfi uppoi stafi I 
take it that the b isie idea ol co-opciatioii is ‘Each toi ill md all foi each’ 
theiefoie if wc aie to be tine to the idea ol co-opeiation it can only be a 
mattei of mutn.il fiee consent It would flouiNh nndei these conditions, 
it would not floiui'ih otheiwisc If the nccci was sufiicientlx hi ought home 
to the Pioxunces ibex max sax heic is* an idea we xxant good men xxell- 
cqmpped foi management of the eo-opciatixe moxement If x\e cannoi 
aftoid this expense indixfiduallx let us jom togeihei and haxe an institute 
in XX Inch gieal teachcis can give the message of co-opeiation and tcchni- 
callx piepaie xxith cool heads the ‘jtndcnts foi the gieat ta'^k xvhicli he=: 
befoie them Eiom that point oi' view on the basis of mutual fiee con- 
sent xou sax that xou would like a co-opoiativc council one of whose func- 
tions would he to haxe such an m‘=:titntc, and afici all it is the institute 
that malteis 

Ml Dcvadhai Will xou please tell ns whethei xou exclude fiom xxhat 
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experience that Me have nevei done it, ve Mould like to take him in but 
he has his own inteiests He Mould be foi chaiging os high a late of 
inteiest as possible, Mheicas the co-ojieiatne ino\einenl uac; dehmteh 
started for the puipo'sc of bringing down the late of inieie^t Theiefore to 
me it appeals that the tuo aie incompatible If mone^ is made avail- 
able at a cheap late thiough the co-opei alive agencv and theie is in the 
same tovn a mone\lendei Mho Mould not chaige les« than 12 pei cent or 
15 pel cent I think oidinaiih au\ at tempi made on oui pait to bung him 
into the oiganisation Mill eithei frus^'iale Ins motnc oi Mill not alloa us 
to gam oui object 

M) McDojigall Well the CMdence 1 had w a« that it is m ojieiation 
in the Punjab Mheie in one instance Its 30,000 ha'^ been adianced to the 
co-opeiatne union and the mone\lendei-, Meie ‘^ati'^hcd Mith the aveiage 
pel cent The^ feel that the ad\antage‘; to be eaincd fiom coming Mithin 
the movement aie such that Lhe\ aie bcttci \>ith a lovei peicentage of 
mteiest ni'^ide than a highei peiecntage ol mteiest out'^idc 

Ml Dciadlun But in a oui omu pipei \ou show that it was neces- 
sai\ to undeitaln eeitain piecautions m admitting him 

Mr McDouqall You must make ceitain pioii'-ions against cxploitmc 

Mr Devadhai You haAe come acioss a place Mheie this expeiiment 
has been tiied on a laige scale 

CJiainnan In one lepoit it is distmtth staled that mout\lendeii- 
take advantage of the co-operafive socities to boiiOM* at cheap lates and 
lend out at high lates It has actualh iccommended that steps should 
be taken to ipieient mone\lendeis becoming mcmbeis- of co-opeiatne so- 
cieties I am tnmg to get out the lefeicnce because it Mill go to some 
extent agamst a oui suggestion 

McDoiigall I lemembci coming acioss that 

Ml Devadhai I aaiII gne aou anothei instance fiom A\hich ^ou mtiU 
see that thcA aie nor AAilling to avail theiii'^elAe^ of the expeiience of moneA- 
lenders In Kannada aab weie discus&mg whethci on the managing com- 
mittee of a cotton sale socicIa theie should be a mahajan aaIio had eon'!i- 
deiable expeiience It w as as a mattei of fact decided bv a laige majoiitj 
that that man should not be biought neni it because he had his ca’ n 
business and as a membei of the managing committee he Avould come to 
know eA'eiAthmg about otheis, and it Avas doubtful AAhethei he M'ould be of 
much use That is the piactical diflficuliy 

Ml McDougaU I am aaoII iwaie ot the juaclical difhcultA unless 
theie AAas a change m the outlook of the moneytendei 

Mr Detadhar About 20 \eais ago I made my fiist attempt to stait a 
small societA neai Poona The limit foi an mdiAudual loan Mas fixed at 
Es 300/- The people m that Aullage consulted the moneAlendei of the 
place He fiightened them saAing ‘You aie gettmg mto a tiap xou Mont 
get all the mone-j a'ou AAant ’ITinade friends Mith him and told him, ‘You 
aie a big man aou mii&t help these people to aiiange the AAhole thing * As 
? mattei of fact theie is gieat need foi taking the opinion of that man albO 
But he Mas not sufficiently intelligent Oidmaiilv it is difficult to make 
friends AAith him How can Me deal with a man like this? 
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^making him feel tKat 1ig is an ob]ectionable membci of society and if a on 
xnake bim feel that by coming into the movement he will be a much 
lespected membei of society then you may get him He must be made to 
realise that his methods of doing busmess have got to change and that even 
he IS not safe He foi good oi ill has to become pait of a moic oisanised 
system than theie has been in the past He must be taught while it 
may be possible that his vear’s piofits or indeed His nett profits will 
not be as gieat as it has been in the past, it will be safer foi him in the 
■long run 

Mr Devadhar In joui conveisations with seveial people who have 
been woikmg in this field have 3 on been pointed out anv place vhere this 
lias been tiied, and successfully tiied~? 

Mi McDovgall I have discussed this idea vitli Registiais and they aie 
veiv much in svmpathv with it 

ill? Devadhai But I should like to know whethei it has been tiied 
anywheie , 

ill? McDougall Yes in one pait of a piovince we come acioss one , 
case wheie I think Es 36,000 uas advanced by moneyleiideis to a Union 

Mr Devadhar In that way I can cite many cases of assistance by the 
local moneylendei, nhere he has deposited a ceitain poition of his capital 
No co-opeiative society vould be advised to boiiow even locally at a 
rate highei than 6 per cent Do ^ou think this uould satisfy a monev- 
Jendei 

Ml McDougaV I liaie discussed the niattei vith one 01 two mem- 
beis of the monci lending class and also vith actual moneyleiideis I 
asked Eegistiais if they had evei thought of making use of the moneylender^ 
Thev indicated that it vas a matter of veiy gieat .nteiest and they agieed 
that it might be possible to use bun wdh adAantage I met one paiticulaiH 
intelligent man vhose jieopie ue all moiieyleiifleis He mfoimed us 
that in his opinion if the moneylendei was given a chance and tieated pro- 
peily he would come into the scheme and instead of being a hmdiance he 
w ould be a help 

Ml Devadhar His complaint was ill-tieatment’ 

Mr McDougall Yes 01 peihaps it would be bettei to say discouitesy 

Chan man I -judge fioin this talk that appaienth the coiiectness of 
che thud sentence is not admitted in all paits of the country 

Ml Devadhar My oivn vie-vv' is that theie is nothing hke a definite 
rolicy of antagonisang any class 

Chairman That may be in Bombay Mi Kamdas tells me it is not 
C.0 in Madias At the same time we have definite infoimation that it has 
been so in the Pun]ab Theiefoie Mr McDougall as you have not touied 
extensively m the othei pio^unees I suggest to you that to make your state- 
ment absolutelv collect \ou might add these woid'^ after “it was taken foi 
gianted” “at any late in ceitain pails of the countiy’ 

Mr Devadhar The second point — “the co-opeiative oigamsation 
ehould not refuse to considei the possibility of malong use of his (the 
moneylendei ’s) capital 01 experience ” I can tell you "from my owm 
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Ml McDouqdll UiidoubteclK is Mill got clieaj^ei 

Mr Dcvadhar M-\ cloubi is Mhetboi the l■none^ jondoi Mill be piepaiec 
to come into the movement as m e ivant him to 

Ml MoDougall I ha\e Jiad a einious evpeiicnce with legaid ta 
monevlendexs We visited about 20 eo-opeiative ‘^■oeieties One of the 
questions we asked at the mectmgs of tho^^e societies vas ivhat then atti- 
tude was ton aids the moneylendei The monejlendei was looked on as^ 
a fiiend in all these cases Not m one insianec did m e find a case being 
made against him 

Chanman Ciicumsianccs in difleicnt pails of the counti-y diftei So 
long as the lnolK^lendel M.mts to join (he co-opeiative mo%ement in the 
spill! of co-oiieiation I ha%e no douin that Ihr co-opeiatne mo\enient Mill 
not refuse to take him But the expeiienee in di’fteient piovinces is difiei- 
ent I have been told that in Madias some societies M^eie actually started 
on the mitiatn e of moneylenders M'ho m anted to get back then loans fronx 
the villageis The iiosition is this Whcic theie aie good moneilendeis 
M’’ho M'anf to come Mithiii the iiKMoment nothing slionld be done to pieient 
then coming into it 

iV> McDouqall Not onli tliat nolhmg should be done but thal thev 
should be M'^elcomed 

Chanman If \ou aie not satisfied (to IMi Btiadhai) Me Mill puisue 
this to-moiioM I’lic poinl that mc Mould like to discuss Mitli lou (to Di 
Tup) IS something vhich beaib on 3 (1) on page 12 of Mi McDougali’s 
papei What he savs is this Government should piOMde the shaie capi- 
tal, but the> should not guaiantee the mteiest on debentuies Does the- 
guaiantce lefei both to inteicst ind capital‘s 

Dr Trip Yes 

Chanman The ariangement adopted in India is this Go\einment~ 
does not piovide the share capital, but guaiantees inteiest on debentures 
We M'ant to ImoM' M^hat yoiu objection is to the piesent aiiangement and 
\oui piefeience to the arrangement j’ou propose 

Dr Tup As a geneial lule mc piefei that these kinds of thmgs aie 
done Muthout any help of Government That M’ould oe an ideal state of 
affaiis But Me lealise that at present it is impossible foi this country to- 
achieve this end So 'Me thought about Mint Mould be the best M’’ay to 
get monev tiom the iniblu and came to the conclusion that it Mould not 
be possible to get mone\ fioin the j^tibhc foi the shaic capital We M'eit 
of opinion that the best thing to be clone in the fiist stage Mould be to 
get Government to take the shaie capital mIiicIi Mould not be placed 
with the public and that if a sound jiolicv is folloMed public Mould 
take up the debentuies because debentuies aic a safei investment than 
shaies We saw that the public mms not Milling to finance the vliole 
movement and logically in oui opinion Government should help at the 
Meakpst point and that is, the shaie capital and not debentuies, as theic 
IS nioie likelihood that the public Mould be piepaied to take debentuies 
than shares 
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Mr M(.DouqalI You leincmbei that the co-opei.atj\ e uiovc- 

juent IS becoming established The moue^lendGl must, leahse that his 
position IS not as stiong as it once 'uas and that it is not inconceivable that 
it might become woi'^e I thinlv this is a veiv oppoitune moment to make 
some effoit to get him into the oiganisation, and to voik along vith instead 
of uoiking against 

Ml Dcvadhai I have not found people to woik against it I have no 
^.omplaint against the moneylendei 

Ml M ( Doiiqall You don’t tlnnk he is of much ulvaiitage in the 
nio\ ement 

Ml Devadha) Not at piesent Hi^ money is useful piovided v,e get 
it cheap 

Ml M( DoufiaU 1 tlnnk it is uoith in iking an attempt 

Chanman Appaientl-^ cneumstances diffei in diffeient pacts of the 
eountic It IS woith getting Ins mone\ if he vill uoik on co opcintive 
pimciples UnfoitunateK I have a lecollection that some of the pioain- 
cial lepoits hate biought out the fact that he comes into the movement 
not uitli the spnit of a co-opeiatoi Ins wliole obiect being to boiiou clieap 
and lend out at high lates 

Lada Haihibhen Lai Hou imicn to boiiotv'^ Limits aie fixed 

Chau man Being a iich m.m his limit must be compaiatueh high 

Lala Haihshon Lai Aftei all the limits foi individuals aie fixed v.ith 
aegaid to the lesoiuees of the sociott and he must establish his need for 
the loan 

Ml McDouqall T am suggesting that the mone^lendel should come 
into the movement to give nionex not to lake it 

.V? Dcvadhai I am pointing out a piactical difficulty Youi posi- 
tion in legaid to the moneclendoi is that ^ou would velcoine him into 
the movement if he bungs his monev and sheds his anti-social tendencies 
We can onlv admit him if he comes thiough the dooi of 6 pei cent and 
not 12 pel cent 

Ml McDonqall ObMoush lou cannot get the monc^lendeis mone> 
at 2 pel cent less than the bank late You can get it at the same 
late as vou aie pa’ving to the Cential Bank 

Ml Devndhai It is much bettei to deal with the cential bank be- 
cause it IS oui oiganisation and uhate\ei the piofit is it vill go to build 
it up 

j\/i McBoiiqall Tlieie aie otliei considei ations You iie stiengthcn- 
ing the pinnaiy soc^et^ 

Ml Devadhai By piimaic society you mean the society in the 
Milage In oidei to sitiengthen the piimaiy societv, if money is not 
locally available at a cheap late, it is best foi it to boiiow it fiom the 
cential bank If the society is an x\. class societv theie is the chance 
of its getting a small lebate I have seveial cases in which inteiest 
charged is 8 pei cent and vheie as a icsiilt of a lebate of 8 as pei cent 
the late actually woiks out to 7^ pei cent 

'Mr McBougall If you get monev ponimg into the movement 
obviously it would lediice the rate of inteiest 

Mr Devadhar' That money must come cheap 
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li IS an automatic pioce‘?s Unclei tlu'^ aiiangement \\e Iia\ not found 
*iiiy necessity to take sliaie caintal fiom the public 

D) Tnp It IS all ■\el^ inteiesting It !'> ol decKne inteie^l toi ^shat 
we aie pioiiosing Oui opinion is that the on]\ po&‘^ibilit\ of fieemg cnlti- 
vatois fiom tlien indebtedness to mone\lendeis is to develop and use mort- 
gage banks Theic is no possibility of an\ compaiison bet\^een the present 
situation and nhat we have in view We viote foi the futuie and not 
foi the piesent Youi expeiience ina\ be \ei\ good m the piesent Mtua- 
tion under yoiii piesent legulation'^ but if you i calk v.mt to do .uivbhing 
of leal influence vith legaid to the long teini indebtcdne'^v of tlie culti\ator 
1 am absoluteh cominced tli.il ■'ou will lia\e to ch inge loui polic\ 

yii Ramdas Pantiihi Piob.ibh <-0 One thing moic I will leii ■' ou 
The capaciti of a moitgage bank to boiiou is leally fixed with lefeience to 
the moitgages taken b\ it The cnteiion that debentuics should be so 
many' times the shaie capital is oulv subsidiary The shaie capit il is 
not a ^ei\ imiioitant f.ictoi In deteiimnmg 0111 boii owing ])owei 

Di Titp If lou want to h.nc .i lealh stiong moitgage bank \oii ought 
to have a consideiable cajiital behind the debcntiiies so tbit then sound- 
ness cannot be doubted .md then \ou will ha\e 1 much bettci chance 
do jilace 111 the maiket all "soui debentuie^; Th.it i'^ how we look at the 
development of the movement 

Ohaiiman Unfoitunateh om expeiience is that wc could not stait any' 
land mortgage bank on voui lines The Boyal Commission on Agiiculture 
have blessed out system 

Di Hydci That is so Paiagiaiih 383 of the lepoit of the Eoyal 
Commission on Indian Agiicultuie On that Commission wo had man" 
inembeis foi consideiing this question and we had expeit membeis as well 

Di Trip In all countiies debentuies of moitgage banks aie looked 
upon as fiist class investments which aie not consideied a'- good as 
Government debentuies I think the mteiests ol the countiv would be 
=ei\ed bv going an that diiection Y"ou will have to considei the position 
fiom the point of view of debentuies as investment'- 

Ml Ramdas Pantulu In Geimanv debentuies of land moitgage banks 
aie consideied to be veiv good secuiities and weie quoted at a premium 
even duiing the vvai on the stock exchange 

Dr Fiiedoiich That is light those of Landsch iftm bank'- Put 
the debentmes of joint stock moitgage banks with the exception of 2 aie 
not tiustee securities The debentuies of the Bivaiian moitgage bank are 
trustee securities 

Mr Ramdas Pantulu They have no share capital 

Di Fiicdciich The Landschaften no 

Di Tiip Was theie any foim of State aid to these moitgage banks 

Dr Fnedeiich They aie public mstitutions they are run by Govem- 
tnent 

Chan man This sv'stem may have been derived on the analogy of the 
Gi^iman system, I cannot for the piesent say specifically how it was 
demed It was apparently on the analogy of the Landsichaften Whatever 
land moitgage banks have been started have been started on this basi& and 
I w as told that in connection w ith one bank they had tired to get debenture 
capital wnthout any guarantee of Government in the first instance In fact 
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Chatiinan The e^peiience in India has been quite contiaij’^ I think 
in no province vas it possible to get dcbentuies subsciibed to without a 
guarantee Government I had discussions uith the Managing DirectOi. 
cf the Land Moitgage Bank in M\soie He said it vould be nnposs’ble 
fiom the practical point of viev to get any debenture capital unthout Gov- 
ernment guaranteeing inteiest 

Di Tri'p Maj;- I ask, vho took the shares'^ Was it the iiubhc at laige’ 

Ml Ramdcos Pantulit There aie two points involved The shaie 
capital lequiied boiioveis put in The-y aie not lequiied to put in a 
large &haie capital, it is a veiy nominal amount that each boiiowei has to 
put in Again then loans aie fully seemed by moitgages I wiU read to 
you what the Baioda Committee says in icgaid to this 

“It IS the inactice at some places to do auay wuth the featuie of 
share capital altogethei Stiictly spealnng shaie capital is 
not nece&saiv foi a land moitgage bank We have howeaei 
thought it necessai\ to provide for this featme on three 
distinct grounds The first and most important consideration 
is that a small «!haie capital amounting to 5 pei cent of the 
loans held in cash and o pei cent of the leseive liability of the 
‘^bai eboldeis loims a \ei\ good giiaiantee foi the bonds issued 
by the bank It is an additional attraction foi the oond- 
holdei The second reason why we recommend this feature is 
that it enables the bank to give loans up to the amormt of its 
shaie capital and thus makes for economy In the absence 
of such funds in the hands of the bank it w^ould have either 
to issue bonds eAciy time a loan is required oi to issue bonds 
foi a good round sum and hold the proceeds m its hands till 
the loans are made The thud reason why w^e have recom- 
mended the capital featme is that the shareholders have a 
soi*t of tangible mteiest in the bank 

So we started with fliese ideas and pi escribed a vei\ small share capitals 
When the boiiou ei applies for a loan to a piiraai\ land moitgage bank he 
bimgs his share capital, 5 per cent of the loan — if he w’ants Ks 100 he 
brings Es 5 — and borrows Es 95/- Thus automaticalh some share capi- 
tal comes in from boiioveis We have also enlisted as members O’ 
shareholders outside pubhc also who do not borrow Loans are given on'v 
to boiiow^mg agiicultuiists They have joined the societies to help them 

Dr Tup So the shareholders are either borrowers or people who wank 
to help the movement and not the m\estors wdiom you wall have to attract 
if you want to reach a leal success 

Mr Bamdas Paiihlhi We were not able to take in all the capital 
they were prepared to lend us When w’-e starred the Central Land 
kloitgage Bank in Madias piimaiv banks and individuals w^eie shareholders 
just as central banks Primary banks could borrow^ 20 times then =/har3 
capital Therefore they bring in then capital automatically into the Central 
Bank We have collected share capital from veiv emment people in 
Madias who pressed us to take Es 10,000, but we said we could not lecene 
more than Es 1,000 becau£<e we did not want the bank to be oveicapitahs- 
ed 50 to 60 thousand lupees w'as subsciibed m a day Piimaiv banks 
are bunging in more capital, as loans are adianced capital goes on increasing 



guarantee involving on it a nominal liability So fai as I know, in no case 
veie Government asked to provide money to implement its nominal liabili- 
ty In the othei case, it is the diiect liability to hud the share capital 
So fiom the Government pomt of view as a matter of fact, the pie^^ent 
position ma'5 also be an easaei position At the same time, I foi one quite 
see jour point, which is that if theie is to be anv considerable development, 
then Government, instead of accepting its nominal habilitv, should accept 
A material liability bv providing the share capital 

Dr Tnp I think so 

Mr. Bamdas Pantulu There is a good deal to be said for that. 

Chairman You do not object to the present arrangement, but you feel 
that for a more lapid de'velopment of these institutions what you recom- 
mend i& the proper course 

Dr Trip Y’es 
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in most cases what Government does is tins debentuie capital up to a 
maximum of say, X laMis issued in the next fi\e -^eais vill cun a Go\- 
emment quaiantee in legaid to intetesi, but not Iheieaftei, the idea being 
to peisuade the public to take these debentuies because theie is the attiac- 
tion of inteiest It does not mean that Go\einment fot all time to come 
IS going to guaiantee inteiest on those debentuies If debentuies aic issued 
for 10 01 15 years, thos'e issued fox the hist five yeais mil caii\ the 
guaiantee If any debentuies aie issued theieaftei theie ivill be no 
guaiantee The whole object, as I undeistand it, is to make debentuies 
attiactive at the stage of the mstitution of the Land Moitgage Banks 

Di Tup Of couisc it moie land moitgage banks aie estabhslied iheio 
mil giadualh be cieated i laigoi held foi imestnient It the debentuies 
aic bettei loiown, tliei mil be quoted at the Stock Exchange and a laigt 
numbei of investois will be mieiested in them I do not think ve ha^c 
any objection to the piincqile, if it is not possible to laise inone\ in the 
beginning by selling debentuies to the public in the hist few \cais Go\- 
emment could take oi guaiantee these debentuies 

Chairman Heie the word used is ‘should’ in both eases It is 
lathei iigid <ind when we asked Mi McDougall about it, he said that the 
aiiangement was blessed b’s the Eo'^al Oonimission on Agiicultuie When 
asked wdiethei he would object to the existing piactice, he said he could 
not sav an-^ tiling about it and asked us to consult you 

Di Trip I should like to stiess once again that if you want to ha^e a 
leal development of this movement, I am absolutely convinced that it 
should go on m the dneetion we have pioposed But peihaps we did not 
make it cleai enough that oui conceptions weie with legaid to the futuie, 
and not with legaid to the piesent stage of the movement Piaeticallv 
w''e were of opinion that there is no moitgage ciedit in the countiy If 
■^ou look on one side at the needs foi mortgage ciedit and on the othei side 
at what IS at present done in the field you wnll find that theie is piaeticallv 
nothing done 

Chairman Our point is that if this attraction had not been offeied. 
even that w’oik w’-ould not have been done 

jVi Devadhai The laiest lepoit of the Bombas Pio\incial Co-opeia- 
tive Bank shows 

“Out of the funds laised by means of debentuies two lakhs of iiipees 
have been eaimarked foi advances to newdy staited co-opeia'‘‘ive 
land moitgage banks, tAvo of wLich have already commenced 
to borrow fiom the bank 

So w^e really think it w'ould for the piesent be a veiv suitable way 

Dr Trip But what is two lakhs ^ 

Mr Devadhai If theie be need foi laiger funds ceitainly the\ would 
be forthcoming if Government Avere prepared to guaiantee 

D) Trip Of couise, but we tiled to make it a prnate enteipiise That 
IS oui aim Aie you salisfied if eveiwthing is done bv Goa eminent in tin's 
country ^ 

Chairman It is not precisely that in this case Youi first proposition 
IS that you recommend that Government should provide the w'hole of the 
share capital Even from that point of view' of Government, it may be a 
cheaper arrangement that it should simply guarantee the debentuies, the 
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erected in ceitam quaiteis in the minds of the moncUendeis that v/e 
loolv upon him as oui enemy and not as an al]^ 

M) McDouqall That as the cin\ of the whole mattei 

3r? Dcvadhai But T haA’o told Aou, and you Iuiac lecopiu/ed, that 
so fai as mv knowledge goes theie is no polioA like thi';, at am lale in 
m) paiL ol the countiv 

Ml MoDouqall You max not ha\e made a diioct <iUatk on him as 
the> have clsewheie, but haxe 5 on made nn\ atlompi to find out if he 
IS piepaicd to become a useful member ni the sooietx 

Ml Dobadliro It at all wt ba\( commuted <iu\ sm it js this we 
have looked upon the monejlendei as a middleman and if co-opeiatioa 
IS to be piopeiK wmked the okment ol competition has to be icmoxed , 
and theic should be as t(w middkmcn .is po'-^iblc So it is sometimes 
asked whcthei wr liaxe dene iw.>\ with the need ini the luoncjkmdei 
latliei than the monexkncki hnnsolf, not <0 miuli as oiu who his been 
a soit of moiiex -giabhet but as one who is a soit af middleman So it 
IS the middleman’s position ic.dK that is attached .uid not bis ]io-.ilum 
as monex'lendei onl\ , when lit is tb.ugmg tisniious i.iies of uiteiest but 
I quite agiec that foi .i iiinximiLiit like the cnojieiatne luoxement U 
would not le iUa be ugbt to antagonist m% cia-s ol peopli .md tspecidh 
a class that has lendoied xen good scivue m the past 

Ml McDotigcdl L xxould go imlbei than exeii use them m the 
piim.uy soctoties I xxould be jnep.ued to liaxe luonex, lenders ol integutj 
and public spiut oxen on the cenlial banks and the Pioxmeial banks 

Mr Dctuidhar Even now tbcie aie I icjnesentatixes on the Bo.iiti 
oi the BombaA Piovmcial Co-opoiatiAe Bank axIio .nc lepiesenl.ittAOs of 
the sbaieholdeis fu the stiict sen^o Hu-a aie not monexleiuleis no doubt, 
but tbeA ate all c ipit.ibsts 

i\/i McDoiuiall Sb.ncboldeis should be tejaoseuted 

Ml Dcvcidhcn To that extent we bcAO esuddisbcd c'ond nl.itionslnp 
bctxA'Gen the coopeiatno .iioActuent and the c.ipitabsts 1 misrbt aKo saA 
that the Dnectois on the Bofud of !^^atlagemeu1 oi the Poona Centtal 
Bank and some otbei eenli.il b.uiUs 111 tlu' Bombix Pusuh'uex ut iko 
A'ei X substantial men 

Ml MoDoiiqnll You .ue doing the tight tbme J'beie )s bowexti 
one point ax Inch I ax mild meiiiion in this connection and that is that 
I have found that tbeic is app.neutlx some antagonism in some paits 
of the counlix — it does not apph to Bombay — betxxeen the inral and 
the tubm population Thai is an unfoitnnato Atmosjdicic 

Ml Dovadhai 'To tell x<m fiaiikix th.iL is ‘in inijiitsbion xxbicb xxc 
can easily gather by tom mg m the Punjab and I am sax mg this from mx 
oAvu personal experience galbercd fiom i tom in tlic Punjab pi 101 to the 
visit of the Roval Commission on Agrieultuie there \A'bilo tiaxelling I 
bad conversation xvilb a lelloxx passengta ol mine xxlio happened to be 
an euligbtened landloid When I told him that 1 belonged to the Serx.Aiits 
of India Society and that I wms going to tom the Punjab I0 stndx the 
co-operatixe moxemout tlreie, be asked me AxhetlKu I xvas a GoAcrnment 
servant When T told him that T was rrot bnl. that the Scrx.airts of India 



899 


13Ui March 1931. 


Ml Dcvadhai We have pointed out the difficulties with xegaid to the 
jiroposal that jou have made that as fai as possible we should absoib 
the moneylendei voth his money You piopose this in the mteiests ot 
the agiicultuiist, and to enable him to get cheap monej Oui ^ len is that 
the best means of enablmg him to get cheap ciedit is the oiganisation 
'of the co-opciatne sociel’^ Theicfoie \\ould it not be bcitci and moie 
advantageous to push on the co-opeiative mo\ement and not distuib the 
moneylendei because we have not picvented him fiom putting his money 
into the mo\eraent as a deposit? In some places piobably the} ma’\ 
not have asked him to ]Oin, but he could have ]Oined the co-opeiative 
society as a membei and made himself useful If at all we have to 
think of dnecting ou^ effoit and putting foith moie eneigy into the field 
of co-opeiative voik, vould it not be bettei t-o tiy along the development 
ot the movement and expand it lathci than think of the vais and means 
of getting the moneilendei’s moneys 

Mi McDouqall The two aie not mconsistent at all Theie is no 
reason wlu -^ou should not diivo on wuth the co opeiative mo^ement as 
it is at piesent, but at the same tune make an endeavoiu to use the 
finance of the moneylendei, as also his consideiable expeiience I 
believe it w'-ould be possible to secuie his good will b} making a fiiendh 
gestuie tow aids him and Ins expeiience togelhei with his mone\ would 
be of enoiinous assistance 

Mi Dcvadhai You want him foi double puiposes vu. , foi ihe sake of 
-cheap money and also foi the sake of the expeiience which he has 
gathered 

Mr McDougall If w^e can secuie the seixices of the moneylendei 
as Secietaiy of a society piovided his psycholog}'^ is such as would enable 
him to be used with confidence, lus employment might be of gieat yalue 
to the piimaiy society oi even to the cential bank 

Ml Dcvadhai Would not that be at the cost ot tne iieople who have 
yet to leain something of co-opeiatlvc banking and co-opeiative finance? 
Foi instance, if w^e get an intelligent man in the yillage vho is able to 
lead and yviite, to take up the woik of the Secietaiy and do it undei 
the guidance of a moie compsteid peison oi the Goveinnient officei yyho 
-visits the place veiy often, w^ould it not be an advantage and a gain 
to the movement than to get the monevleudei foi the pin pose of doing 
the Secietaiy’s woik? 

Mr McDougall If the moneylender becomes a membei of the eo- 
opeiative society, and invests his money in it, it will be in his own 
inteiest foi him to take a diiect inteiest m the aftaiis of the society I 
do not suggest that the practice can be universal, but I suggest that an 
effort should be made, wuth sufficient safeguards, to get him in 

Mr Devadhai I presume you want us to take as much piecaution 
fls possible to avoid the impression yvhich has been nghtly or yvrongly 

b’ H 2 
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peopJe fiom lefcoiimg to tins busines=! That being so, to mind if 
seems quite impiobable that these men will jom the movement and 
become membeis 

Mr McDougall T am not quilo piepaied to accept that If you 
get the moncylendei to accept the idea that his monev is quite safe at 
saj' 8 pel cent inteiest, I think this might piove to be a sufficient 
incenti-ve toi him to ]Oin the movement, instead of tiying to get 24 per 
cent 01 so in veiy iisky ventuies 

Oh MxJtMai Smgh No doubt it may be 24 pei cent on papei but 
most of the pioMiicial committees have said that then net eainmgs lange 
fiom 6 to 10 pel cent pei annum on then capital outlay My ovvn view 
IS ubat the moneylendei will not be piepaicd to saeiihee his pie&ent 

income, by'^ becoming a membei of a co-opeiative societv I do not 

expect that he vill ]Oin the movement until the whole position has been 

cleaied and he is assuied that no haim mil be done to hmi by his so doing 

Ml MoDougall I cannot lay' down anv haid and fast lule in these 
matters It is all a question of the peisonnel and public spiiitedness ot 
the moneydendeis 

Ch MulMar Singh The difficulty is that the inesent position of these 
societies — ^they being all unlimited liability concerns — will not be able to 
attiact monev-lendeis to it because the lattei will be loathe to pin as they 
alone wull be the chief financieis in these primaiy societies and if the 
society by some chance goes into liquidation, it is they wdio will siiftei the 
most while the otheis ma-v be mosth boiiow'eis fiom the societA 

Ml McDonqall That inav be tiiio You aie not going to gel a 
moneylendei to stall a co-opeiative society wuth his money 

Gh Muhhtar Singh Lookmg at the possible dangeis of joining an. 
unlimited liability concern, he will not join these societies, that is my 
pomt Why should he agiee to that position 

Mr McDougall He may oi may' not Keep the dooi open 

Gh Mnhhtai Singh I thmk he should not That is my pioposition 

Ml Bamdas Fantiilu Ajiait fiom moneylendeis, there aie wealthy 
people who aie now membeis of eo-opeiative societies and wdio invest then 
funds in them in INIadras and Bombay They aie not womed about the 
piinciple of unlimited liability 

Gh Mnhhtai Singh I do not agree there, because W'e hnd horn the 
provincial committees’ lepoits that people do not jom because of the 
existence of the principle of unlimited liability* It may be so in the case 
of a big cultivatoi who may become a membei of a co-operative societv 
beeause he feels that his fellow members aie also members of the same 
family or fiateinity as it were This the moneylendei will not do 

Ml McDougall That Indian gentleman Aiho is of the moneydending 
class m the Punjab and whom I questioned told me that they would 
have no objection to becoming membeis of Co-operative societies 

Gh Muhhtar Singh Aie you suie that this man was a member of 
an\ co-opeiative society^ 

Mr McDougall No, he is a Government servant 
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Societjy compiiscd onh oi national \ioil.eis foi the service ot the countiv, 
he asked me nhat I had to do inth co-opeiation He said that Hieie nas 
unfortunately nothing like a policv but that theie was a feeling that theie 
was a shaip division between the Euial and TJiban pioblems in the Punjab 
•even in the inattoi of polic\ foi education I do not think that thcic is 
that feeling in the othei paits of India wlieie we have begun to leeogni'so 
day by day that the luial and uiban pioblems go hand in hand ind that 
the interests aie conimou so fai as the jiiinciples of the co-opeiatire morc- 
ment aie concerned Theiefoie I would like to disabuse \oui nnnd of 
this impiGSsion 

Ml McDoxigall You confiim mr impiession I cannot sa\ whcthci 
it is so m othei paits of the countiy in view of the extiemely shoit visits 
that we weie able to pav to othei paits Howevei il theie is the mrpies- 
sicn that the co-opeiative movement is confinma its efforts to the luial 
population it sliould be collected 

Ml Devadliai I might add that it is the duty of officials and non- 
officials w'ho aie closely connected w'ltli the co-oiieiatir e nio\ement to 
lemove such misajrpiehension wheievei it exists and to leinore am 
antagonism between the iiiral and uiban inteiests 

Ml McDoitqall T wondei w’hetbei sucli an nnpiession does not exist 
m othei pioviuces bailing kladias and Bomba} 

Ml Devadhai We cannot say about othei paits ot the countiv Now 
coming to anotliei point, may I ask if youi impiession as that so fai as the 
piesent co-opeiative movement is concerned it has biougbt down the late 
-of inteiest^ I tliuik fiom the extiaci I lead out to you vou liave leahsed 
the fact that the luteiest late has been biouglit down to 9-} pei cent poi 
annum m out pait of the countiv wbeie it is consideied to be the lowest and 
"that it has had an andiiect effect in loweimg the lates of the moneylendeis 
nnd theiefoie, if an eftoit has to be made it should be done not in the 
diicction of neglecting the good woik that is being done now but if we 
by pushing on the eo-opeiative movement could bung m the monevlendei 
■with his money and public spirit then it as an advantageous thing 

Ml McDovqaU I entuely agree 

Ch Mulxhtai Singh I am veiv glad to note kli McDougall that vou 
liavc laid voiii hands upon the most impoitaut point in tins connection 
I feel that vve should not ti^ to minimise the difficulty but tiv to lemove 
it ff possible Spealang foi the United Piovinees — have no doubt 
about it — I know thal ev^eii the highest officials used to address meetings 
pomwng out the fact that the monevlendei is taking an undue advantage 
of the position of the agiicultnust and thus inipov eiishing him And fiom 
the Punjab I get a small caste pajiei in wdncli eveiv week some songs aie 
puDlished the puipoit of which is nothing but antagonising the monev- 
iendci When you speak of the monevlendei I suppose vou icfei to 
agiicultuial nione} lenders also, I also ibmlc that vou will li.ive moie 
svmpatliv foi the laltei class 

Ml McDouqall I do not make am dilleience between the iwo elapses 

Ch Muhhtai Singh To my mmd the whole position is that money- 
lending is a very paving proposition especially m the luial areas because 
agnoultuie is not a paying pioposition and, theiefoie, you cannot avoid 
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the eolmll^ mo'^i of them do phcc then inonet 3it deposit with the 
cential banh^^ Tt seems to me that an^ fnifchci efforts i-o bim^ him 
into a pumii’' societr on special teims, tlnit is limited liabilitt that he 
should not be allowed lo boiiow monc> etc will not lead bi niv 
piactical lesnlts Tf ton tell him th'^t ho will not be illowod lend 
money m futuie ton tahe atvat his livelihood 

^[r McDomiaU Had 1 not bid coim ib.ilions with these people— we 
also discussed this mattei with Piotost-oi Chahl im — I would hate been 
Inclined to agiee wnili ton entnelj 

Cha 7 '< man It is foi tlial teit le.isou I am (itimi to find out whit ihe 
position m eaeh piovince is The position is bound to tni\ ni tins mattei 
Ml Mnlvhtai Singh who is connected with co-o]iei ation ni ihe U P is a 
taimei I believe some oi his bioiheis and cousins aeinallt till ihe land, 
and thcieioie he Imows a good ilc.il of this subject in legaid to the P'^it 
fiom which he comes Thcietoie J illowed him (o begin ind yon must 
idniit we hate had some tei\ mieiestinij infoimition fiom him 

Ch yfvlhlat Smqh Phcie is anoihei objeeiion lion snt thai the 
rate of mteicst gnen to ihe monetlendei should he the same as charged 
bt the eeuiial bank That means ton want to give him a certain hcttci 
position than ihe depositoi heeivise the cential bank wants; to make some 
money out of Lim Bufc in ‘■Ins c'se he is not o dcposdoi, he is much 
moie than a depositoi 

V? ^fiDomioU Ho joms a soeietx wheie lie has unlimited habuitles 
he gets 1 highei lato of mteiest With the Coniial Bank his liabilities 
aie Innitod but lie gets less mteicst 

Ch ^^vhht(lr S'nqh No his habihiios will be limited 

Ml -M( DoiujaU Yes 

Ch ^liihhiar Smqh In that case is jt not i sort of disciimination^ 
The depositois may be fiom the piimai^ societies Aftei all then late 
of inteiest would be much iowei 

i/i McDoaqall The depositois mmlu toi obtioiis leasons pieloi to 
lend the monej to the cential society at less mteiest than to the piimarj 
soelet^ 

Ch Mulhtai Singh Suppose theie aie a uumbei of mombeis lu the 
co-opeiative society who want to deposit then moue> and theie is also a 
monealendei who wants lo join the co-opeiati\o mo\ement The money- 
leudei gets the rate of mteiest at which tlie membeis get money fiom 
the cential bank while all the oihei mcmbcis who aie not monejdenders 
get a late of inieiest winch is much less Will that not be ci eating a 
discimnnation amongst the incmbeis ol the eo-opoiatne nmons*’ If }ou 
nsk the inoncxlendei to join the cential bank then the same objection 
IS theie How mil \ou meet that objection^ 

Ml ^liDoaqall What objeition is theie to talmig luonot horn the 
mone^ Icndei toi the cential bank'* They aie taking it a{ the piesent 
moment 

Ch Muhhtar Smqh I am not speaking of whethei he is malang deposits, 
m the cential banli; oi not IMy point is that jou sa-s' the late of interest 
on tlie money given should be the same as on the money advanced to the 
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Oil Muklitar Singh Then that is only an expiession of opinion 

Chairman Mi McDougall's point is mahe an eftoit it bunging in 
these moneylenders and if they do not come in do not insist on then 
coming in 

Ch Muhhtai Singh My point is i^hethei Mi McBougal] could 
suggest any other method by which this principle of unlimited liability 
could be removed 

Ml McDoiigaU That is ]ust the question vhich I am putting to 
myself 

Chan man In fact if von do that it will immediately leave the door 
open for abuse about which jou have heaid These moneilendeis will 
tiy to take as much loan as possible and utilise the same foi then owm 
monevlendmg pui poses » 

Ml MoDoiigall I would not give them any loan 

Chan man Then do vou expect them to invest then funds on fixed 
deposits as it w'ere? 

Mr McDougall I do not see why moneylenders should eithei lequne 
or get loans 

Di Fnedeiich I might say that I am not in favoui of any such 
measure 

Chairman My own view^ is that the moneylender, unless he is a 
philanthropist would not come into this scheme On a point of infoima- 
tion — do these people in youi pait of the countii deposit laigc sums of 
money in the central banks oi the district banks’ 

Oh Muhhtai Singh They do m the central bank On oui side 15 
per cent is the interest that we charge and up to 8 pei cent we allow 
on deposits, so it is a very lucrative proposition 

Chairman I do not understand, on lOur Central Bank \ou par 8 per 
cent Then what rs the 15 per cent ’ 

Ch Muhhtar Singh We charge 15 per cent from the members of the 
pramary co-operative society 

Chairman That is as far as the bank is concerned I would like to 
know it from the point of view' of the moneylender 

Ch Muhhtar Singh He becomes a depositor in the central bank because 
he gets 8 per cent safe Then there is no unlimited liability He rs the 
first creditor if the central bank goes into liquidation 

Chairman The next point is is he allowed tobonow inonev from the 
central bank? 

Ch. Muhhtar Singh No, he is onlv a depositor 

Chairman So it is apparent, Mr McDougall, that he is linked with 
the co-operative movement m that w'ay There is no ob]ection to his 
drawing on a primary society on the same temis as an oidrnar-y co 
operator and there is no ob]ection to his placing monev m deposit with 
the central banks I am told b}' Mr Mukhtar Singh that in his pait of 
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OhaiTman Tliat is anothei matter 

Mr McDoitgaU What i*? the .neiage pa\]nent \oui piimau societies 
make to }oui cenhal bank‘d 

Mr jRamdat, Pantulu 7 to 1\ pei cent 

Oh Mukhtai Smqh Am iecogm<-efl monejlendci mvostiiig to the 
extent ot Es 1 000 oi ovei m a 2''ii>naiv ‘•oeict\ shall he gnon the ■'ame 
late of inteiest as the society pa\s on achanee fioiu its cential bank 

Dt Fncdciich I am not foi gnnig a special rate of mteiest to a mone^- 
lendei I think that nould be non-co-opeiatne E^enbody must be dealt 
Mith equalh 1 thought in thic; icspect that the policy lecommended bv 
me Mould be tollqucd, lo laise the depo<5it late because it Me Mant the 
mciiej-lendei in the co-opeiati\c sxstem mo must touch his puise and 
M'hen he sees a pioht in joining the eo-opeinthe movement then he ui!l 
join 

Ml McDotufaU IMight I .isk Mbit Mi Eamd.is P intuiu Mould ha^e 
to &a_j to slaitmg this ide > Mith icgaid to the inone\-lcndei in the non- 
agiicultmal societies Mheie I undeistand the position is limited^ 

Ml Raindas Pantidu Uibau banks in small villages catch a number 
of agiicultuiists as membeis It is onK an unlimited habihtv 

CUaiiwan It the late of aiteiest is the smic as that allov.ed to other 
membeis of this limited ]iabiht\ — it ma\ be uibau oi mav be luial socie- 
ties — is theie am objection'^ 

Mr Famdas Pantulu But geneialh speaking the rules of the society 
do not peimit of an\ di^'cnminatinn in deposit « (xcneialh it does not 
van* Mith the man 

Ch ^[ulxhtar Swqh lnei\one is tieatcd on his merits not because he- 
is a money-lendei 

Ml Dciadhai Supposing the raoae>-lendei does not happen to be a 
local man and the dejiaitmeut has found it necessar\ to nsue mstiuctions 
not to leceivb deposits fiom othei societies^ 

Mr McDougall I can imagine him joining a CLiitial bank fiom am 
other district but I cannot imagaine a mone% -lender joining a piimarv 
sociep- unless he is in duect contact Mith the district 

Chainiuni Tlieic is a Bihai case Minch lefcned to itinerary monev- 
lendeis mIio came from anothei distiiet joined the co-opeiahve society m 
the distiict Mheie they resided tcmponnly Having done so thev took 
the monev avav and vent back to then ovru distiict or to a third district 
and theic began caiiMiig on monej -lending opei itions at ven* high rates 
of inteiest Theiefoie it is not coiiect to <^av it i'? bevond imagination 

Mr McDouaall Had such an example not been gnen me I should say 
it is bevond imagination because it sliovs veiv gieat mismanagement on 
the part of the membeis of the society 

Chav man i\B colleagues aic pointing out to aou piactical difficulties 
You have aheadv said that vou do not M*ant to picss this in anv piovmce 
01 even in anv localitv M'heie it is not a piactical proposition You simplv 
theM* it out as a suggestion foi bringing Muthin the movement a class of 
people who if thov submitted to become co-opeiators might he useful But 
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xneinbeis of the co-''ii 3 ei atn c sociol}- b-\ the centnal baiilc If be joins the 
pnniain’^ society and theie aie members of the piimary society who want 
to keep then mone\ ni deposit with the cential bank, in then case the 
rate of interest will be ninch lowei thin the late of inteiest allowed to 
>ihe moneyIcnOer 

Ml McDougall If menibcis of the piimaii societies decide to give 
then monei to the Cential Bank well, that is then business 

"Ghaii man I\Ii IMiikhtai Singh’s point is this I do not knon whethei 
he has collect]^ appieciated loui ideas but he sais that as he leids loiu 
ideas they aie lhat if one of these inonei londeis is pci'^uaded to keep his 
moiiev in a piimaii societi he sliould be given a late of mteiest on money 
so deposited 11111011 mil be liighei than that giien to othei co-opeiatois 
iilio deposit then inonti 111th the piimaii society Is that 10111 pioposition*^ 

If; McDougaJl T think Di Biiedeiich s idea 111th legaid io the 
-deposits in the pinnaii soeieti was that the lendei in the piimaii society 
should aclnalh leceiie nio.e inonev for his loan than the depositoi in the 
oential society 

( hail man \Ye aie not on that point We discussed that full’^ and 
lie came to the eonclusion lhat the efteet of that would be to laisc the 
lending late of the piimaii socicti 

Mi McDonqaU Thoie is i good deal of tiuth m it 

Ohanmav I lenlli do not see liom iiheie kli klukhtai Smgh has 
got this paitiiciilai poinl but still it is a point He undeistood your 
srkeme to moan that \ou intended lhat a mone\ lendei who joins a piimary 
soclet^ and deposits monei mth the piimaiv society should be allowed 
on his deposits a higliei late of mteiest than will be given to othei 00- 
vopeiatois nlio deposit monei mill the piiman soeieti 

McDouqall I have not said that 

Chanman M ell that ends it 

Gli MiJ'-hUu Sinqh Then lou mil give him the same amount of 
mteiest as that at which deposits aie taken fioin othei people‘s If it is 
so the latc of mteiest mil be leu Ion and the monevlcndei will not find it 
aIIi ictive to join 

Ml McDoiKjaJj Wliat is the aiciage late of mteiest 

Gh Mttlihiai Sinqh About S pei cent 

Chanman Let ns confine ouiseUc': to the II P 

Gh MnlhUn Sinqh But this <-cheme mil be followed evci'swheie 

Chanman That is so Ash is Mi Eamrlas Pantuhi and Mi De-^adhai 
liave discussed h fiom the point of view of then jnovinces Let us 
confine it to loui jiioMiice so that wc mil be able to collect all difficulties 
The rate of mteiest is joui jiait of the couiiliv is 6 to 8 pei cent Wall a 
moneylendoi b( satisfied with these latcs^ 

Ml McDonqaU He might accept 8 jiei cent 

Chanman But not on the mihmiled liabihL basis f 

Gh Mulhtar Sinqh No because he is a depositoi In the piimaiy 
society he will iievei do it 

Di Friedciicli That is a necessity foi jiiomaiy societies 
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Ml McDoiujall If that piobabilit} aiises at, ceitamh ^\ould have a 
Tei\ seiious etiect But even so is it possible^ The co-opeiative society 
aftei all is managed bv the managers of the society 

dll Mulxhtai Stngh The co-opeiative society is managed by the Pan- 
chav^t Thej arc people of oidmai\ qualifications, they aie not people 
uho can think of things vei-^ intel'hgentl}^ 

Chan man 1 think aou haic brought out some ver}^ substantial diffi- 
culties 

Ch Mxihhtai Singh 1 have not iiointed out these difficulties with the 
idea that there should be no scheme If j'ou can find some workable 
scheme ue shall be much obliged, because 1 think if these people can be 
brought into the co-ojiei ative movement if would be good because the 
credit pait A>ill remain in the hands of those A’eiy people who aie doing it 

Scih Ihijt Ibiloola llaioon I Know some tiling about 'lie mone\-]cndeis 
and I read both the documents and 1 find it is Aciy difficult, especial]}^ in 
Sind, that these monec -lendei s should co-opeiate with the co-operatiA’’e 
societies These monevlei^deis lend money on two terms to the cultivators 
Fiistl}’- they lend money to zemiiidais on the s\stem of mortgaging land, 
and they e\en lend money to cultnatois lAho have no property but they 
lend it on the foithcoming crop and so on These money-lenders have 
small huttis to piovide these cultivatois with things like sugar and grain 
When first the cultivator vent to him he commenced to take foi his daity 
food and piece goods and money lender commenced to unite down his name 
io that account These cultivalois are umkmg with zamindarg on 

batai system (shaiing the produce m kind) Wlien they get their share 
from the zammdais the money lender takes it away’' and gives them credit, 
not for the full inaiket value of the pioduce, but for a less amount, f e , 
if the market late is Es 2-8-0 thev ne given a ciedit of Es 2 T cannot 
understand how the monev-lcndei can be associated with the co-opeiative 
movement There aie some big inoneA’'-lendeis, but theie are inanv with 
small capital Es 2,000 oi Es 3,000 They’^ advance small loans of Es 50, 
m Es 30, and supposing such loans aie taken over bv a eo-opei ative societv 
how can it lecoroi the loans unless thcie is a good haivest and oidinaiilv 
a societv will not lend inoneA to a eultivatoi rvho has no security to offei 

Mr McDonqall The monev-lendei ’s late of inteiest would at least be 
restneted even m the iiaits you aie lefeiimg to 

Seth Han AhdooTa Hawon Take it that the money-lendei ]om& a 
socioff He has ten to fifteen cultnatoi’s uho owe him, say,, Es 50 or 
Es 100 each The society has not onlv to take up these loans, but has also 
to lend moner again These cultn^atois have onH then share of the ciop 
and the ‘’ocieties do not lend money except on the security^ of landed 
piopeit\ I do not know how the cultivators can get credit from these 
societies, if the bania ]oms a society he cannot give loans, and if he remains 
out he might lefuse to lend to ineinbeis ' 

Chav man In that part of the country from which Haji Sahib comes 
haus uho are landless rvots caimot offer any’ security in the form of land 
They are people who uoik for a landlord and get a share of the pioduce 
These lAots get loans from the money -lender on the security of the produce 
uliich thev Mill get from then landlords If your scheme were introduced 
in that part of the country the money-lender comes uuthin the co-operative 
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the practical difficulty to \\hicli Mi Mukhtai Singh lefeiied is a real diffi- 
culty It M ould he impossible to inalce any disciimmation in one and tho' 
same society in legaid to the latc of inteiest and deposits of unlimited 
liability 

Gh Miikhfu) Singh There is another question, as to whether the 
money-lender is hated he wall not like to ]oin, but the restrictions you have 
suggested, I think, show that the man wiil not be treated on the same 
basis 

Ml McDouqall I cannot see the point of this at all A money-lender 
must obviousl’^ be a man who has money to lend If he has money to lend’ 
then there is no object excepting an ultciioi one, m his securing money 
fiom the society 

Oh MulJnrn Singh Idiit he has to lend money and to make as much 
piofit out of it as possible That being so the society does not give enough 
moner in letnin 

Ml McDoagaU OliMoush it would ne\ei do for the societ\ to gne 
Iriin mo^e^ to lend to otliei people 

Chanman How aie you going to give effect to a measure like this^ 
That IS, IS the monct-lendoi himself to come aiul tell the societv I hate 
taken this mone^ tiom people wffio have got the money out of the co- 
opera! ive soeiet\ ^ How' is tins pioxision going to be enforced Apart 
from Ml fifuklitai Singh’s difficultv I see gieat pinctical difficulties It is 
as it vou ask an offendei to come and disclose the oSence Otherwise what 
max happen is this a co-operator at present is a membei of that primary 
societv Hd^ mg got the monev fi om the societv and after handing it over 
to the monev-lendei he goes to the societv that is the authorities, and 
ffills them that he has done this Well the position in every case, to my 
mind leads to results wdiich I for one am not wnlling to tolerate 

Ch Mvkhtai Singh There is a third objection — suppose he provides all 
the monev of the jiiimaij’’ societv 

Chairman Then it becomes his societv piobablv 

Mr McDovqaU Have these societies not been registeied*^ If so 
would the authorities toleiate the legistiation of a societv of a money- 
lender 

Ch Mnhhfar Singh Whatever money is needed for that society he 
niovides Thcie is no question of registration, it has already been regis- 
tered 

Chairman Of course it might be met bv placing an open limit to his 
deposit It IS a real difficultv 

Ch MnUitoA Singh When vou are asking him not to do the money- 
lending then vou cannot put a limit Mi McDougall contemplates this 
It IS probable that his capital wall provide all the necessarv funds required 
to finance the movement 

Mr McDongaJl I am not lefeiiing to the indmdnal monev-lender 
there I am lefcning to the collective amounts produced That is a xeiy 
different stori 

Cli Muhhiai Small There is the possibihtv of his monopolising the 
whole thing 
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Ij-^es on Ins income m adAaneo bccavise lie has to gi\e a\\d}- piactically his 
Mhole ciop to the monej^-lendei and to bouow again horn the same man 
If he IS a yeai in advance some method has to bo found by vhich he would 
not be in advance of the ciop but follow it By deci casing the late of 
inteicst, by legulatmg the amount lent to him, he might be left, at the 
end of the hibl acai, a>ith saa 20 pei cent of lii§ pioduce md would have 
to boiiow oul '5 80 pel cent Next yoai wnth tlie help of Ihe co-opeiative 
moa ement and aaith the monea -lendeis’ eftoits he can save 40 poi cent aud 
thru he h'’^ 1o bonow onh 60 pei cent foi the coming yeai Tn 5 yeais 
he can llius deal oil his debt I am onlv putting a hypothetical case by 
avay of explanation In 5 yoais he will come fiom one end of the bonow- 
ing*^ to the othei end of it " Then he giadualla boiiows less tdl at last he 
lb able to follow the ciop That is the hmd of thing that we have to con- 
sidei If aou can bung the monevlendei, t.he official, and otheis, to help 
the pool agiicultuiist, T thmlv it is aaoith aadiile consideimg I tahe it this 
is wdiat has lealU passed m Mi IMfDoiigairs mind, maa not be in 
exactly the aaaa T have put it 

Chan man Haii Rahib s point was this It aou now tahe awaa the 
monea -lendei , the coopeialiae societa c.iimot lend monea to the haii be- 
cause ho cannot pioduce secuiita If, as McDongall pioposes, von 
take the monea -lendci mt-o the moaement, aou cioatc a a'Oid a\huh makes it 
moio difficult foi the han to got ana eiedit it all We Icaao li there 

Lala HaCiishen LaJ Don t leaae il Iheie because nothing is impossible, 
especiallv m social matteis, and m economic matters aiitli intelligence 
and an c&oit to gi apple with pioblems thea can be solaed 

Chanmav Thcie aie the theoietical and piactical aspects Piom the 
piactieal point of vicav it is dealt aaith m the Bombay lepoit aa'hich says 
Dow'- it can be done But flap Sahib’s point is if vou aiithdiaw the money- 
lendei aou cieate a a^oid 

Lala Haihshen Lai l\Ii McDougall slioiild be picpaicd to modiB his 
ideas on the mfoimation supplied by us 

Ml McDongall I am quite piepaicd to do so 

Seth Haji Ahdoola Hawov Xobodj can piaisc these monea-lcndeis 
But I must saa’^ that aadieii the ciop fails a money-lenJei will not only not 
lecoa^ei his debt, but avill advance again to the han Ho of couise chaiges 
a a'ei\ heaaw late ot mteiesf, but he helps sometimes 

Lala Haihshen Lai Othei wise he will lose . 

Chan man Appaientla the beneficial aspect comes m this avay The 
monea -lendei looks up to the han as his pKiperty out of avi-hich he can make 
something Theiefoie he is mteiested in keeping his pioperta’^ alive, so 
"that later on he might again milch the cow 

Ml Jadu Nath Roy I find fiom a statement heie that the monea?- 
lendei has in the past fulfilled a veiv^ useful piiipose But m Bengal 
mv mfoimation is that the monev-lendei is still lendeimg a^ei^s useful help 
not only to agriculturists but to trade geneially He still finances the 
lute and lice business especially of Indian mei chants w’'ho do not get much 
help fiom the Imperial Bank oi other banks I beliea^e that aou have not 
discussed all these points with any indigenous monej’-lendei in Bengal 

Mr McDongall I never had any opportunity 
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movement TJieieaftoi lie ii, debaiied liom making advances to the 13 ot 
And the ivot cannot go again to the societ^ and ask foi a loan and will 
bo loft without an} means ot eiedit Ha]! Sahib is tackling it fiom the 
point oi view of the i’}ot 

Ith McDovqaU I see Ins point now It is a leij difiicull one 

M] liamdas Paiitiihi Theie is this mtoimation in the Bomba} lepoit 
AA'c solved the pioblem paitially by making the loans of the co-opeiative 
society the fiist chaige on the pioduce not the laiidloid s shaio The 
society lends mone} toi laising the ciop and it can lecoup it’ That is the 
deielopment in Bonlba^ Tt applies to Sind also 

Chan man Does the ai 1 aiigeiiient apph to Said’ I do not think all 
Boiiiba} aiiangemeiits a^iply entiieh to Sind Theic aic otlici difh- 
cnlties How is the co-opciative society to make effective that loan on 
the Cl op tins again dejieuds 011 otlici eonsidei ations and is connected with 
tlio levenuc administi.ition Though Eoiiiba\ Goiciiimcnt have found it 
possible to mtiodiice it m the Bombav Piesidcnci theie mai be piactical 
difficulties in intioduciiig it in S nd 

d/i Dcvadhai (Bead section 24) Xext to (Toieinment claim comes 
the claim of the societ} 

Chan man A hcni is a soit of a dai-Iabonici He does not own the 
ciop He oiih gets a shaie of it toi Ins laboui T have a lecollectioni that 
the Bomba} Committee specific alh mentions the case of the halt 

Ml Deiadhai Thei aie not cku-l.ibouieis the} aie tenants md then 
sh.ne IS fixed eitlici h\ custom 01 b\ agieement Theie aie ccitain fust 
chaiges on the piodiicc such is laid icwenue, and aftei these aie paid the- 
pioduce IS shaied between the tenant and the piopiietoi, who befoie he 
takes awa} Ins shaie, has also to p ii (’oitam cnstomaii dues to woik people 
01 laboineis in thei village 

Ml McDoiiqall Is it possible to sec me .1 moitgagc on the ciop in 
such a case^ 

Lala Haihishcn Lai Tint is piovided in the Bomba\ Act 

Chan mail The pioblem ot financing the halt bustles with difficulties 
,Tlie zamindai is usualB not 111 a position to finance him as he has him- 
self to boiiow’ The sowcai gives the hati a loan on Ins shaie of the ciop 
and chaiges an cxoibitaiit late of inteiest The lesult is that wffiatevei crop 
lemauis wntli the haii aftei the /amnidai has leccived Ins shaie, is geneiallv 
taken awny bv the sow car foi the payment of his debt The hnn then has 
to lioiiow agam foi his maintenance, till the next haivest, and the same 
piocess IS lepeated Co-opeiative societies have been admitting the han 
as membei and have 'lost in some eases bv the haii running aw^av fiom his 
mastei m otheis b\ the suietv being unable to pay and so on 

Mt McDoufiall I agiee Tt is veiv difficult 

Lola Haihishcn Lai Tt is not so hopeless The Bombay Committee 
sav it IS difficult If theie weie not 'difficulties in the way of financing the 
people in the villages, the co-opeiative movement would not have been 
staited To solve these difficulties Mi McDougall’s one wnse solution is 
to bung the money-lendei into the co-opeiative movement The hari 
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the big co-opeiaiive iuo\eineni to help the people, aud joui idea is, if 
possible to take ad\antagc of the stoiehoiise of the monej-Iendei and 
to put U) at the sciMce of the agiicultim‘'i — Mhcthei on the teinis you 
have pioposed oi on difteient teinis that might be settled loeilh and liom 
place to place 

3/? McDougall That is so if nioie jnacticable teiins can he aiianged 
no one will be pleased nioio than mtself 

Lahi Hcnliishcn Lai You do not claim that this is the onh method 

M) McDougall No 

Lola Hail i^licn Lai Thai can be adojitcil oi modified accoidmg to tinic 
and place 

Ml McDouqall Thai is so 

Lala Hailxibhiii Lai You also ha\e m mow that the discussion on the 
money-h ndei’s question has been fiom the point ot mow of ciedit socie- 
ties Theie has not been a woid ^aid about the othei actnities the co- 
opeiatne inoimuent has to giapplc with Supposing foi the sake of aigu- 
ment thiit loui scheme is not w-oikablo so iai as eiedit societies aie con- 
cerned, theie IS no leason whj \oui scheme and ideas should not bo con- 
sideied fioni the point of mcw ot wild then call bcttei Ining societies, sav- 
ing societies, and — agiicultural inqmnement societies Sine]\ ^ou think 
that he cannot become useful by joining the co-opeiatne ciedit society 
because competition w^oiild disappeai As soon is the co-opeiatnc society 
changes tioin a cicdit soclet^ into some otlioi cncMeti tins rhfliculti will 
disippeai 

Chan man 1 do not see how it meets Mi jMcDougalTs pomt If they 
aie going to be allowed to join non-tiedd societies ad thu objections \ou 
ha\e heaid disappeai but T do not see how thev fit in the pictine’ 

Lala Haihishcn Lai T was sa\ing that the inonei -Icndci ought not to 
be tinned out of the Milage bccaus'e he is the most undespable peison 
That is the point fioin which I staitcd It will he admitted by a on as well 
IS b\ otheis thar the mone\ -lendei ina\ not have been at the piesent time 
thought to be a helpful peison in ciedit societies, but that is no icason why 
he should not he consideied as a help in sc\eial othei w\v\s 

Ml McDouqall No leison at all i1 he could bo ui uK use nt 

Lala Harhshen Lai Y^ou know that the ro opeiatne field has to covei 
a much largei field in India than it occupies at picsent in both intensity 
as well as extensiveness 

Ml McDougall I ha^e tiied to make that cleai 

Tmla Haihibhcn Lai The co-opeiatne motement his onlv touched the 
fringe m extension, and m depth it has not even sciatched the giound. 
That is m3 leading of the co-opeiaiive situation at piesent in India 

Mr McDougall That is so most assuiedh 

Lala Harhshen Lai We aie just staitmg as it wcic Turning lound 
to the monev-lendeis and to jour suggestions, I do not Imow^ whether vou 
have realised that this foim of monev-lending is not veiv ancient m 
villages 

Mr McDouqall No, I have not 

Lala Harhishen Lai Tins form reallv staitcd in the piesent foim when 
the cash dealings came into the country, i e dnnng verv nearly the British: 
times Othei wise all transactions m villages even m mv i oimgei da^ s weie 
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Ml Jadu ISJaih Hoy The co-opeiakve sociefeies in Bengal chaige inteiest 
Jiom 12 to J5 pei cent I do not know vhat they ehaige m Bombay oi 
Jdadias 

Ml Bamdas FaniuJii In I\J<uh is lo 9-3/8 pei cent 

Ml Jadu Math Boy In Bengal the money-lendei also chaiges the 
-agiieultuiist 12 to 15 pei cent and I beheve they should be allowed to do 
the business Mithout joining the co-opeiative movement because they will 
be lending iiione) at competitive latcs, and thus bung down the rates 

Chauman Accoidiiig to fhe Bengal Committee loans to agiioultuiists 
gnen on the seeuiili of then liokluigs geneialh beai inteiest iiom 18f to 
37/; pel cent 

McDougall Theie will be a good many money-lendeis left toi a 
peiiod oi ■\eais But the geneial tiend is toiiaids amalgamations of one 
kind oi anothei In the in.ijoiik of couiitnes banks have gone through 

that oxpeiience It is not iei\ long since in England the small family 

banks veie absorbed b\ Inggci b.niks, and vhcthei foi good oi foi evil 
we aie passing thiongh that jihase uiialganiatioiis aie taking jilace 
centiahsation is going on and the monet-leiidei soonei oi latei must 
occupy a diffeient place 1 am not out to kill him, but I am out to make 
him a much useful pait oJ the social ind economic oiganisation of the 
countiy Co-ojiciation is oiganisation Hovevei unorganised it may be, it 
IS tending ton aids bcttei oiganisation 

Cliatniiau Is it not the custom in Bengal to chaico inteiest at the late 
of one piec oi tvo nice per rupee pti jiionth 

Mi Jadu Math Boy These aic exceptional cases 

Chan Dial! I'lie Mllagei doe= not unclei stand so much pei cent It is 
geneiallj one pice oi tvo pice pei lupee pei month 

Mr Jadu Nath Boy Nov thoie is so much competition m Bengal that 
rates aie 12 to la per cent 

Chauman I'lio Bengal Coniiiiittee examined the position, and thej 
guc 1 ites distiicl In district IVJiat von aic icfeiimg to is the operation 
or big moncv-Jendeis like \ouiself 

O i- 

i\/7 Jadu Nath Boy In the case of small loans of money-lenders who 
have a few thousand rupees it might be the case I do not see any induce- 
ment foi money -1 end eis to join the co-opeiative movement on the terms 
^ou have started One intli ton laklis of lapiees will not be satisfied with 
a jiei cent which tlie co-opeiative societA vill give him, vhilc othei persons 
aie gaining The Imperial Bank is making 15 per cent It is pure 
philanthiopv, if he joins the co-opeiative movement on these terms 

Mi M cVouqall All this mfoimation is contrary to what has been ex- 
plained to me in certain parts of the countiy that mfoimation may be 
right 01 entirely wnong, 1 cannot sav 

Ml Jadu Nath Boy, AIv idea is every one who has got money, whether 
he IS a service holder oi a zamindai oi a professional money-lender, should 
he allowed to lend money That will bung doivn rates These societies 
get money fiom Government 

Chairman No 

Mr Jadu Nath Boy At least thev do not pay super-tax they are in a 
wav helped 

T^ala Harhishen Tjo! My way of thinking is exactly like your way of 
thinking There is a source of wealth, monev and expen ence and there is 
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already this problem of heavy jiidebtedBess by reducing it by means of co- 
opeiahon As it is, even now you and Di Fiiedeiich differ in certain 
matteis, you differ because youi expeiiences aie different and because both 
of you Imow co-operation, fiom two diffeient countiies, and in the two 
countiies about which you speaJc, things have not been solved in the same 
fashion and to the same extent Theiefoie neither should you thinlc that 
youi expeiience of England noi should Di Eiiedeiich think that his ex- 
perience of Geimany is to apply to India 

Mr McDougall Not necessaiily 

Lain Hailishen Lai Theiefoie all you have to do is to give us your 
suggestions as to the factois we might consider, and fiom those factors 
we should adopt those vhicli we considei veiy good, lejeci those which we 
considei aie no good, and bung out something else fiom oui own brain 
That IS the position you take up '' 

Mt McDougall Entiie^'y so 

Lala Harlashcn Lai You said that the money-lendei’s expeiience 
would be useful Have you consideied that the money-lender’s experience 
would be verv useful in maiketing? That is one of the very big problems 
wo have bcfoie us 

Mr McDougall Yes, he w'ould be useful 

Lala Harhshen Lai He would be moie useful there than in co-opera- 
tive credit societies 

Mr McDougall It is not inconceivable 

Lala Ha-ilashcn Lai It is not inconceivable either that in the village 
itself he might be useful also 

Mr McDougall It is quite conceivable 

Lala Harhshen Lai He cannot be useful in co-operative credit societies 
to the same extent, that is also conceivable ^ 

Mr McDougall That is a mattei of opinion and I should not hke to 
commit myself on that 

Lala Haihislicn Lai But do you not think that the bye-laws that w^e 
have piovided in the vaiious piovinces and the bye-law^s that aie common 
and geneiai m India have been conceived fi im the point of view' that the 
souice of money supply is something other than the money-lender? 

Ml McDougall Yes, may be 

Lala Harhshen Lai So far as the bye-laws go, the money-lender was 
kept out of view in devising them and devising the sources of money, etc 
If w'e now took the money-lendei into oui consideration as a useful aid 
to our credit societies, do you not think that bye-laws and schemes could 
he devised so as to keep his evil part out and his good part in? 

Mr McDougall I have seen no reason why that should not be the 
case If these proposals of mine, aftei being submitted to the collective 
expeiience of the gentlemen around this table, are found to contain holes 
which render them impossible to w'Oik, I suggest that it is for you w'lth 
■^our experience to find out some othei bettei way, but the basic principle 
of making use of the experience and the finances of the money-lenders 
should be carefully considered 



jji kind The monej^-lending -was not money-lending then , the money-lendei 
was really the Icndei ot food, the lendei of seed, the Icndei of cloth and 
so on It you take so much, j^ou give him so much wheat It a peison took 
a ceicain quantity ot cloth dining maiiiage tune or at any othei time, 
the agieemem was that foi 10 3 aids of cloth he had to give 2 01 3 maunds 
ot w’^heat, giam, bailey, etc At the seed time it is also agieed that he 
gives you seed foi one unit he wall give you one unit and a quaitei more 
01 a qucutei less accoidmg to the jilace, the man and the need When 
cash began to ciiculate, the heieditaiy S 3 'stem ot calculation disappeared 
from the agiicultuiist , the agiicultuiist was slow to giasp the rates He 
knew' certain tales that w^eie ancestral, but wdien the new rates came lie 
could not undei stand whether a pice a rupee was the same thing as he 
w^as paving before or less he did not know what exactlv the effect on the 
\iilage life would be and wdrat the ehect on Ins succeeding generations 
would be The monej^-lendei took advantage of this and began to calculate 
m I waj which was not familiar to other peisons, and the S 3 stem gradually 
giew' up until it came to 18 to 37 per cent It might be news to you 
that the iiionev -lender is a foieignei in certain tiacf.s of the land m India 
He IS either a Mai wan wlio has not really a fixed residence 01 a Kabuli 
He introduces hrirrself into a new tract The Kabuli comes from Afghanis- 
tan He goes to places wlieic people do not know even as much as the 
ngricultorist Ho brys ‘I will chaige 5 pei cent per rrronth’ and for the 
life of them these people do not know'^ that 12 x 5 equals 60 Theie is no 
competition and he gets wiitten documerrts from these people He goes 
and comes back the next rear to recover Ins monev The Marwair rs 

bad enough but he is not so bad as the Kabuli That is how the system 
has giown Natuiall 3 ' the remedy would have been education which would 
make men intelligent enough for the standaid of life in which we hav^e been 
brought up by now economic foices, mostlv cash pavments Anothei 
factor whrch has come rnto village life and town life is the sale of ready 
made goods It makes things very difficult for the people because 50 years 
ago, and less than 50 veais ago m some places they hv^ed on goods made 
locally for which the piice was rrot paid m cash but in kind Now the result 
of the ready made goods that reallv flood the countrv is that the worker rn 
fire village has gone out of employment and has to pay in cash He has 
not developed the same resources for disposal of his producls as the man 
who sells his goods Sometimes he is the money lender himself sometimes 
there is anothei party The result rs that lie rs ground betw^een two mrll- 
stones, the millstone of the ready-made goods and the mrllstone of the 
cash paymients Tins is the w\av he has been bi ought down to tins position, 
not by machination I think it is by natuial growtlr or natural change that 
new foices come into play and new”^ situations arise Monev-lendnng has 
•now assumed a shape which is to the disadvantage of the agriculturist 
and whau we have to do is to giasp the problem and solve it Kiom my 
<ixpeiience of village life and village supervision — I know a great deal about 
Tine money’-lendei and the agriculturist — the co-operative movement and 
the cipriit societies have taken the money-lender as an evil genius and 
think he ought to be treated in the same w'ay^ as wntehes and elements of 
that kind vreie treated in ancient times The witchcraft has disappeared 
by giowTh of wnsdoin and growth of knowledge Similarly’- tins will also 
disappeai wutlr the the growth of wisdom and the growth of knowledge, huk 
al the same time things have to be thousht out, developed and considered 
After what I have told you, do you not think that we, along with the Gov- 
eimnent should try to solve this problem’ To some extent we have solved 

VoL IV S I 
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am soii\ to sa^ that the papeis which we have got befoie us do not con- 
tam much which would help us with legaid to co-o 2 ieiative maiketing 
Theie is no doubt a good deal Iheie about maiketing m geneial and agii- 
cultuie in geneial, but it seems to me that they aie all outside oui puiview 
May I ask Mi McDougall w^hen -sou weie invited by the India Office 
vhethei vou wme told that vou had to advise us on Co-opeiative marketing 
m geneial^ 

Mr McDouqall When I was invited bj' the India Office I was in 
genei al teims asked to assist the Banking Enquiry Committee I am not 
prepared to commit mvself fuither 

Gh Miilhiai Sinqh I considei that -Mi McDougall is wnthin his 
lights to invite oui attention io all the impoitant points because, in my 
opinion, the\ all compiise and come iindei oui teims of lefeience All 
the points aie contained there 

Chan man AVhat aie the points^ 

Cli MulJitai Sniqh Ownership, land tenuie, education, marketing 

and finance and so on 

Chairman Aie they included in the teims of reference^ 

Ch Miihhiai Stnqli These aie all matteis that have been discussed 
by the s annus pinvineial committees The terms of lefeience include 

“The development of banking wnth a view to the expansion of in- 
digenous, co-opeiative and joint stock banlang wnth special 
lefeience to the needs of agriculture, commeice and industry” 

The first point is what aie the needs of agiicultuie"? When we know 
the needs then certainly w'e can devise the remedy Then again m paia- 
graph 4 it is laid dowm that “It wnll he the duty of the Central Committee 
to examine, the material contained in these reports besides mvestigatmg 
anj heads of enquiry which are not specially lefeired to the Provincial 
Committees” Thau shows that we avill have to deal with marteis not dealt 
wuth bv the piovincial committees That is another point fiom which I 
am led to think that Mr McDougall is light The thud point is that it 
IS impossible to suggest the remedy unless he laiow'S what the position 
of the agiicultuiist is, what his financial difficulties aie, wliethei he is able 
to repay his debt, whether he is able to offer any surety, these are relevant 
questions which w^e have to consider from the banking point of view There- 
fore, I feel that not only all these pomts have beem touched upon heie but 
I feel that I am veiv grateful to him and I hope vou will allow me to dis- 
cuss these things wnth him thoroughly to enable us to understand the real 
difficulties 

Ml 'Ramdas Paniuhi The mfoimation w^e received from the Finance 
Department which was ciiculated to us bv you (Chaunian) was that the 
foieign experts aie coming here to assist the Indian Central Banking En 
quirv Committee ir then work I have not round anv statement in that 
note about the limitations of the ad-nee di the consultation that w’e are 
going to ha-ie with them on any paiticulai matter We have collected 
n cood deal of information ftom all these gentlemen ('expeitsl uid I should 
consider that it is extremely difficult to deal only with co-operative market- 
ing without dealing for instance -with organisation of marketing, finance 
nf maiketing and so on Then the co-operative sale society which as 
formed for the sale of products of its members will have to rely upon the 
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Dr Fricdc'nch I am of opinion that the problem with regard to the 
monej-lendei is one of the most impoi-tant problems We have to dis- 
tinguish between the different lands of money-lendeis Poi instance we 
have agiicultuijsts who do money-lending business The solution foi ths 
pioblem ^\ould be bettei banking facilities to tenants If the tenants get 
bettei banking facilities, they can get rid of the money-lending busmess of 
the landownei Secondly, theie is the tiadei and dealer who is money- 
lendei at the same time It is m}’- opinion that they do not do pure 
money-lending business, i e , that money is not given in cash, but very 
often it is given in goods Now we cannot solve this problem by the 
recipe lefeired to in Mi klcDougall’s papei , this pioblem can in my 
opinion only be solved by oiganising supply of agnciiltuial lequiiements, 
so that this kind of money -lendei can be biought out of this business 
Thiidly comes the case of the money-lendei who gives in cash Heie the 
sound solution would be eieating bettei banking facilities, that is to sav 
creating a moie efficient co-oneiative system m the coiintiy The co- 
operative system, foimation of supply societies and maiketing arrange 
ments will solve the pioblem best This problem is no simple pioblem 
It IS veiy complicated with legaid to these vaiious factors and with regard 
to the vai.ous kinds of money-lendeis We cannot solve it by a simple 
measure, but onlv^ bv a unified policy with legaid to the various kinds of 
money-lendeis That is my personal view T quite agree and fully re- 
cognize all the consideiations given by Mi McDougall In case we get 
the monev-lendei, we must see that we get h’m as a lamb and not as a 
wolf into the herds of co-opeiatois In case we get him as a wolf we shall 
be doing more damage to the cause than advantage I cannot give you 
a univ'^ersal prescription as to bow to do it, but the money-lending should 
be giadually avoided I think it could be done by creating an efficient 
co-opeiative system 

Mr Dcvaclhar I shall lead to you a passage from this book on ‘'^Co- 
operation in Bombay” by Hiialal Lalubhai Kaji 

"The elimination of the middlemen is one of the great objects of 
the co-operative movement This elimination, it pioposes to 
bring about by the consumers themselves oi the pioducers 
peifoiming the necessaiv scivices Elimination by absorption 
IS fhe idea, not elimination by leveiting to the eailv day's, 
when the producer and the consumei were in direct touch in- 
dividually” 

This IS the latest view held with regard to money-lenders 

Mr McDouqall It is a very sound view 

Chairman Before we commence this aftei noon’s proceedings, on behalf 
of the Committee and my ovvm behalf I should like to express our thanks 
to 'Sir T Yijiaraghavachaiiar for having come over this afternoon to take 
part in our discussion T have to mention another point before I begin 
the pioci'eflings You wall remember we weie told in August last bv Sir 
George Schustci that owing to the importance of the problem of Eural 
Imance he would get a man wdio had snecial experience in co-operative 
marketing methods to guide us in our deliberations so that we could take 
advice fiom him m connection with our work coming under the terms of 
reference We then thought that the Experts will advise us on Co-opera- 
t’ve marketing We then accepted Sir George Schuster’s suggestion I 

3 I 2 
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Ch Muhhtar Singh Mr McDougall has clearly ponted out that 
whether the Zanundari system exists he does not advocate the intiodue- 
tion of the co-opeiative movement That is a special lecommendat on 
I might say, that things aie so wound up with one anothei and although 
it may not be possible to go into the details we cannot absolutely push them 
altogethei out of consideiation I feel it, hovevei, to be an impossible 
task not to look upon the mam faetois because the cultivatoi’s economic 
condition is so wound up 

Chan man We aie not a Committee of Economic Enquiry The two 
things can be cleaily sepaiated In fact I pointed out to vou what happen- 
ed m connection wath Committee on Emal Credits in England 

Ch ]\'hilchia-i Sinqh If I may point out, the facts veie that the whole 
position had been pieviously cleaied up foi them and so they had not to 
go into the same gioove again I mean to saj, there was the Agiicultural 
Tiibunal’s investigation lepoit betoie them 

Chan man So ve have befoie us the findings of the Eojal Commis- 
sion on Agiicultiue 

Ch Muhhtar Singh My view is that unless you go into the whole 
question of the economic i elation and position of the cultivatoi it is quite 
impossible to decide anything about these matteis Secondly, I wish to 
point out that the Government of India have cleaily stated in the terms 
of lefeience m j^aiagiaph (4) that it is the duty of this Committee to 
enquire into details which have not been specifically refened to the Pro- 
vmcial Committees foi enquiiy Eiom my point of view the question can- 
not be discussed unless the economic position of the cultivatoi is discussed 
If we had known that this was youi lulmg in the matter I vould not have 
taken the fiouble of going thiough much of the details 

Chan man I understand your point of view and I might tell you that 
eventually the ruling rests with me to decide whethei the terms of refer- 
ence will cover all this 

Ch Mvhhlar Singh I do not dispute youi right of ruling 

Chairman We shall now discuss some relevant portions in Mr 
McDougall’s papei on “Land and the Cultivator” and then deal with 
the paper on “Marketing” Now, Mr McDougall, may I ask whether 
your idea ’s to increase the production in the land^ 

Mr McDougall That is the idea 

Chan man You are probably aware that in America as a result of an 
jcai s examination of the sub3ect they have come to the conclusion that it 
IS m the best interests of the cultivator to grow' less and get more Do you 
subscribe to that view? 

Mr McDougall If vou aie going to suggest that the wdiole w'orld should 
grow less at such a time as this, I am inclined to subsciibe to at provided 
it IS done bv International agi cement 

Chairman If other parts of the w'oild wanted to grow less and to get 
more then voui advice to India would be also to grow' less and get more 

Mr McDougall If the whole woild subscribed to growung less then 
the economic position of the W'Oild would be distinctly better, but if India 
IS to grow less and the other eountiies were to grow more than India is 
bound to suffer, because if India grew less othei countiies would reap the 
benefit 
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regulation of markets, upon transport and other facilities, upon railway, 
_rates and so on That being so I do not know how it is fair to ask 
Mr McBougall to disentangle himself from marketing and confine himself 
lo co-operative marketing Speaking foi myself I cannot say that I will 
be able to do that 

Chan man I am simply tiymg to deal the position If you want to 
tiaveise the whole giound eoveied by' the Royal Commission on Agriculture 
then you will have to do likewise with legaid to Industiies as well The 
terms of lefcrence aie -veiy explicit We aie not heie to suggest ways and 
means about the improvements of agiioulture or of the improvements in 
maiketmg It is only with regaid to the financmg stage that oui Com- 
mittee comes m I may m this Connection lefer to a piecedent which I 
notice fiom a book which Mi Mukhtai Smgh has placed in my hands 
In England when they' appointed a similar Committee, that Committee 
dealt with onh the position of ciedit and not the position of agiioulture 
And it IS paiticulaily fiom that point of view that I wanted to cleai up the 
position Whether this comes undei the teims ol lefeience oi not is a 
matter w'hich is foi me to decide If anybody wants to say that it is our 
function to examine the wliole pioblcm connected wnth agricultuie m India 
including land tenures, questions of ciop productions and so on, I should 
sav it is distinctly outside our puiview 

Ml Tlamda^ Panhdu This afteinoon we have met specially to discuss 
Maiketmg and I think Sii T Vqiaiaghavachaiiar is heie to help us in airiv- 
inc at oui decisions on that question I did not contemplate that we 
weie going to d scuss the whole scope of ruial finance this afteinoon 
IVlien dealing w'ltli m.uketing, foi instance, I thmk it would be better foi 
us tc considci aKo points like tianspoit facilities, laihvoy lates and so on 
because these aie questions which are intimately connected with solving 
the pioblcm of maiketmg finance 

Chan man Do vou seiioush mean to suggest that this Committee is 
einpoweied to ex.unme the question of lailwciy lates and so on 

Ml Eamclas PantiiJn \\ o can go into the question and say something 
about it 

Chan mail I should sav that it is moie than w'e c<ui do Eoi instance 
von mav ask foi a change in the peisonal laws of the countiy, like the 
Mitahsluna ]aw and so on We have aheady discussed that subject and 
we decided that these subjects aie not wuthm our puiview' We can simply 
refei to such matteis if necessaiy wuthout going into details 

Ml Pamelas Paniiilu T am not asking you to go into the question but 
w'c have got to say' that these elements entei into the question of market- 
ing We can certainly lefcr to them w'lthout going into details Mr 
McDougall’s papei coveis all pioblems of maiketmg without going into 
details Aftei all the co-opeiative movement has touched only about 6 
per cent of the population of tins countiy and the co-opeiative maiketmg 
has touched only a veiy micioscopic pait of the maiketmg itself If we 
can get the ideas of Mi McDougall on this point wo do not like to throw 
astray the oppoi tunities which Mi McDougall has placed before us in his 
paper w'hieh is a very valuable document 

Chan man I W'as simply tiymg to clarify the issues Having got this 
mfoimation fiom Sir Geoige Schustei which we have already discussed in 
Committee before, I was trying to find out what Mi McDougall’s position 
was because that w'lll have to be caiefully considered latei on 



Chav man But if Dj means of the Canadian. Wheat Pool arrangement- 
tlie Goveinment weie spending large sum of money for the maxketmg- 
of that Cl op, would not that amount to a fnim of State assistarice^ 

Mr McDouqalL I thmk you wull find that the Government have only 
in recent jeais spent laige sums of money They have spent sums of 
mone-v m helping the Canadian farmer to help himself, ]tjst as you do 
thiough co-opeiation 

Chanmnn But we do not do anvthmg through co-operation in that 
field 

Mr McDoiigall You do it induectly by iiaving the salaiies of a great 
mnn-^ of the 'employees in the co-opeiative movement 

Chairman Yei\ small amounts as i\lr Eanidas Pantiilu will tell you 

Lain Harhislicn Lai "U’e spend m the Punjab about 14 laldis a year 

Mr Bamdas Panittht \Ye S[)ond about 11 laldis in Madras 

Ml McDouqall That eviieuditure only affects 6 ro 7 per cent of the 
population This Canadian vheat business aftects piactically the vhole 
eoantiy 

Chan man IV hat is the amount ot assistanct given to the Canadian 
faiincis ^ 

Ml MoDougall 1 should think that within the last yeai or tvo it 
must be -^eiy consideiable, because of the Wheat Pool getting into economio 
difficulties Owing to the voild position the Goveniment have taken steps 
to giie the Wheat Pool such suppoit as will enable it to o^clllde the exist- 
ing economic depiessioii I suggest to you that this expenditure of money 
owing to economic conditions, which we must assume vill not last foi ever, 
IS quite extianeous to geneial economic and political piineiples 

Chairman Theieforc voui pioposition is that whatever may Jiappen 
about the disposal of the pioduction, India must go on increasmg her pro- 
auction of vheat? 

Ml McDouqall She must leseive liei output As othei countries pro- 
giess hei position will otheivise become vci^ much voi-so If your premises 
13 to be accepted an enoimous amount of monev is being spent thiough the 
world, unnecessaiil} , on agiicultuial education The countiies that go on 
spending money will come out best m the long lun and iliej will do so at 
the expense of the countiies that do not If New Zealand bungs dovn her 
butter output and Denmaik continues to maintain her butter output that 
will be to the benefit of Denmaik and not to New Zealand 

Chan man But confining ouiselves to wheat voui pioposition is that 
youi advise to India is to sc on mcieasing hei cultivation of vheat irres- 
pective of what mav happen to the piice at which the suiplus wheat can 
be disposed of 

Lala Harlxtshcn Lai Has theie been anv surplus of wheat vuthm the 
List 10 yeais^' 

Chan man That is another part of the problem I am trying to find 
out what the advice is I undei stand that India must go on inci easing 
her production of wheat so that she can dispose of some surplus in the 
world’s markets at any price that surplus may get 
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Chairman I take it that you have read all the hteiature on the suh- 
jeot, that IS wheie they discussed this aspect of it I shall only lead ;^ou, 
foi youi mfoimation and the mfoimation of ^’’oui colleagues, ceitain pas- 
sages of then papeis “It is oui consideied ]udgment that there is ]ust one 
’i^ay that the American faimei can hope to get a piohtable piice for his 
v/heat and that is foi production in this counti}^ to be adjusted downward 
<'0 that it will not eAceed the domestic requirements That is necessary 
if tariff piotection is to be effective Once this is done, increased produc- 
tion elsew'here in the w^orld will mike no difference to producers out can 
be relied upon to afford them whatever protectron may be required for 
them to maintam their place wath other commodities in this country “ The 
position IS this if any country wants to produce say a certain quantity 
for expoit and ineiease Ihat quantit)^ it must compete in the markets 
of the world in regard to that commodity, and it wall have to compete 
against the available surplus of other countries Do you realise that m this 
matter conditions in India aie the same as conditions in America? Why 
did they say in Ameiica that it w^as not possible foi them to compete in 
toe world’s markets with either Canada or Australia^ They referred to the 
fact that Ihesp coimtiies have not got to transport their gram over large 
tracts of railway before they reach nhe ports 

Ml McDougall But Canada has got to do it Do you suggest that 
the Canadian giairi is at the poib*^ 

Ohaiimon Is it not tiinspoited by iivei mostly^ 

Ml McDougall Most decidedly not How many miles is Manitoba 
\from Bntish Columbia or fiom the Great Lakes, how much .Canadian 
wheat comes dowm into Monti eal, and on this new' line that they have 
opened to the Hudson Bay? 

Sir T Vtnai aghavachai ya From Winnipeg to Vancouver I suppose it is 
about 1,500 miles 

Mr McDougall It is a considerable rad distance It is more than, 
saj', from Lyallpui to Karachi 

Su T Tiparaqhavacharya What perhaps the Chairman is referring to 
IS the w'heat w'hich comes to the head of the Lakes From there it is 
water transport 

Mr McDougall But there is a considerable portion of wheat which 
■crmes across to Vancouver In any case the lail distances in Canada are 
very great 

Chan man In the case of Canada how* much assistance is given m- 
directly hy Government to the Canadian Wheat Pool system? 

Mr McDougall I cannot tell you 

Chairman Has it not been described in certain quarters as a method 
of dumping‘s 

Ml McDougall No It is a natural product of the country It has 
in the past been profitable for Canada It is on wheat that her wealth 
has been built up 
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Mr McDougall You have quoted one authority, let me quote another 
authoiity This is O’Biien’s Agncultiiial Economics “With the deve- 
lopment o£ international tiade and the opening up of new aieas, the possi- 
bility of any oiganisation shoit of a woild-wide one contiolhng the pioduc- 
tion of any commodity is becoming more and more lemote 

Ml Jiamdas Pantiilu In that connection I would like to add that I 
have been consulting more than one system of economic lestiiction I have 
no actual expeiience of lestiictions but thiee oi four works on economics 
aie unanimously agreed that the experiment of lestiiction is not going to 
succeed 

Glianihan I have seen all that I am at the picsent moment trying 
to find out Ml McDougall’s vicvs on the basis of America, i,\hich they 
say is based on 10 jeais’ expeiience. -when the producer could not get a 
proper piice for his produce the} had to start methods of lestrictioUj^ 
not special restriction but co-operative restriction The remarks } 0 U made 
im 11 come m very pertinently vith lefcience to Mr McDongall’s scheme 
about the icstiiclion of the ]ute production If on principle it is wrong to 
restiict, then it ml] be wrong there also Eoi the present T am just trying 
to fix up the principles I u anted to know nhethcr it would be mse for 
any country to confine itself to vheat when the wheat cannot be disposed 
of by the pioducer except at a cost lower than Ins cost of production 
America found that it was not possible to dispose of that vheat at a profit 
to the producer and it was compelled to lestiict her wheat production 

Mr McDougall I think you had better understand what the actual 
fosition of the cultivator is in America Ameiica has produced in the 
past great quantities of wheat The puce of surplus wheat in anv country 
IS dependent on the world prices The American farmer is in that position 
Tie has no piotectiou mth legaid to A\heafc which is of any value to 
him He has protection with legaid to cotton for instance But no 
scheme that wull work out in piactice has been devised for the Amencan 
wheat fanner They have attempted it through the Federal Farm Board 
but that IS not protection It is bounty feeding I suggest that the ex- 
periment IS not a happv one 

Chairman Did I understand you to say that Amenca has no protec- 
tion for her w'heat’ 

Mr McDougall It is quite useless for America to try and protect her 
wheat by putting a tariff on am thing coming into the country because she 
IS an exporting countr} for this product 

Chairman But still she has protection against w'heat being imported 
into the country Has she got a protective tariff against wheat coming into 
the country, say from Canada^ 

Mr McDougall Yes 

Chairman Protection is gnen to the farmer against the importation of 
wheat coming into the country 

Mr McDougall But if America is exporting very large quantities of 
wheat obviously that protection is not ^eiy much use to her Therefore 
the wdieat farmer is dependent on world puces working inside the country 
where his cost of production is enormously mcreased by the high tariff 
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Mr McDougall It is quite unDecessar37 to coiifine tlie argument to 
wheat The whole principle of my paper is to increase output in the 
imes of production that ate most piofitable to India 

Chamnan If \ou want to qualify it in that waj then I have nothing 
more to say 

Mr McDougall I have taken wheat merely as an example, because it 
is the simplest commodity to calculate values on 

Lala Harliishen Lai That relates to exportable commodities and for 
those commodities ve ought to have selected crops which will fetch the 
best priced 

Mr McDougall That is so 

Mi Devaclhar Does gieatcr output necessaiilj mean gieatei wealth to 
the agncultuiist^ 

Mr McDougall Ilndei noimal conditions y^es, decidedly — and up to 
a ceitam point vhich I have lefciied to in my papei If vou aie going to 
start on the assumption that the piesent economic position of the world 
is going to last for evei ilien I have no moie to say But on that assump- 
tion yoiii woik on \our banking Committee is not lequired 

Ohamnan I was ti\ing to repeal to you the inference vhich can be 
derived fiom the expciience of Tlmeiica which led to the legislation of 
1929 If vou sav that thcii expeiience oi then wisdom, was entirely 
wrong I have nothing moie to say 

Ch Mulxhtar Singh They slatted vith the idea that there should be 
no export of uheat 

Chairman They i cached the position at which wheat "was bemg exported 
at a puce which was not bunging a pioper letuin to the giow’^er 

Ch MuLhiai Singh If j'ou agice that India should not lemain an ex- 
porting countiy, we shall have to decide whcthei it should or should not 
produce moie 

Chairman We shall come to that presently But the point is — ^why did 
Amenca come to that conclusion? 

Ch Mulhiar Sivgh They found it was not a paying pioposdion 

Chairman That is the point They found that the export of wheat was 
not a paying proposition and having found that, they wanted to restrict the 
oiatput of wheat 

Ch Muhhlar Singh They could not do it for cotton 

Chairman I am dealing wntli wheat at Ihe moment because Mr 
McDougall has piommently lefeiied lo the wheat position in India 

Mr McDougall I have only lefeiied to it because it is the simplest 
fcommodity to calculate on 

Chairman My whole point is that pioduction can be incieased only 
if it IS found that increased production can benefit the agricultiuist It may 
be that by putting more manuie into his land he may get an extra 5 
bushels of wdieat, but unless that extia 5 bushels are going to be a paving 
pioposition, w^ell, manuie oi nc manure, he cannot possibly be expected to 
glow fhe extia wheat at a loss to himself 


r 
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Oh Mvlhtar Smqh The depression started in America in 1921 

Chan man There was no woild depression then 

Oh Mvhldar Smgh In 1921 a committee was appointed in America 
known as the Agiicultural Ciisis Committee 

Chairman But then the point is this The agiicultuial crisis took place 
in America owing to overproduction It was not a world ciisis as we are 
iK.w faced with 

Mr Ravi das Pantuhi There is one point which struck me While un- 
doubtedly Ml McDougall was dealing with the expoit aspect of wheat, 
thi tenor of the vhole of the fiist page impressed me as if he was also 
speaking moie definitely about oui effort in producing more per acre than 
on extending cultivation The total produce will depend both on the area 
cultivated and the kind of farming He was thinking of the yield per acre 
and asked us to produce moie pei acre If we cany out McDougalTs 
idea bv restiicting the area and producing more pei acre it will ceitamly 
be an economical pioposition foi the countrj’- He is putting forward 
the idea of intense farming such as by manuring etc In fact that aspect 
of it appealed moie to me, and I think there is much to be sard for it 

Chairman I am not sure that this is the point Mr McDougall says, 
if the quantitv of wheat per acre could be inci eased the value of Indian 
nroduction would be veiv considerably increased he does not refer at all to 
the cuitailment of the aiea of production 

Mr Ram das Pantidv It is not inconsistent He is speakmg of the 
lew pioductivitv of the soil in India If the productivity can be increased 
bv better methods agiicultural wealth we]] be increased 

Chan man That of course we all know Bead the recommendations of 
the Boval Commission on Agriculture Heie he gives specific figures in 
terras of English pioduction the increased wealth to India would be £1,000 
m^’lions 

Mi Ramdas PanUilu On the present cultivation basis 

Chairman But if the area of cultivation was reduced surely there 
would not be that amount of increased wealth 

Ml McDougall I was not writing an elaborate treatise on agriculture. 
I was giving a bud’s eve-view 

Chairman That is perfectly true I have got to examme the bird’s 
eye-view 

Mr McDougall You aie quite at liberty to do that 

Chairman Eater on when you come to other portions there are other 
matters which viU have to be looked into Wlien we come particularly, 
to marketing you talk about millions of pounds of wheat lying surplus, and 
I was really trying to find out what you are after here It stiaick me if 
we are going to increase production what is going to happen to the surplus^ 
It may either be used for purposes of export or for consumption within the 
countiv Eorthe piesent I am looking at it from the export aspect f may 
hrve to examine it later on from the point of view of internal consumption, 
kly point simply is this In view of the experience of America it may not 
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walls with which he is surrounded, for his labour and everything else, for 
his machinery and everything that he uses on the farm 

Chan man Then youi advice to India still is You go on mci easing your 
production of wheat, niespective of what may happen with legaid to the 
disposal of that wheats 

Mr McDoiigall My advice to India is under ordinary conditions to 
do that India, like eveij other country, must look forward to this wave 
of depiession turning 

Chan man If every country went on increasing this production of wheat 
for purposes of expoitr — and at the present moment the position is slightly 
in favour m spite of the depression because Eussia had not yet invaded the 
voild s markets — and if the supply in the world’s maiket is larger than 
the demand, rs not this over production all round bound to react on prrces 
ard bound to lead to surpluses m every country^ 

Mr McDougall Undoubtedly At the present moment that is so, but 
at the end of this economic storm it will be a question of the survival of 
the fittest The country that produces most per acre, at the lowest cost 
per acre is the counh^ uhich will weather it best 

Chairman What is the position m England^ 

M? McDoxiqall The position m England is the same Her whole 
'8\stem of agricultural economics has been built up on improving the output 
o[ the farmer Let us take the New Zealand farmer as against the 
Danish 

Chan man Will it be possible to confine ourselves to wheats 

Mr McDougall I think the analogous output m the shape of butter 
gives a much clearer idea of the position 

Ml Devadhar I can give some figures for wheat In England rfe is 
49 16 per acre, Denmrak 48 5, United States 15 7, Canada 15 5, India 
produces 9 5, Portugal 6 8 

Ch Mulchiar Smqh USA exports to the extent of 20 per cent of 
the wheat output 

Chairman That is true They are trying to cut it down They have 
given various reasons If I were to lead out extracts from papers I will 
take much of the time of the Committee IMy point is this If you ex- 
port a large quantity of wheat, then your internal puces are governed by 
piices m world markets Therefore W'hen the w^oild puces are low, the 
internal prices are bound to be low' And this in the end reacts on tne 
unfortunate cultivator They have given reasons why they came to that 
decision It w^as that definite decision which led to the Eanai Poaid Act. 
I wish to get out extracts of the relevant poitions of these papers and 
circulate them in due course America used to export huge quantities of 
wheat The result of that was her intemal puces, which then naturally 
depended on world puces, w^eie very low The agriculturist on the wEole 
•suftered ho sufteicd in regard to wdieat consumed internally , he suffered 
in regard to wheat exiiortcd also Under the present depressed conditions, 
it is happening in India It happened m America long before this depres- 
sion 
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Mr McDougall But the standard of production since then in. New 
Zealand hab gone on the same lines as in Denmark, and she can face 
D.inish compeiition in the world’s maiket Had New Zealand accepted a 
veiy low standard of production then she, subject of couise to natural 
conditions, would have been compelled to accept a veiy low standaid of 
living 

Mr Dcvadhai I noticed a high standaid of living theie The change 
that was biought about with legaid to the impiovement of buttei so as 
to enable it to lule the w'oild’s markets was largely due to the fact that 
every available acie for the pioduetion of the best foddei was utilised for 
that puipose Theie I found sma’l portions of land under wheat, producing 
the largest quantity pei acre In the middle of last century, New Zealand 
was faced wuMi the competition of Siberia, Australia, and America m 
wheat and they at once found that it w'as not profitable for them to con- 
centrate on w'heat, but to turn their attention to something else, so that 
they can get the highest out-tum from then land I have seen best bacon 
produced theie With state aid, and wih state supervision they were able 
to put into the w^orld’s maiket 

Mr McDougall With state supervision, not state aid 

Mr Devadhar If their reputation suffers their agriculture wall suffer 

Mr McDougall They decided that the dairy cow is hkely to produce 
more wealth m then chmate than wheat 

Gh Mukhiar Singh Denmark was also an exportmg country of agri- 
cultural produce They had a scientific investigation with the result that 
they are not now exportmg agricultural produce, but manufactured goods 
That IS the only way of producing more w^ealth 

Ml McDougall She has not the ghost of a chance in regard to wheat. 
Therefore she turned after considerable research to a line ot production, 
which has made her wealthy 

Chan man What you have now said is practically the conclusion of what 
I have been trying to place before Mr Mukhtar Singh It is only that 
form of agriculture or industry w'hich is profitable to the agriculturist that 
can w'ell find a ready encouragement in the country 

Gh Mukhtar Singh I feel that so long as India remains an exporter of 
raw materials it wall remain poor If she w^ants to become rich then she 
should cease to export anj'^ raw material 

Chairman I am pursuing my line of argument All I can say is you 
are going much beyond me at the present moment I do not want to 
subscribe to all that I was simply trying to find out what is gomg to 
happen to this large increased production of wheat 

Gh Mukhtai Singh If you put that question to me I will say this 
because the cultivator is not getting enough to-day, the animal is not getting 
anj thing at all If we produce more we shall consume more 

Chairman It may add to the potential wealth, but not to the visible 
wealth 

Cli Mukhtar Singh It will In that case we shall be exporting manu- 
factured goods 

Chairman That will lake a long time in coming 

C7i Mukhtar Sinqh A country like India nioducinq any amount of 
Tice IS importing starch It is the position to which we haye come 
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<Le profitable to tlie faimei in tins eountiy to mciease has pioduction of 
wheat which may theieaftei have to go into world’s markets in larger 
, quantities and sold at jinces not piofitable to the faimei 

Mr McDougall Theie aie two classes of ciops money ciops and 
oi'jps gioivn for the consumption of the cultivation What I say of wheat 
practicallv applies -to eveiv money eiop 

Gh Miilhfa'i Singh Theie is one veiy important point In Ameiica 
-25 pel cent of the population live on agiicultuie, vhile in India 93 5 per 
cent live on agiicultuie 

Chav man Fioin the point of vieiv fiom which I ivas tackling the piob- 
• lenr, does not that make the position noise ^ If this percentage of popula- 
tion gets foi its wheat sa\ 8 annas less than the cost of iiioduction, what 
would be its economic position^ 

Ch Mnhhiai Sviqh ]\Ir point is this In the case of Ameiica it w'as 
I possible to lestiict the area and divert the population to some othei occupa- 
tion, w^hile it IS not possible in this counti'^ to divert the population to 
anr thing else 

Chav man That is an auswei to Mi Ilamdas Pantulu He rvanted to 
lestiict pioduction I did not stait with lestiiction of pioduction 

Gh Mxikhtai Singh I thought by quoting the Farms Board you w’^ere 
under the impression that there should be restriction m India also 

Chairman I did not put foinaid that proposition I simply w'anted to 
Imow wdiat, according to Mr McDougall’s idea, was going to happen to 
th.s large mcieased wheat production in tins countrj 

Ml McDougall I rvas gourg to give you an analogous case The pro- 
duction of butter in New^ Zealand and Denmark is foi sale m the world’s 
markets ISotv, Denmark has succeeded in facing the competition of the 
world because she has increased her yield of milk from somewhere about 
400 gallons per cow' to something like 800 gallons per cow (I have not gob 
figures before me, I am only giMiig you very approximately) She has done 
that becai:ise of education, because of the large output per cow the cost 
of production was enoimouslv reduced If in New' Zealand the pioduction 
of milk per cow' remained low, how would it be possible for her to compete 
with Denmark unless she accepted a very much lower standard of living 
than she has or unless her natural conditions w'eie very favourable for milk 
production 

Chairman 1 do not know much about the ciicumstances of that parti- 
cular case because I have not studied it I w'lU put you another question 
Is it seiiously j'our suggestion that this largely extended output of 
w heat 

Ml McDougall Please don’t refer to wheat I have aheady told you 
that I have used wheat as an example 

Chairman You mentioned wheat as an illustiation, I am simply using 
it as an illustiation If to enable this larger production of wheat to be 
marketed in the world’s markets it is necessary to accept a puce lower 
than the cost of production I am pretty sure to that proposition theie will 
be one answ'ei across this table "We all loiow how miseiahle is the 
standard of living of the unfortunate peasairt With lefeience to standard 
of living that comparison cannot apply to the case of the Indian peasant 
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•^'heat IS about 9 million tons, and piactically, except in a bumper year 
like tbe piesent one Mdiich is exceptional, i.he piodiiction is moie oi less 
•equal to consumption 

Ml Rushfoitli If theie is no possibility of tbe area undei wheat being 
incieased, is tbeie any possibility of tbe area lindei wheat being duninisbed? 

Sir T VijayaHiqhavachuuja If tbe conditions of tbe piesent yeai con- 
tinue for 6 yeais moie it stands to leason — am meiely theorising — ^tbat 
even tbe Indian faimei w bo may not piobably'^ jump to conclusions at 
once, ma’\ find it woitb while to i educe tlie aiea 

Ml Rnshfoith Mj idea is it vou can inciease tbe amount oi wheat that 
IS lequiied for consumption by better methods, by using less land, you 
can utilise tbe suiplus land for producing something else This is bow 
it IS going to work out in piactice In Bengal tbe area undei jute must 
-always be tbe same because you cannot use your jute land foi raising any- 
thing else But wntb legard to wheat land you cannot say tbe same thing 
With legaid to jute it is a physical condition 

Ml Ram das Pantulu It is possible you can pioduce wheat that is 
maiketable wutb less land than you have and use tbe balance for producing 
other things 

Ch Mullito! Singh Tbe aiea under wdieat is abeady going down 

Sii T Vtiayai aghavacharya I will give you figures In the current 
\eai though there is a bumper ciop the area is actually 600 000 acres less 
But I think that is a fluctuation wdiich always happens without any parti- 
cular reason 

Ml Dcvadhar The yield is using 

Sii T Vijayai aghavacharya As a mattei of fact the figures seem to 
show that the yield per acre is rising 

Ml McDougall I have some figures before me You said that the 
average production is 744 lbs (Commercial Intelligence and Statistics of 
India) in 1928-29 the vield was 596 lbs , in 1927-28 542 lbs , in 1926-27 
612 lbs, in 1924-25 625 lbs , m 1923-24 694 lbs , 1922-23 724 lbs This 
does not lopieseiit an average of anvthing like 744 lbs 

Sii T Vipyai ayhavachai ya 744 was the yield in 1913 

Gh airman There was a bumpei crop m that year 

Ch Mukhtai Singh I gave a higher figure in 1927-28 it was 816 

Ghaiiinan What is that and what is this'i’ 

Sv T V i] ay ai aghavacharya As a mattei of fact these figures do require 
-reconciliation and if they are sent to me I can reconcile them or get ex- 
planations fiom the officer who compiled them This figure of 781 lbs in 
1921-22, wdiich is the highest yield on record, I have taken from the same 
source 

Chairman So far as I am concerned, I have no quarrel with the 
figures, thcie mayr be errors owing to want of co-oidination among these 
various statistics I am looking at the picture as a wdrole Suppose wuth 
the present area under cultivation the farmer increased his output of 
wdieat, what is going to become of the wheat to that extent and how is 
the farmer going to obtain that increased wealth? 
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Sir T VijayaragJiavacharya About the area of production there is a 
curious thing The pie-war average of area in India was about 29^ million 
acres, and it is now between 31 and 32 million acres, so that really there- 
nas not been veiy much change in the aiea I personally believe that 
nothing is going to alter the a;rea of cultivation under wheat except peihaps 
large iriigation schemes Doubtless when we get the new irrigation 
scheme in Sind successfullj^ woikmg we shall have a considerable increase 
in the aiea, but except for that kind of large irrigation w’^orks in suitable 
soil I do not think the area of wheat is going to increase Am increase 
in production must therefore come necessarily from what you call in- 
tensive cultivation 

Ch Mulhtar Smqh Mi McDougall’s figuie is not correct when he 
says that it is 9^ bushels pei acre 

Si7 T Vi-javaraqhavacharva The Indian average is 744 lbs In 1921-22 
(harvest of 1922) it was 781 lbs 

Ch Mvlxlitar Smqh Accoidmg to the latest Agricultural Statistics 1927- 
28 the average yield is 816 lbs 

Sir T Vtjaym aghavacharya I take these also from official statistics 
In 1929-30 the average is 744 lbs 

Ch Mulxhiar Singh Aveiage for 1924-25 13 9, 1926-27 13 8, and 
1927-28 15 2 

Sir T Vtjayaraghavachanja I think we may take that the area of wheat, 
unless for exceptional causes such as the Sind Proiect, is going to remain 
more oi less the same You cannot judge the general progress of the state 
of a country from the average yield because I find Egypt produces m the 
case of wdieat much more than Canada probably it is due to the fact 
that Egj'pt has a much smaller area than Canada 

Mr Ramdas Pantulu 744 lbs is equal 124 to 13 bushels 

Mr McDougall I got these figuies from this office 

Chan man I am not so much concerned w’th figures I was on the 
fundamental proposition that if such a large quantity is produced what 
would happen to it My first doubt w’as supposing it is exported, how to 
deal wath marketing, if this were expoited would it bring in an equivalent 
amount of w’^ealth to the ryot taking into account the cost of production 
This doubt arises m view of the happenings in other parts of the w'orld 
El cm my Imowledge of economics, etc , it can only mean a further reduc- 
tion m price and therefore the ryot, instead of becoming iicher, would 
become poorer I was looking at it fiom the broader point of view 

Sir T Vijayaraghavacharya Pursuing that point of view I doubt if India 
IS ever going to be a veiy large exporting country The Smd project may 
aTer the position to a certain extent The consumption of wheat in India 
is erowmg and is now estimated at 8,800 000 tons, in round figures, 9 
rnillinn tons It is very curious that from 1925 till the last harvest our pro- 
duction w'as never more than what w^as required domestically In fact in 
uwo yeais it was less than the quantity required for domestic consumption 

Mr Lamond Before the war wheat was exported 

Sir T Trjayaiaqhavacharya You Imow it means — the Boyal Commission 
on Agriculture arrived at the same conclusion — ^that there is more domestic 
consumption of wheat m India after the war The average consumption of 
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of economies T l\Uo^^ , to m-^ mind the suspicion aiises that if supply 
f'-ceeds demand the inevitabJc lesult vill be to reduce puces and that 
«ctua]]^ happened m Ameiica befoie the woild depression started If 
that IS the position, how is Goveinmeut going to acquire moie \seahh? 
"thac Mas m fact mv sole iioiut Theie may be other M'a 3 ’'s of doing it, 

T alajee saAS internal consumption and IMi Mukhtai Singh does not 
Mant am export 

M'l Dcvndlwi Heic is a miga?iue ‘ P.uKd America ’ j\Iay I ask you 
Mhat \ou understand by thiS 

‘The basis of luial eulluie is the farm and not the market The 

basis of rural culture is the man, the womm, the Mhole es- 

tablishment and the organisation” 

lias It a social significance or economic signiticance 

Ml McDotignll T am not the niitei of that papei 

l/i Dtvadhai Hon woukl ■\ou inter pi et it*’ T nant to knrm v.diether 
Aou consider it as a social aspect or as an economic aspect 

M'l M( Dougall T do not lealh know nhat it means but I should 
say that it is vert much social 

Cfiaiiinan Tf I have read ^oul paper on maiketmg piopeil'v T see 

that stress is laid on the export of surplus produce It is said 

‘‘racihties for collection and exqioit hate, it is stated bv competent 
authorities, actually declined in recent tears” 

Rate ton ant thing to say about that^ 

Su T ViiayaiagiiaLnchauia I tt anted to ask Mr McDougall what 
he ttas thinking of 

Ml McDougaU I ttas thinking of examples m the Puniab ttheie 
seteial of the big firms that used to operate there have disappeared 

Laid Hail.ishcn Lai Euiopean firms hate i educed then establish- 
ment 

Chan wan Do ton Imotv the reasons for it 

Lala Uarln^hcn LaJ Smaller quantity is available for export 

Chau wan That is because the crops of 1928 and 1929 v ere shoft 
crops 

Lala Hailushcn Lai Prom 1018 crops in the Puniab have been 
ton irregular 

Sn T Tnayaiagliavachaiya From 1928-29 the crops hate not been 
safficient 

Chan wan This began during the Wai with the control of ttdieat and 
after the War excepting last vear, the crops have been short crops during 
4 or 5 tears 

Lala Hnili^hcn Lai Control was based on the fact that production was 
rot crifficioni foi home consumption Conti ol also came with the idea 
o+ Icccpmg food inside the country, because the Pun]ab was the recniit- 
rng ground and if there was no tt^heat there tt^ould be a hue and civ so. 
+heie was conliol in 1917 1918 1919 and 1920 In 1921 thev crave up 
conliol rnd as soon as thev did so, 100 000 tons tt’^eie exported As soon. 



929 


Mr McDouguU I am nol. basing mj calculations on the pie^ciit con- 
ditions at all Thf' piesent conditions are absoluteh abuoimal On'^ 
would aigue that the piesent position aiises not so much fiora o^el-plnduc- 
tion as fiorii under-consumption 

Chaiunan Aceoidmg to the statistics which I collected m London, 
the Ameiican authoiities hold that it is due to ovei-pioductioii 

Ml McDongall Theie ne othci economists m the uoild uho tluiiL 
it IS due to imdci-consumption With regaid to the geiieial piinciple 
uhich I h?ve outlined, I lefei 5 on back to my mcmoiandum on maiket- 
mg In the second paiagiaph I said 

“In the economics oi pioduction a tactoi known as the liu oi 
diminishing ictiuns comes into operation In mam lnglil\ 
de^ eloped countries a point has been reached ^hen it has 
become impossible to increase production except at the 
saciihce ot prohis Before that stage is arrived at increased 
production actuallj reduces costs and theieb\ increases 
profits ' ^ 

lire great majoiit} of agricultural economists throughout the world will 
agieo wuth me It is on that iraiagraph that im whole case is b'>&ed 
If wc aie going to enter into the argument whether that is right 01 wrong 
we vill have to be here tor several months 

Chairman So far as I mr concerned, I ha\e no iuitbei discussions to 
' enter into m regard to the rest of your paper on “Land and the Culti- 
itor , because with regard to those matters, the conclusions you make 
are tlie same as were made by the Agricultural Commission and we know' 
all about Ihem AIv colleagues might w'ant to ask questions, but I do 
nor want 

il/7 McDongall I undei stand that one of the lecommeudations of 
tlic Ko^al Commission on Agiicultuie was to appoint an Economic Insti- 
tute foi lieseaich, pait of the duties of that Institute being the de^elop- 
ment of agricultuial education and the undei taking ot scientific expeii- 
inents m older to mciease the amount of produce grown on the land Is 
llrat the case''’ 

Sii T Vijayaiaqhavachaiya The Imperial Council of Agricultural Ee- 
scaich has undertaken that v.oik through the pioMiicinl departments 
and other bodies 

Ml McDongall That is piacticalh the reason for ^oul existence’ 

Sn T Vijayaiagliavachaiya Yes 

Mr McDongall But if it increases production b} mqnoved metlindc,. 
do you suggest that all that money derived from tire rncieascd crop is 
n a'-ted’ 

Ghannuin Nobodj suggests that all the money is waslerl 

Ml McDongall I am afraid jour arguments lead to that 

Chon man Mv argument does not lead to that, because I fully lecog- 
n ze that certain thmgs would be done but I am doubtful whether m the 
manner vor. indicate That is the reason W'lry I read that par! and then 
came to your paper on marketing the gist of which in leeaid to vlimi 
is to make available bettei facilities for the expoit of wheal pio- 

pos’tion IS this suppose theie is moie pioduction of w'heat and the m- 
cicased pioduction is thiowm into the w'oild’s maikets From the little 

VoL IV 3 k 
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M? MoDougall But is at not lathei cuuou'^ that this should happen 
n? a pait of the countiv wheie there has been so much development in 
iiiigation and wheic an cnoimous amount of land is Inoupht undei nn- 
gation 

Lala llarl tshon Lai I shall explain that The fact of the mattei is 
that in South-east cm Punjab thev used to eat what we call mixed giuins 
inai7.e Indian corn giam, etc Thev have given that up now' and eat 
vcheat A werv laige aica of the population and men in mv position, who 
used to hav'e a little combination of mixed grains in oin food have given 
Unit up 

Mr McDongall It is obvious that that mixed giain must still ho in 
tlie countiT wheic does that mixed giain eiow'’ 

Lala Ha'iliisheti Lai That glows least 

Su 1 I’lj'iiiaHighahadiai ga f nuiv say that a snniiai piocess is haj)~ 
penmg cveivwheic In Southern India wheie iicc is the food piodiict, 
it IS now leplaeine all the infoiioi ginins 

Ghanman It is a sign of the using staiidaid of livmg 

Lala Hailiislicii Lai fn the Baslein distiicts wheic thev used to glow* 
this mixed giain, eg, Phoiak, Ism, etc the lainfall has dccieased in 
the last ten veais and the giam is not natuiallv piodiieed That is vvliv 
it has adjusted itself so fai as pioduction goes Rut it is appaient that 
more wheat is now consumed than used to he and the population has 
incioasod also W heat is now used not oulv m the Punjab hut in other 
paits of the countiv wdieie iice w*as the staple food Poi those who have 
adopted the Eiiiopcan fashion of living if thev cat meai then second fond 
ha« bcconu' w'heat not iice 

(Sfi) T Vi]ayaiaqlHivachcmia The fern of diabetes among the educated 
people has mci eased the consumption of wheat 

Cliauuwn Apait fiom the inciease m internal consumption, theie 
has bemi an actual reduction in output the hgiiics aie — 

In 1926-27 8,973,000 tons 

In 1927-28 7,771,000 tons 

In 1920-21 1<^21 22 and 1922-23, the outlura w'as 10 million tons So 

ihoic has been an actual leduction in the output 

Lala ‘Larloshcn Lai The figuies foi 1919-20, 1920-21 and 1921-22 aie 
al^olutelv wiong TEe figuies aic laigoly exaggerated because it was 
ictually found that as soon as wc exported 100 000 tons we had to get 
.709,000 tons 

Chairman Theie w'as a dioji^ in one veai, 1920 In that vear the 
output was only 0,700,000 tons Mv point is that I am afraid that 
Ml McBougall did not get the fullest information Theiefoie he is in- 
f lined, fiom whatevei infoimation he got, to diaw, if I mav say so, a 
not wholly correct inference It is perfectly tine that the gieat expoiting 
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,is this was done, we felt a sboitage and theie was a huge ciy about it, 
line! as T have said I managed to get half a million tons fiom Austialia 
"to feed the Punjab 

Su T Vijayai oqhavachai ija That is why I said that theie was no 
likelihood ot anj huge expoit of nheat till new piojects like the Smd 
jjnojci i came in 

Lala Huilashcn Lai The population is incieasing and the consumption 
is inci easing on that account also 

Ch Mulhtai Stugh In the cuiient \eai theie is a suiplus ol nheat in 
tile Punjab 

Tjala Jlaj/us/ua Lai Tlicie ma'^ be But 1 told j'ou \\hat happened 
In 102] an enqiui\ nas made and the icpoit nas that theie weie a million 
cons a^allable foi e\poi ( 'Ihc Punjab Go\eiument ^Mote to the Go\ em- 
inent oi India i ecominonding that the embaigo on expoit ought to be 
lemoved and Mhen the embaigo nas lemoied, theie iias onp a suiplus 
oi 100,000 tons and 1 had to leplacc it bv halt a mdlion tons iiom 
Austialia 

Chan man 'The jiouit <is T undei stand it is this the decline in the 
expoits and the xMllidian.iI of the gieat expoiting films ni the Punjab 
111 uketb weie due soleh to want ot wheat That is, pioduction itself 
had declined owing to ciop faihiios, host, etc 

Lala Hathshen Lai And laigei consumption 

Sn T VqaqantghaiaLhauia 'I’heic was nothing to deal with 

Ml Shaniinilhaiu Chefiy l\la\ not jiait oi the explanation be that 
ns a lesult of the low piieo of Austiahan and othei wheat, it was found 
chtficult foi Indian wheat to compete m foieign mnikets, and that was 
why the films had to abandon then business m the Punjab‘S 

Sii T Tiiayaiaqhaiachau/a Theie was nothing to send leallv 

Ml McDoiigall Idie explanation that was given to me in the Punjab 
does not quite coincide wuth that view The leason gnen was — it is a 
Mew I can haidh accept — that owing to the development of the lailways 
in the Punjab, the old established maikets, , wheie the wdieat used to come 
to in veiv laigc bulk weie hioken up, that theie was no oiganisation m 
tue Punjab that took the place of these maikets and the meichants found 
theie was nolhing to bin as ihc small men w'eie buving much moie on 
the fanii and keeping the stuff within then owm quaiteis and disposing 
of it wheievei thev could in an unoiganiscd mannei I do not loiow 
vlicthei that mow is eoiiect oi not 

Chan man I do not Iniow about these things but I thinlc that in the 
bioadei sense the explanation given by Lalajee and confiimed by the two 
lisnkeis wdio finance the expoit finns is substantially collect I think 
Su T Yij"vaiaghavachaiya s infoimation is the same 

Sn T Vnayaiaqliavachaiya In fact T can leconcile that The fact 
that theie w^as moie domestic consumption gave an oppoitumtv for the 
smaller Indian dealei to deal with the pioduct lathei than the large 
Biiiopean cxpoitei foi foioign maikets 
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Sn T Vijayaraghaiacha-iya You can onlj take it as Mi Clouston’s 
peisoiia] opinion 

Chaiiviau I am not conccinecl iiiHi statements of tliat soit I am 
eonceined moic with facts and the fact lemains that the shimkage in ex- 
pmts fioni India has been -n holly due to crop failuies and less pioduction in 
recent "^eais than in 1919, 1920, 1921 and 1922 It is foi that leason that 
the gieat exploit fiims have mthdiaun then agencies fiom many im- 
poxtant maikets, paiticulaily in the Punjab Then uhen T lead the state- 
ment of Ml McDougal], I think it A\as ne^ to me as I had some mfonna- 
tion about the economic condition of the Punjab 'nhich icflected itself on 
its financial position That is the leason mIiy I Mas tiying to find out 
hoM 1 ir the position is collect 

Mr McDovyall As to that ue liaAc just heaid that consumpiion has 
not increased 

Gh Mnlhta) Smqh It ]ias actualli decieased 

Ml SlianinuTxliavi Qheiiij The e;xplanation at the foot of the table in 
the PueviCM of the Tiade ot India foi 1929-30, fiom ivlnch Mi Mukhtai 
Singh quoted his figuies, shous that the balance aAaiJabIc foi consumption 
IS not the same thing as actual consumption as stock figuies have perfoice 
to be included in the absence of anv lehable data Tins table does not sKoav 
th.it consumption has gone dou n , cA'cn on the available balance it is going 
up 


Ohaujhan M\ point is that expoit-- haa’^e fallen off oving to Ihe ledue- 
tion in the output aiising out of paitial ciop failuies and it is foi that 
leason that the gieat expoit films have Mithdiaivn then agencies paiticulaih 
in the Punjab This statement is fully confiimed by bankeis like klessis 
BuekleA Lamond and Lala Pfaikishon Lai vlio finance these films 

Ch Mvlldct) Snigli So fai as Austialia is concerned, because of lower 
lailva-^ lates in that countiy, it is able to sell vLeat at cheajiei lates 
than India 

Ghai'imau You saA “Mi Owen Eobeits a Aiell Iniowm expeit on the 
maiketing ot Aiheat in the Punjab has made the statement that maiket- 
mg in that province is simply chaotic” Is that statement coiiect accoid- 
ing to 3 oil 9 

Lala Hadashen Lai I A\ould not saA so Theie is no maiket theie foi 
expoit and scy the question does not aii'ie Theie is no AA'heat available foi 
expoit 

Ml McBougall I sai that is the case AAith legaid to both the internal 
and the expoit tiade Even in England I aaouIcI desciibe maiketing con- 
ditions as chaotic But England is bettei oiganised than India 

Lala Haihiglien Lai Bj*^ chaotic I undeistood that theie has been dis- 
tuibance due to the ancient system of maiketing So fai as the ancient 
system goes it is quite in tact, but so fai as the supj^A^ of tianspoit 
facilities are concerned I might say conditions have become chaotic 
because theie is no surplus wheat to expoit, m the Punjab 
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-films have vithchawn iheu agencies m the Pun]ab, but that is not due 
to the fact that expoit has declined owing to the present maiketmg 
me! hods but it is due to the fact that crops weie shoit and theie was no 
suiplus to be expoited and having no woik the fi^ims had to withdraw 
themselves That is established even b} the statistics of pioduction 

Ml Laniond Will that be a reason to jnciease production^ 

Cfiainnan In fact Mr McDougalJ admits that it we tiy to mcreasOi 
the pioduction now, undei present condition? of depression, nothing would 
be gained Since those dajs , the share of the market which India has 
occupied has been taken over bv’’ other countries Now if India again 
enters that markeij and puts in, sa-^ a million tons there will again be 
competition tiMirg to bung down prices 

Ml Lni’Wiut India has a voiv gioat advantage iir that respect 

Lola lloiLi^hcn Lai So far as consumption goes, it afteets England 
onij England is the laigest importer of our wheat and there is no other 
aounti\ which takes up so much wheat fiom India at present 

Ghanman As matters stand, my recollection of the Agricultural Com- 
mission’s Ilcpoii IS that it IS England who takes Indian w'heat at this 
■^lage Australian and Argentine w^heat do not come in 

Ch MuIJiiai Snu/h If the figures given heie are reliable, we are not 
(onsummg moie wdieat than we used to I am lefeiimg to the Eeview 
-nl the Trade of India for 1029-30, page 92 


In 1922 21 wo were consuming 
„ 192124 

„ 1921-25 ,, „ 

„ 1928 29 

„ 1929 -lO 


95.61.000 tons 

92 u7,000 „ 

84.41.000 , 

61.01.000 , 

80,29,000 „ 


Sn T Vijaiiaiaghavaoharija You are deducting the figures of exports 
jiom the figures of production To make it correct, you have to add im- 
ports from foreign countries 

Ch Muhhiai Sinqh I have added the imports These figures show 
tlu.f consumption is not going up 

Qhaiiman So lar as I am concerned, 1 am not on the point of con- 
sumption The explanation for a decrease in expoit is that owing to the 
deterioration cl marketing arrangements India has lost its ground m the 
markets of the world 

Ch. MvUiiai Singh Here is another report by Dr Glouston and that 
refers to the British Industries Eaii He has pointed out here that India 
has a very bad reputation for its produce m the world market, and all the 
maize, w^heat and other articles aie not at all accepted in the foreign 
lUctiket and therefore we are losing the market I am spealang of the 
\alest report of the Agiicultuial Ecseaich Council 



936 


■nondeifully 'uell and with Goveinnient help thej' have got systematised 
"lading ddie lesult is that meichaiits m England can only get then supply 
, thiongh one channel And Kew Zealandeis know that the quality of then 
buttei IS good theicfoie they can to some extent dictate then oun teims 

Su T I'ljiaiagliavachanja May I know what aiiangements aie being 
done and hov the faiinei “^endg In'! supply and “=0 nn^ 

^[^ McDoitgaU The faimei sends his pioduce to the co opeiative 
sociot-^ which sells thiough the big cential oiganisation 

S11 T Vipaiaghavachamia T suppose theie is inspection and the 
Cential Agency is conti oiled by^ Government 

-V? McDougall My undei standing of the Eev Zealand situation is 
lhat the Go\ eminent onK has to do with standaidisation and giadmg 
That IS all they aie concerned i\ith The same is the case in Denmaik 
also 

Mr Devadhm 1 myself hate noticed while I was in Denmaik that 
eggs veie piopeily giaded before expoit 

Ml McDougall De\elopments in maiketting thioughout ,the woild 
have been simply lemaikable Take Danish bacon foi instance They'' 
a ill not allow infeiioi bacon to be expoited fiom the countiy In this 
product also they expoit then goods thiough one channel only and the 
result IS that competition fiom inside is eliminated It was the Germans 
vho started tins Take the case of the vulcanite industry befoie 
the vai There vas .1 considerable vulcanite mdustiy m England in those 
dais Thcic was a good deal of competition amongst manufactuieis in 
Germany itself -viith the result tliat they found that they were not making 
enough profits So they brought about the formation of thi&“Caiter’ 
vliich is leally a combine among the manufactuieis m oidei to promote 
then common interests They decided that theie could be internal com- 
lietition bctM eon themseh os but v heir it came to the question of selling 
the commodity outside the countiy it should be done thiough the agency 
of the “Cartel” only The result was that Iheio was onh one agency 
in England foi selling Geiman vulcanite goods They captured the English 
market b-s efficient salesmanship Youi Chairman thinks that I have 
made lasu proposals m this paper I would have been rash had I attempt- 
ed to commit you to rash co-operative schemes My view is that \oui co- 
operative societies should start marketing organisations but only after 
the most careful investigation In all exporting countries like Denmark, 
New Zealand, Holland Canada, and California co-opeiative marketing has 
made great progress Bv combination the Califomian fiuit growers have 
produced enoimous wealth for themselves Had it not been for organised 
maiketmg, they would not have succeeded in this business Germany, 
though e^tiemelv highh developed, has not been so successful in the 
matter of internal co-opeiative marketing although they' are born oigani- 
seis Co operative theorists in England and in Germany criticise their 
lespeetive countiies because thev have not developed on co-opeiati-^e lines 
The' make a gieat mistake It is much more difficult to introduce co- 
opei itive marketing in countries that are consuming countries While it 
IS ^elv important then difficultv like ours is very great In any case y'ou 
must exorcise caution With regard to the expoit trade of the countries 
T have mentioned all goods have to pass thiough a limited number of 
poits or rlong lailwaas also limited m number It is easiei for them to 
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Mt McDoiigall That sj-stem has been in existence foi some centuiie'=; 

Is that so^ 

Lola Hatlishcn Lai It is not many centimes old, because India began 
hei expoit tiade in wheat only duiing the last 15 yeais oi so Theic 
have been changes only in the tianspoit aiiangements thioiigh the iniio- 
duction of lailways 

Glianman Whj do j’ou call the piesent aiiangements chaotic'’ 

Mr ilh DougaU Because no impiovements haie been effected in the 
system dining the last seveial jeais In mj opinion accoidmg to a com- 
paiison of the modem ideas of maiketing as earned in othei countiies 
voui conditions aic ancient 

Chan man Hom iiould }ou imjiioie Iho'^e conditions'’ 

Mr McDougall By oiganising on modem lines 

Chainnon Lalaii is theie no oiganised maiketing sj-stem m the Bunjab 
c g , the laandi sxstem^ 

Lola Hail\ihhcn Lai This is an old SNsiom Theie is nothing nei\ 
in it 

Mi M' Dougall If lou sa\ that the best sistein foi India is to caiiy 
on hei ancient methods u ithout any change then w e may leave it at thai 

Chan man I am onh trjing to find out hov it is chaotic In youi 
experience you saj conditions in England aie also chaotic If that is 
true, then conditions in India Mill natuialh be chaotic 

Sir Hugh Cache Haie lou in im wax tiied to impiove the conditions 
in England*’ 

' Ml McDougall Pmsonallx, 1 haxe 30 ined m the attempt to impioxo 
conditions The piogiess is xeix slow and is a vei} dilficult thing to ichievc 
But piogicss IS being made especiall-^ m the case of milk mooI, live-stock 
and eggs Let us take the ease of eggs We had a veiy good jnaiket ioi 
eggs in the olden days and we xxent on pioducing eggs in oui countij^ 
not in an organised manner Denmark and Holland started egg-pioduc- 
tion on a scientific and organised scale and they began to push those 
eggs into England after proper grading and “candling” (a process by which 
rotten eggs are eliminated) Ireland and England neglected to do so 
Gradually Dutch and Danish eggs dominated the egg-maiket of England 
The maiketmg blanch of the Mmistii of Agiicultuio in England started 
an investigation into the matter and found that England’s dr av back xvas 
due to lack of sxstematised grading The Irish Govemmenl also xvakened 
up to the enormous losses vLich that countiv sufteied — a loss of about 
3 pence a do7cn vliich meant sex oral millions of pounds per xeai Thc\ 
passed drastic legislation xxith regard to grading To-dav lu'^h eggs are 
in strong demand in the English market It has become an economic 
fight throughout the world 

Mi Shanmuhham Cheity Take the case of buttci in Austiali i I ihiiik 
it IS also done most svstematicallx and there is some sort of grading and 
so on 

Ml McDougall It is exactlx* so xxith regard to hlexx Zealand butter 
I am perfectly certain that to-dav Nexx’- Zealand xxould hax'^e been in a hope- 
less position had it not been for the fact that her butter is sold entiielv 
through one organisation Eexx' Zealanders hax’^e dex^eloped co-opeiation 
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about ins bacon factoi^ I said, '\Miai do jou pa}' youi bead bacon 
managei The figiue auis a \oi\ Inge one I a^'Ked Iniu ‘'nliai do aou 
ihmlc IS Ibe cause oi the decline ot these bacon Jactoiies*^” Ho said 
“because thev do not knon the lust tlrng .ibout tlieii business The^ do 
not jaion hon to nianuiacliue good bacon 'Lhev do not ieah«c that \\q 
heie aie nianufactuimn tlic best bacon in the \\oild hou see what a 
tciuble blundci these people made Thev neifi jcahsed tint theio w.is a 
inm nlic.id\ in England A\ho weie manufactin lug bettoi bacon than the 
D.imsh and that the D.unsh icsults aiose lioni cllicient ])ioduction to at 
least as gieat an extent as ofhcicnt ro-opeiation Enqland tlnen anaA I 
think it IS tens of thousands of pounds because <-lie nonleciid a aoi\ cnnple 
thing ^ 

>S'i/ T } ijaicufliai (n h(n ija Sujiposing \\l uantid to follow \oui inailvct- 
ing methods wc aaiII sua in a dislnct hke jM.idias and aao st.nt a co- 
opeiatiAc soeietA to help What is the amount of gi tni aou aaouIcI 
suggest > 

Ml MiDoiiiiall Ji i could act sunicicnt suppoi t ainoug-,t the culti- 
Aatois foi a coopoiatiAL maiUcl ni iiee, foi lustance — lemombei I am 
speaking now A\jtliouf e\ci hating seen in\ iice sold ni knowing anything 
of the piactieal dithculties ol (he sitn dinn theiefoie it is with hesitation 
that I open im montli aiiout ictnal methods But if conditions tteie 
faA’'oiuable then the posit uni Atoiild bo tins — m the hisf jilaco AAliafc 
siippoit could von get fxoni tin local faimois’ B tluae is i demand, or 
a likelihood of co-opciation being a success 1 Atniiid do i great deal of 
piopnganda Atoik If litii in\( shgalion I tonld see tint llioic Atas a 
loom foi impi'OAenient tot saAing a considciablc cost Jot systematising 
muketmg getting a hcttci pure wIipicaci the iice has to go to I should 
stait Avith piopaganda wf)ilc iiid gel the cultiAatnis to accept the idea 
It AAill take a long time T liaae noA'ci seen these oigamsations stnited 
Aiiihout a A'oiA gic.al deal of Aioik 

Ch Miilliiai Sinqli You mean to saA aou Mill ask the cnltnator to 
pioduce a bcttei qnalitA of iice 

M'l McDongall Ivot neccssaul} It the lice giown is not suitable 
foi tbc inaiket and it dein iiids ,i imich bcttei qnalitA 1 AAOuld go to the Be- 
scaicli Council md ask tluni diout it That is then ]ob, it is not a maiket- 
ing ]ol' Assuming lint aou liaAc a AaiietA oi me Joi A\hich theic is a 
bettei demand then it would be lot the co-opei atiA'c depailmcnt, ot AAhat- 
eAei dopattincnt aou male lesponsible foi stimulating effoit on the part of 
the cultivatoi — to say ‘ Iaoaa this is the iicc aou -jhould glow’ The cul- 
tiAatoi might sdA “what is the use ot gaowine it it tlieie it. not i ni.ukct 
Then aou sca to the fulinatoi ‘Yeiy Aiell, we sh.il] ti\ to piOAc to 
A'ou that it aou establish i eo-opeiitno cigamsation ai e can link aou up 
AAuth 1 selling oiganisation aaIicic aa'o aaiII soli aou iice in the best maiket’ 
Eoi the faimoi, selling should he on a co-opci at no basis but he must 
be taught to centiahse A stifScient quantity of stuff must be handled 
otlieiwise the best maikcts cannot be supplied 

Ml Ranula^i Pantuhi CVhen aou speak of the co-opeiatmc maiketing 
AA'e in India A\ish to knoAv piccisch Aihat aoui aim is because m all the 
piOAunees co-opeiative maiketing is only done bv the co-opeiatire societies 
as commission agents No society pnichasos the pioduce outiight and take= 
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coopeiate foi inlemal inailvoiiug than is llio case in Jaiclaml Wo me 
inalung the gioaiosl possible en(lra\oiu to on opci ale pmt non AVc hoho\c 
tliai even though it foi iihcinal tiacle it is to ou’ honoht to do ^o f’Jtc 
Oirnans aie dome: the =;aiiio thing 3’lie\ and a\( will nUimUel% iLfain 
-,u(cos« But i( can on h bo c.uuod out suooossfulh if thrio is iln mmosi, 
Wfioienca in managomcnl Tt is not a laoccss to he biouglit mio opm -Bon 
hopha/aid (hnofnl oi oMnisTlion ind nnostisfation is icqnned f'oni 'ho \oiv 
oniscl 

CJiani'iuii If we could liiao more adaiee lioin aou on lhai (imstion 
ol mtouia' inaikeling 1 would be satisfied 

Mr MvDougall i thought it would be a inistako to buideu p ipei 
with details Let me gne you one mote example ot the dillicultics, ol 
eslahliblimg co-opeiatiae mailvelmg and manutactuimg and ot how it ib 
<;o east' to bluudei and spend hicially liundieds oi thousands of pounds 
1 think the example ■".ill be oi gieat impoitancc to jou 1 lefei to English 
bacon factoiios An Enghsbmdii who was niloieslLd in Agiicnltiue and m 
to opciatioii went acioss to Denmaik many }oais ago and took bunie 
jaimcis with him The\ saw Danish agiicultine lluumg uid saw them 
selling and manidactuimg then stutt lluough co-opeiati\c faetoiies He 
immediately jumped to toe conclusion that the success ol Damsh agii- 
eultuio aiose fiom and was wholly dependent on its eo opeialne s\stoin 
With Goveinment suppoit co-opeiatnc bacon tacioiies weie established 
in 1924, 1 think it was, one a as staited m my own county X v/as not 
a big pioducet so 1 was not a membet Tins factoiy got a cousideiable 
amount of suppoit liom the l.uiiieis Pat of the capital w. is ad\ancecl 
by the Got eminent tbiough ilieu igucultuial co-opcialue lo.nis fund 
at a leasouablo late ol mteicst J’he iaiineis took up shaics 3 hey wcio 
i^eiy enthusiastic and sent in tlien pigs 'They weio not allogethci satisfied 
with the piiccs Jn 1920 tnal company was wound up I'lic onluc blame 
wa'i laid bA the Duoctoi« and the public on Ibc f uimas TIkw s ik1 \\ h it 
could you opect, tho'^c l.uniei's will ncAei comlimc 'riiat was {ho 
leasonguen Anotliei oigaiiisation wa^ ‘Plaited at Iho ^ imo tinu, v dliou' 
the same suppoit fiom tlie public oi '.iimci"- ll muc'a^i'd i.nomioud\ 

I did not take auA mteicst m the bacon t.'cloiie^ until it went into liqm- 
dation and tlien I began to wondci wlieie the ticmblc wa*' T invself 
could not believe tb.,t it was because the faimeib would not ''Uppori, it 
Alv own expeiicnce was that the tainaoit; would bunpoil m ui sani= itmn 
if aoii could pioae to them that tin \ weie getting bcttri p'' icC'; tlun 
hcfoie T got liold of one of the Dncctom and got ]u c^ Ii^t'' ^Wirn T 
got the piice lists ot the moduce gn mg puces ioi the 'udes of bacon right 
thiough, I went along to a man I knew m the wholesale bacon tndc and 
anid ‘w’oiild von mind showing me the piicc list of the klaidi Combine'’ 
This IS a combine whicli staited a good many \eais ago with about ' million 
pounds camtal T found that tins piivate coinbim* veio '.clhng bacon 
d a pound a hundiedw eight nioic tlnn the fatmeis’ j'^'ctmc 'linn T 
found anothei mte'cslmg tbnig that the niic" thit ilu fi’nitis < 
selling at was cxaelh the same is the Danish md tliat fim English 
weie ‘celling bacon at a pound a htmd'cdw eight mo’e than tic Dani-h 
T then enquned into ilie management and found tlmt them fusi, maivge 
w'as a Dane who esme acioss to mamgo ii He was not a success He 
■was dispensed with Then the\ got ‘inothci who v '■a nra isfsrto’' 

I went to the head of the Fnghsli combine and as] rd jiiui a 'e. ones' ,ou^ 
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Ml McDongall Within 14 Jajs of the sale It nas an Austiahan 
whom I consulted about staitmg a sales society He said that London 
was the best maiket foi wool m the woild and that Austiahan wool was 
sent there, and that theiefoie we should send oui wool to London I 
thought the idea was quite good We sent oui wool to London biokeis, 
and We found that oui w^ool w'as being bought bj Biadfoid stapleis who 
then held the wool and supplied it to manufaotujeis as it was leqniicd bj 
them I thought theie w'as something wiong heie Why should w’’e 
send oui wool to London w'hen wc could send it dncct to Piadfoid oi any- 
w^heie else at less cost W'e aie now selling oui wool diiect to manu- 
factuieis fiom oui owm stole We have dispensed with dealeis altogethei 
Last year, in spite of adieisc cunditions, the oiganisalion that wc ha\o (now 
the majoiity of the associations aie combined m a cential selling oigamsa- 
tions) sold somewdieie about 700 000 fleece il w'as 200,000 tliiee leaisiago 
We grade wool aceoidmg to the lequiicments of the manufacfcuiois We sell 
that wool thioughout the woiId We aie now selling dncct to Euiope on hand 
sample We simply send oui sample by post to all mauufactuieia that we 
hnoi. ot and v bo m i\ bo inieiosLed in lb U. pntieulai made Oui sales 
managei is an expeit Sun]ile« lhat inecl Ibc i equiiemenls <>1 Ooimanv 
aio sent to Goimani , similaily to Czccboslovalcn, Oioecc and of coiusc 
to all manufactuieis in England Piactically all oui wool was sold 
last -^eai on hand sample but not one complaint wns icceived with 
icgaid to giacle You know that (he shghlest vaiiation in w'ool makes 
a veiv distinct difteience in piice It shows that if \oii have cflicient 
management a on can tnin \oui goods inln inone\ almost mnnodialcU 
aftei it IS produced on the farm 

)S?r T Vi]ayaiaghavacharya Cotton oi wool is a vei} favouihble case 
Rice 01 w'heat, foi instance, might be moic difficult to deal with 

Ml M cDoitqaU It is quite line it is not done in these cases As 
legal els wheat m Euglnid wc aie siniounded by small millcis and it is 
consumed localla But whoio ^ou pioducc nee foi tlio expoit maikot I 
cannot understand why it should not be done in exactly the same wyay, 
and wh-^ wath piopei godowns oi stoics il should no! lopiosenl haid cash 

Gh Mulhtai Smqh You would ronfine it to inembeis only 

Ml McDongall That is a ^ei\ mtcicsting point, one on whicdi 1 am 
not in agieement with the oiclmaiy co-opeiatuc expeits The ayciage 
co-opeiati\e expeit including Di Eiicdoiich will tell ^ou that on no con- 
sideiation must you take m anybody who is not i co-opeiatoi Now we 
take in those wdio aie not co-opeiatois and chaigc them foi oui commis- 
sion, a farthing a poimd more in the oase of wool Oui axciago commis- 
sion loughly is 5 pel cent which includes all chaiges 

Ml Bamdas PanUdu The idea of taking non-membeis is to got busi- 
ness Oui sale societies aie composed of u numbei of societies , the> aio 
not composed of individuals, but aie fcdeiations of co-operative societies, 
and we have enough business 

Oh MulJitai Smgh Theie aie a numbei of co-opciatne societies wdiich 
complain that cultivatois do not send then pioduce to them and they have 
not enough business 

Chairman That is a point Mi McBoiigall has icfeiied to To stait 
w'lth, you must do piopaganda among pioduceis 
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the iisk of seHing The piochicei bungs his pioducts to some city and takes 
a loan on his pioduce and if theie is a good maiket thev chaige commission 
That IS the co-opeiative maiketmg -which is going "on in this countiy 
Theic aie no co-opentive societies which pm chase the pioduce and sell 
it to otheis 

M) McDougall TJiidci no eonsideiation would I be piepaied to follow 
am suggcsnon which would lead to the eo-opeiative societi bujino the 
pioduce Tlieii it would oceonjc .i spcculatue concern with iei\ gieat 
iisks aliached lo h Co-rjpeiaine maikctiug has not a ghost ot a chance of 
coiiipetiiig wnh people m Caleulta oi elsewheic Let me desciibe 
to lou whit we lie afteinjituig to do m England lust now with wool In 

Scotland it IS leiv suecesslul uotwithsiaiiduig the iact that il was 

onii staited thiee leais ago when we got light into the heait of this 
economic dcniession AA’’ool is sent in b\ the meniheis most of it hv 
lail Tt IS 1 iken into the stoie and immediate] v weighed That weight 
IS imoued in Then it is tin own on to a giading table It is giaded 
by om own ciadcis T have known 30 chfteienl glades in one fairaei’s 
consignment of about 150 fleeces Immediately the lot is finished it 
IS ic-wmghed m its ditteient giados That aho is imoiced m Then 
it dwnppeais as an indmdual consignment Then it is tin own into laige 
Inns As these bins get filled np we ha^c it piessed in hales oi packs 
It IS then stnicd awa-c At the beginning of the season, in the month 
of Mna mil rommittce of iManagement meets We decide what advances 
wc aie going to give on the wool foi that \oai A\> give the faimei 75 
pel cent of the estimated ]nice of the \aluc of each giade wluuevoi the 

w’oo'' is giadcd That is to sac the faimei gets his adiance piaetieallv 

speaking vheneAoi the wool nines ui oui stoic 

Ch Mallitdt Smqh AYho acLauees the monc\ now"? 

Ml M^.Dnh(inU AVoi 1 n a cummodiU on which adA mces aie easily 

made Ltd nn dcstiibe to \ou the comeisation I had once wath Lord 

Bainabv, A^ho is one of the biggest biokcis m the woild I lememhei some 
teais ago haMiig to visit his place m Bedfoid with legaid to wool Lord 
Bamah\ Suid "This is the wealthiest clt^ jii England foi its size and 
theie IS the sluft that makes it The leason is that it s a commodity 
which pioduces monc\ AAmol foidunatelj , and most othei ciops if you 
con stand ai disc them aie iccoginsed as good secuiitt The bank advances 
the 75 pti cent which we poa to the faimei The bank is supposed to 
hold the keas of the stoic hut thea lealla do not The Bank Manage! 
takes 1 acnllc doa\n theie once a aaeek examines the hooks and takes a 
look at the stoies He is c]uite satisfied aaith that examination’ The 

eontiol the a haae oaci it is icalla nominal Of coiusc the conditions aie 

a^ery good ITndei oidinaia conditions I think they aa’onld reqmie some 
contiol oa'fi it But in ana ease that can alwaas he aiianged 

Mr Lomond What maigin do the bank lake? 

Ml McDouqalJ The Bank ada ances 75 pei cent At the heginmug 
of the -eason the Bank saas "How much monca do aou want ^nd on 
what piici's aic aoni estimates hased^’’ 

Ml Lomond But the} do check the late'’ 

Ml \JcDongulJ Thc\ ictain that light but thea accept mu estimates 

Chanmon When do thea pay the balance^ 
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Chaitman Mi I’antulu says it cannot be done 

Ml Bamdas PanUilu With legaid to non-membeis v^e cannot say 
whethei it is then pioduce oi not, and we ha\e specific lecommendations 
with legaid to them If theie is any doubt niembeis must ceitify that 
the pioduce is theiis Membeis must give an account of vhat they pro- 
duce, and they must maiket thiough us 

Di Fucdoich In my eountiy'^ we aie on piinuple against maiketing 
pioduce of non-mombeis We aie ol opinion that non-membeis should not 
have the same advantages as membeis because membeis pay foi the shaies, 
take liability, etc , w^hile non-members take no iisk at all If there is any 
advantage in joining the society they niav join the society 

Mi McDoiigall As a inattei of pimciplc 1 agiee that maiketing 
should be confined to membeis of the society’- But as a raattei of piac- 
tice it IS not inconceuable that it w'ould be better to take the pioduce of 
non-mcmbeis and chaige them a little inoic A'ou might be able to get 
a very much biggei tuinovei which w'^ould enable -s ou to can \ on y out busi- 
ness more successfully It is a question of expediency^ 

Chan man Theiefoie the disuetion iceoiding to youi idea should be 
with the management of the co-opeiative sale society 

M) MiDouaaU klosl cmphaficalh so Theie is no oblig.ition on 
the pait of the management to take the pioduce of a non-membci 

Dj Fiiedeuth In mcv of the special conditions in India and the fact 
that ^ou have no ad\anced maiketing I should hke to iccommend taking 
the marketing business of non-menibeis, also 

Ch Sinqli I see two oi three difficulties One is that by 

adhenng tr tins piineiple theie ma^ be less turnover and moie overhead 
charges Then aou must have diiect connection with a wholesaler if -vou 
want to dispose of the ciop at a good puce, and ton must have some 
aiiangement wdieiebv aou will haae to supjiK a definite quantity The 
wholesaler has to supplv another maikct and unless theie is a definite 
uiidei standing he cannot deal with you It may be that the total amount 
of pioduce IS not available from membeis owong to hailstorm frost, and a 
number of other causes, and then in order to keep the whole thing mnnmg 
and to realise the moneyr invested you will have to take the pioduce of non- 
membeis I do not say that it should bo compulsoiv foi the management 
to do so, it IS simply this if there is a likelihood of lessi tuin-ovei oi more 
o'vei-hoad charges oi the loss of lire wholesale ninkci ceilainU von 
ought to do it 

Ohanman A numbei of Punjab cases have been bi ought to oui notice 
In a jiaiticulai village althoueh all the membeis were membeis of a co- 
opeiative sale society thov did not send tire whole of then produce to 
the societv lu another instance only a fi action of the membeis took their 
pioduce to the societv That is the kind of difficulty which was bi ought 
to oui notice The same difficully was hi ought to oui notice in legaid to 
Bombay and it was proposed that theie should be a penalty levied on the 
defaulter Prom the practical point of view I do not think any ease has 
been biought to oui notice in which a uon-membei wanted to take his 
Cl op to a eo-opciative sale society and the society refused to take it 

Ch Mulhiar Smqh • In some repoits the suggestion has been made that 
•non-membcis also should he allowed to deal with the society and that if 
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Ch Mukhim Stngli He also sajs, if tlieie is not sufficient tiun-ovei 
they can also take non-membeis so that theie may be sufficient business 
uliich Mill bung doun oveihead obaigcs 

Chauman If eo-opeiatois will not bung then pioduce, the difficult! 
from iho pincbcal point of view is that you can not get non-membeis to 
do It 

Gh MuUitai Stnqh In the beginning the idea might be attiactive a 
numbei of people may loin, but aftei a societi is staited they find certain 
difficulties Some of the members back out, the overhead charges remain 
the same inone! lias aheadii been imested and "you cannot vithdiaw it, 
and !ou must alloM otheis to have the advantage of the service of the 
societj’’ 

Chao man If co-opciatois back out what chance is there of non-co- 
operators coming in 

Ch MuLhiai Smqh Iheic ma\ be other difficulties If !ou refer to the 
Bengal lopoit 

Chanmnn ]i Ihoie ."c .>d\an(agts mIts should the co-operators back 
out>'> 

Ch Mukhtai Suppose a man is indebted and he is forced to sell Ins 
produce, and similar cases 

Ml Famdab Pantnln Induiduals arc not admitted in our sale societies 
because m the case of n</n membeis uc hare got to take legtd steps 
Suppose he has left lus cio]) with us and ive have advanced him 75 pei cent 
of the value Befoic the sale if tlie piiee goes dowm, we have to ask 
+01 addition li covei <iud in c-isc be icfuses to piovide this ive cannot clami 
aibiliation as ni the (‘."='0 of i inerabei We have to go to a eouit of law 

Vr jSfcDonqaU You ue insl ua ing a case uheie the co-opeiatne 
society actuallv bins the stuff 

Ml ‘Famdas Foniiilu It gnes a loan 

Chaiunan The societi takes over a ciop of uce and pays 75 pei cenr 
of its value the ciop being the eoiei Aftei it has been taken over — say a 
fortnight' — wffien it has to be sold the puce falls and the society tells the 
farmer, ‘We made an adiance to you of 75 per cent of the value of voui 
crop at the rate pievailmg at the time But there has been a fall m puce 
and the crop vou ha!c left wuth us docs not cover the advance w^e have 
made Therefore vou must pay back a portion of the money or else put 
in more giain’ If he lefuses to do so, he being a non-member, the 
onh lemed! foi the cn-oiiei ative maiketmn societ! is to go to a court of 
law 

Mr Famdas Panlulu It is a matter of piaetice When two of our 
raembeis went to Madura to make ceidam mvestigatious they found with 
rcf^ard to caidamon sale societies, that some moneylenders and othei people 
had actually puichased the produce fiom members and got the stuff 
marketed at a profit through the sale societies Therefore those mem- 
bers told us that non-membeis should not be taken 

Chauman Non-members leallv act as middlemen and retain a poition 
of the profits The whole profit does not go to the producer 

Ch Muhhtai Singh Even m such cases a middleman may join a co- 
operative society purchase fiom the or dinar v cultivator and send it The 
danger will be tbeie if it is profitable business 
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50 Yeais ago \\e stalled an oigunisation foi supphing inillv lo towns and it 
w'as a big success But yet wo ha^c to ainpoit buttei, cbccse and e^en 
milk In legaid to bntloi and cheese we <iu not on (lie s.uno high le\Ll 
as Hodand and Deninaik ,ind so wt lu gonip lo intioduci tiadt inaiks 
foi biitlei, cheese, milk eggs etc in oidei lo emnplclo with the foieicrn 
aitacles 

, Chairman In fact kli Itamdas Pantulu has pointed out m the jiaper 
he has cnculatod that oiu pioblem is also Inigch one connected with intei- 
nal maiketmg L undei'^tand iumi kli alcDongal] tliat his adtice is 
that wo should eoiitiuuc the auangenn nts now in foicc and ti\ to de\elop 
them by piopagandn, education and eliment mnnrigement 

hli McDoitqall yometlung moie Ion should ha\e ‘-ouiebodi ics- 
poiisibic Coi txamnimg the wboit suuaiion de\otmg bis tmu and encigv 
m seaiching into c^cl■\ coiiai of tlit wlioie s\^{onl ol iginultuial pioflnc- 
tion and distiibution witli paiticuhu lefoicnee to the di-^tiibution of tour 
foodstuffs 

Chau man (^luitc ajiait fiom the piutmcial oigaiiisation I lake it that 
youi co-opeiative contial oiganisatioii helps m mntteis oi this soit before 
it fosteis tile establislnnent ol uu co-opeiati\c maikctuig society^ 

Ml Itamdas Paul ala \\ e lieip the dcpaitmeiit with regaid to these 
matteis by sending all intoiination to the Pogistiai Theio is a non-credifc 
officoi attached to the depaitnient eteu-wheie llithcito they confined 
their business onp lo cicdits, but now a special man is attached to the 
Eegistiars wdio detotes liunsolf spocialK to non-ciedit noik and the centinl 
oignmsation In'; an idtison boaid wliose numbcK go and make investi- 
gations 

Chauman To-monow Rii T Vi] lyaiagliat ichai \ a amII tell us what the 
connection of his oiganisation is m tlir iiiattoi of inailuting I take it 
they aie concerned with maiketmg foi expoit as well as with internal 
maiketmg winch ns a mattoi of fact is the higgci pioblem in India at the 
piescnt dat Quite ipait fioni an\ contia] oigfuusalion has Di Bnedericli 
got amthmg to add to whnl I>ri ^IcDougall has <;rud m it'<Mid in ilu 
question of internal maiketmg'’ Yon mtaitioncd i cnbsida lioni (loatan- 
ment can you tell us what that snhsidt is^ 

Dr Fried ouch The fu&t subsidies weic given In Goa eminent about 30 
\eais ago foi building up tin so called com houses (ioM'nimcnt and 
many famous agrieultuiists w'eie of opinion that it was lealh necessait to 
organise the marketing of giam, espccialh wdicat nid tlnw thought that 
by building up com houses tlie maikolmg uioblem of wdieat could he 
solved Thoa Ihoughi tliai wlient could ho got m(o these com houses and 
sold In fact most of these (oin houses weio lug kuhnes Wc haac 
small faimeis wdio pioduce aalieat m the sonlhcm pail of Gcimain but 
there w^eic various kinds of avheni pioduccd and it avas found most diffi- 
cult to giade these kinds of aahent They had to mein a large expendi- 
tine in grading the vaiious kinds of a\heat and avhen ihev took the expendi- 
ture into account, it was found that people got. less monev foi the wheat 
than thev would ha-' c got m case the athcai aa as sold without grading 
NowJ^ the positron is better, hecarrsc piopagandn is cnniod on for umfvmg 
the various kinds of wheat, so that m certain distiicts wo get only wheat 
which IS graded into two or fhiee kinds besides we get laiger quantities of 
the same kind and it is much easier to grade them with the result that therei 
is less expenditure than if you had to grade a lot of kinds of wheat 
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'this ^^as done Iheie \^ou]d be a posSibiht\ of success otbci\Mse not Cer 
-tarn otbeis also have disliked ibc idea ot a penall\ 

Ghaiunan That is anotbei maitei 

Cli Mulhiai ySmgli If Ibeie i"? no pena1t^ bow could the management 
enfoice discipline 

Chan man Tliat was the point I was on In \oui oiganisations m 
England and Gelman^ , il a mombei defaults and does not bung the whole 
of bis piodiice to the co opeialne society is tbeie a penaltv against him ’ 

iV) McDovqaU With legaid to bacon oiganisations 1 ilunk one oi two 
bad a iieiuut^ , but ibe\ round it imposMblo to put it mto pi ictice Tbeie 
baxe been \obiniinous diSc ussion on ibis point of penalt\ in isas non-penalt^ 
and my Mew ot the situation is that wbeie it has been attempted it has 
never been lealh successful Scottish taimeis are combined in a milk- 
pool supphing two miliions oi the population and tbe\ mtioduced i 
penaltA As .i matte' <ii i ict tbo\ bad to g<i to ibc coints in oidei lo pioM 
wbetbei a penal^^ w.is'jegil oi n n The couiis decided in tbci' laxoiii 
It was a 'vel^ well known case 

Chan man You could enfoice the penaltr 

Ml McDouijaJl Yes Yitb icgaid to the bacon societies 1 tluiik tbev 
failed to oiitoice but in the milk tiado the lesult oi enfoiciiiir tb«t has 
been that tbev bare lost a big numbei of members 

Chan man In tlu' Pun|.ib c ises if one oi the membeis of the society 
found that be could got bis inoiux moit uadih or jieibaps at p\cn i little 
bigbci pmce be soal awa\ bis pioduce iimnediateK instead of t<ikiug it to 
the sale societc That was \oui expeiience in the Piiniab Tadap*^ 

Lala Ha'ihnhcn Lai Yes 

Pi Fiieclciich In my countii we aie ot opinion that it is of the gieatest 
mipoitance that people who loin a marketing &ociet-\ should be compelled 
to sell to the soclct^ all then produce except what is required toi ibc bousc- 
liold, and in case tbej fail tlio\ should ba\e to jraA a penilu \\ t know 
that pcnalt\ is not of giea^- use and in case we see ibit ]iLople do noi 
bring all then p'oduce to the societv, then wo exclude them The managoi 
knows exactly the quantity, raised bv the membeis Our marketing is pure 
inland marketing 'riiere is no export maiketmg AYc baac tbm compul 
soiv supph in eggs marketing societies vegetable and fruits maiketmg 
societies but w^e have not got it foi wheat, because tbeie are special 
difficulties We expoit onh rae, oals and beot-siigai AA e bare' the 
biggest production of i\e nr the world It is cbieflv produced on bu’^ estates 
and m order to encourage its export a premium is paid In regaid to oats 
there are special difficulties In former daAS oats could be supplied to 
military forces but now'' we have to expoit our oats as there are few' horses 
in the aim-^ As legaids otbei agiicultuial produce we produce too little in 
our country and we have to import We import wheat, barle\ mai^e 
butter, cheese eggs and frozen meat Wc are however a countn 
wbacb would be able to produce a big percentage of the imported 
agricultural pioduce and since 1928 subsidies are given for maikefnig 
agiicultuial pioduce in order to stabilise our trade balances These 
subsidies aie given onlv to co-opeiat'-ve organisations, since rioveinment 
recognised that maiketmg can be w'ell organised onh through co-opeiatn'e 
sale societies In case it is wanted I can go into details and tell -aou 
mn special expeiience Marketing pioblcm is no new problem with us 
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Chan man We were discussing yesteiday the internal maiketlng 
anangements when w'-e adjourned We aie not at the present moment 
discussing Ml McDougall’s ideas about w'hat I may call the apex of 
the proposed anangements, hut apart from that, does any member rvant 
to ash any further questions on the subject of internal marhetmg^ 

Ml Bamdas Fantulu It would be useful to ask the experts generally 
about then opinion on the suggestions made by the Royal Commission 
on Agricultuie for improving Marketing rvhich were summarised m ten 
points in my note on Marketing 

Mr McDoaqall (1) Transport facilities — Improvement of Rural Com- 
mimications I agree, most decidedly 

(2) Railway freight rates and other railway facilities Most decidedly 

(3) Establislirnent of Regulated Markets under Provincial Legislation 
Most decidedly 

I did not go into these things because the Agiioultuici Coinmibsion 
had already done so in such great decail 

(4) Standardisation of weights and rnoasurcs I hat of course is so 
strongly 111 ought out not only in the Royal Commission’s report but m 
the reports of rour ProMncial Coinimbbecs that again it is a question 
for me of emphasizing what has aheady been emphasized with yery 
gieat care and abihtq 

(o) Measures to secure impioved quality of export produce from 
producers — organisation amongst buyers and trade organisations Most 
decidedly 

(6) Orgamsation for purposes of sale — Co-operative Sale Societies 
Most decidedly 

(7) Auction sales by Agricultural Departments Certainly where it 
IS found bv imestigation that it is likely to lead to success 

Ch Muhhtar Singh Suppose there is a new variety of produce which 
the Department of Agricidture has asked the cultivator to grow When 
it IS grown the agricultural department jask the cultrvators to come on a 
certain date and auction the w'hole thmg 

Mr McDougall That refers to specialised articles such as seed 

Mr Bamdas Fantulu Varieties of produce 

Mr McDougall Speaking weth a certain amount of reservation I can 
see no haim in it at all 

Chairman These are the words of the Agricultural Commission 
“We consider that auction sales by the agricultural departments provide 
a useful means of securing to the cultivator an adequate premium for 
the superior quality of a new variety growm under then supervision”, 
t c , under the superwision of the agricultural department 
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Chan man Tliercfoie these coin houses aio now proving of benefit to 
the movement, is that bo'-' 

Di . Fuedcuch No, thej^ aie no benefit We came to the opinion that 
caiiymg bj lail as the cheapest waiehouse In that case the cost is 
cheap, so the co-opeiative societies do propaganda woih in the matter of 
marketing and see that every membei glows the special kind of wheat 
recommended by the Agiicultuial Chamber or by famous practical agiicul- 
turists in the district In case eveiy membei is compelled to giow the 
' same special kind of wheat, we can get bigger quantities of the same kind 
Then it is of the meatest importance that the same threshing-machines 
should be used foi tliieshing the gram In my country now there are three 
kinds of wheat The maikcting society cndeavouis first to market the 
first sort or the best sort separately, then the second sort, and it is found 
that the third sort is mostly not demanded Then these are collected, 
people can sell at any time they like but they have to sell to the society 
and the quantities are collected and put together into a railway carriage 
If one societv is not able to get a full load the stuff must be carried together 
with that of a society m the neighbourhood We have central societies 
for certain districts It is the special task of these central supply and 
marketing societies to see that such quantities, m case a society cannot get 
a full load are brought togethei and sent as a carnage load to a mill or 
.wholesale dealer 

Chairman Therefore, the cash grants made for the construction of these 
com houses in former times have been of no advantage’ 

Dr Frtedortch No ' 

Chairman In what form is the State giving subsidies now? 

Dr Fnederich With regard to wheat we have duties , we are a country 
famous for protection ' 

Chairman The protection is tariff, it is not given to the co-operativo 
sale societies What is the subsidy’ ' 

Dr Friedeuch Special subsidies are given for buying machines to 
co-opeiative dairies and then we have subsidies without interest 

Chairman What I wanted to know was the nature of the subsidies. 
Are they cash giants or capital at concessional rates of interest or mteiest 
free’ 

Dr, Fnederich We have both, grants without interest and at low rates 
of interest 

Chairman And bounties or cash payments outright also are given? It 
may be a cash grant not repayable 

Dr Fnederich Yes, to a small extent 

Chairman We shall pursue the question of marketme for export to- 
morrow and where Sir T Vijavaraghavnchai'va’s organisation comes m 
th’s matter of marketing, he may be able to tell us about sugar 
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expediency, foi instance fiat a ceitam thing hab got to be done after 
investigation has been made hi the depaitment respoiisxbic and that th-j 
only possible ivay of bringing it into actual being is by Government 
support in one form or another, then must decidedly, yes 

CJi MiiLhtar Singh For export purposes I thinlc you said yesterday 
that grading should be done by Government officials 

Mr McDougall That depends entirely on circumstances' If the 
trade could be combined to do it for themselves, I see no reason wliy 
they should not do it, on the other hand, if it is found to be impossible 
to secure then heaitv co-opeiation it is not inconceivable that Govern- 
ment might pass legislation they could say ‘very well, if you aie not 
going to do it for youi selves, we must do it for you It is in the 
interests of the countrv that our produce should be expoited in the best 
possible form In older to safeguard the interests of the nation as e 
whole, we are going to take it into our hands ’ But I cannot attempt 
to lay down any hard and fast rules with legard to it 

Ch MuJehfar S-’vgli If it is not done by the trade, then Government 
ought to do it’ 

Mr McDcnqaU If vou give me a year in your countrv and the 
assistance of innumerable committees and the advice of the depaitment 
who have the knowledge at the present moment, then I might commit 
myself to definite statements ; 

Chairman I think what you were referring to yesterday was a 
system of Goveinnient inspection 

Mr McDougall Where the trade cannot he combined 

Chairman \Wiere it can be combined you would leave the inspection 
not to Government, but to an agency of the trades people themselves 

Mr McDougall I think so, with some sort of Government supervi- 
sion thiough the Marketing Board oi through some other authoiitv 

Mr Devadhar Here this statement occurs m regird to the Kamatak 

"The denartmental officers have frequently therefore to interfere 
and come to their rescue With the progress of time the 
societies are getting stronger and will he able to continue to 
' defv the opposition of the local merchants ” 

Chairman' That is perfectly correct, Mr Mukhtar Smgh was only 
referring to the export market and not to the internal market 

Ch Muhhtar Singh I thought that the opinion which Mr McDougall 
expressed about the export market would also anply to the internal 
m.irket, but I find that it is not so ' ’Would you like to have any legis- 
lation on the point of adulteration’ 

Mr McDougall Yes, w'hen it comes to adulteration it is a very 
different matter ' ' ' 

‘ Ch Muhhtar Smgh Government ought to intervene and make legis- 
lation on that point 
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Ml McDougall I can see no ob]ection 

Ch Mxihhtai Smgh Is it your idea that the agricultmal depaitmont 
should make no piofit out of it’ 

Ml McDougall Decidedly 

Ch Muhhtai Flingli I want to diaw your attention to it, because 
recently last jeai the Government of the United Piovinees puichased 
an impioved vaiietv of cotton from the cultivatoi at the rate of about 
Pis 4 to 5 and sold it at Bs 10 and made a piofit 

Chairman That is not contemplated in paia 343 of the Agricultural 
Commission’s Beport 

Mr McDougall I should ceitainly take objection to it 

Sii 'P Tijayauighavachaiya I mav saj that the Central Provinces 
Government this year have embarked on a very large sale of a special 
variety of cotton encouraged by them just to help the eulti\ator 

Ml McDougall I entirely agree with that 

'Ch M-'ihhtai Singh Whrt do aou sav to the recommendations con- 
tained in paragiaph 343 of the Agricultuial Commission’s report’ 

Mr McDougall klost ceitainlA' I heartily endorse them Going back 
to the ten points 

(8) Maiket Surveys Certainly 

(0) Plxpert-Maiketing officer to be put on the staff of Agricultural 
Departments I want that very much strengthened 

(10) Expert officer m Agricultuie and Co-opeiation to be attached 
to India’s Tiade Commissioner and Director General of 
Commercial Intelligence and the appointment of special 
Trade Commissioners lu ot.hei countries I approve of that 

Mr Devadhar There is one matter I should like to ask you in this 
-connection When you have thebe expert officers in agriculture and co- 
opeiation with a view to fuilheiing the movement of marketing in a 
better way, Avould it not be necessary for co-opeiative institutions dealing 
with articles like wheat or cotton to secure the services of some experts 
from Government departments lor the purpose of gradrng’ I may 
mentaon to ymu that in connection wnth the cottoil sale society at Gadag 
there was a period when the whole of the local traders boycotted it and 
the only thing that saved thal society and the cotton which they had 
put forth 111 the maiket was grading assistance for which w^as given by 
Government Do ymu not think that it would be useful even at that 
stage to ask Government to give puch society assistance to help them 
m grading’ 

Ml McDougall Decidedly 

Cl Muhhtar Singh I thought from the answer you gave yesterday 
that the expenses of grading should be borne in the first instance by 
Government 

Mr McDougall I think it would be very unsafe to lay down any 
principle with regard to that If it is found as a matter of national 

3 L 2 
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Ifr McDongall That ought to lo done 

8ir T Vi-jaiaghavachariai As far as possible legislation on these 
matters should have the consent of all the enhghtcned public opmion. 

Mr Khaitan Circumstances exist that buyers will find it suitable not 
to give their consent in their own interests 

Sii T Vijaiaghavachaiiar When the ]ute Committee is formed that 
will be one of the fiist subject to be tackled by the committee 

Chairman The Eoyal Commission on Agiicultuie has recommended 
the appointment of a Jute Committee, and I, would like to find out what 
has happened to that recommendation 

Mr Khaitan So fai as I am aware the functions that are to be given 
to the jute Committee do not include the functions of grading 

Chairman In paiagiaph 341 of the Eeport of the Eoyal Commission 
on Agriculture it is said “Appropiiate action m lespect of cotton can 
be, and is being, taken by the Indian Central Cotton Committee and 
similar action m lespect of jute vould be one of the fiist tasks of the 
jute Committee the establishment of vliich we have recommended in 
chaptei III ” 

Ml Chan man So far as my information goes this is not one of the 
functions allotted to the jute Committee and I suggest that it is for 
us to consider vbethei we should not lecommend to Government that 
legislation should be passed in legaid to jute giadmg 

8ii T Vijaiaghavachaiiai I undeistand theie are thiee bodies of 
op.mon lu regard to this matter, the representatives of British inteiests, 
another Indian interests, then the cultivators 

Mr Khaitan So far as the Indian Chamber of Commerce and the 
Bengal National Chamber are concerned there is really no difference of 
opmion, but the difference is really between the buyer and the seller 
The Indian interests are really looking after the interests of the culti- 
vators while the European interests represented by the Bengal Chamber 
of Commerce always take up the interests of the buyers 

8ii T Vi]aiaghavachariai When the Jute Committee is appointed 
it will have a very balanced representation there Everything will be 
done after ascertaining public opinion in this respect as was done in the 
case of the Central Cotton Committee 

Ml McDougall You can never get universal consent for any measure 
In order to standardise the sellmg of meat the Ministry of Agriculture 
introduced a legislation for the proper grading of it The traders were 
against any such measuie In such matters w^e will have to look more 
to the public opinion than anything else So it was the case in Ireland 
when grading was introduced in the case of eggs All the traders were 
against it, but still because it was for the common good of the country 
legislation was enacted Therefore all that I can say is that if it is 
proved by a proper tribunal that it is for the benefit of the country as a 
whok there is no reason why legislation should not be passed 

Sir T Viiaraqhavachaiiar The Government of India have referred 
this recommendation to the local Governments of Bencal, Bihar and 
Onssa and Assam foi report on the leoommendations of the Agricultural 
Commission regarding the formation of a Jui^e Committee Then proposals 
have been received and have been referred back for further report and 



949 


Mt McDougaXl Decidedly We have many instances in, I should 
think, almost eveiy country m the world Buttei foi instance is a 
typical example and m almost every commod^y of that nature The 
inoistuie content must not be over a ceitain percentage It is illegal 
to mix maigaiine with huttei Milk is dealt with in exactly the same 
wa%' If milk has not a certain fat and solid content, then people are 
fined, government inspectors aie constantly watching the supply and in 
the interests of the pubhc, talring samples 

Ch MiMdar Singh You would Mce to see that whatever legislation 
IS passed becomes effective Nobody should be allowed to infimge that 
law and the hands of the Government could be stiengthened 

Ml McDovgall Yes I, howcvsr, do not believe in passing laws 
which cannot be applied 

Ml Khailan In discussing the question of grading I would like to 
discuss one oi two Hungs with vou M\ information is that in America 
there is a law about cotton, that ceitain grades are fixed and the sellers 
can sell only on the basis of those giades I do not know’^ whetliei that 
law IS applicable to bmeis and sellers inside the United States of America 
but I believe this is applicable when cotton is sold outside the United 
States of Amouea What is joui idea about certain commodities about 
which India lias a monopol} Let us take Jute, foi instance, oi w'bicli 
India has got a monopoh Would jou advise that ceitam grades be 

fixed by legislation so that people can sell only on the basis of those 
giades 

Ml McDougoH Yes If after investigating the whole position closely 
and with the geneial ippioval of those who ate competent to express then 
opinions on the subject it is decided that in the mteiests of the cultivators 
and the traders this should be done 

Mr Khaii'in I will give \ou certain aigunients that weie hi ought , 
forward during the last two annual meetings of the Federation of Indian 
Cliambeis of Commeico At present there are no grades permanently 
fixed for the sale of jute and w'hat happens is they begin wuth threes, 
then theie aie joins, the i elections and so on These weie the basis on 
which the puiclinseis used to purchase Then during the season under 
the contracts when deliveiy has to be made on joins sometimes delivery 
will have to be made on thiccs and so on The lesult w'as on account of 
the unfavourable appreciation m quality foi delivery under contiacts wLich 
weie outstanding, the agriculturists wdio had to sell jute get lower puces 
during the season than other w'lse they w'ould have secured because of 
changing- appreciation and depieciation in quality, declared by the 
boiiow^eis Would vou theiefoie suggest that it is desuable that legislation 
should be intioduced so that the giades may he peimanently fixed with a 
view to help the agricnltuiists getting a fan puce foi then produce ? 

Ml McDouqaU I would most heartily support legislaLon If the 
position IS as you have explained 

Mr Khailan Have you got any experience of similar legislation m 
respect of hemp^ I think there is some legislation in Philhpines 

Ml McDouqaU I am not aware of anj such legislation 

Sn T V tjiaraghavachauai I thought you would like to consult and 
gatliei the opinion of people concerned m the jute industry and trade 
before you contemplated such legislation 



Mr Khaifan That J ute Committee when forrfted would ! be quite 'a^ 
dificrent Committee and it will be similai to the present Cotton Com-' 
mittee and tbeiefoie the analogy of the East India Cotton Association 
does not come in What I was tijing to get at fiom the Expeits was 
then opinion nath legaid to this matter of grading to jiiotect the inteiests 
of the agiicultuiist and I am giad that Mi McDougall has agreed with 
me that legislation is the best solution of the problem if conditions are 
unfavourable to the producer 

Mr Bevodhm Would you be able to tell us vihat piopoition of the 
agricultural produce is dealt with by the co-operative maiketing system 
in England ^ 

Mr McDougall 4 regrettably small part only for the reason that 
England is a consuming countiy The difliculties are therefore greater 

Dr Fncdcrich In G-emrany the biggest percentage of the milk supply 
is organised on a co-operatne basis With legaid to eggs finits and 
vegetables we have made a yeiy good start 

Ml McDougall Scotland has progiessed more in co-operation than 
England There the milk supply is laigelj' done by co-operative 
marketing The uool-selling organisation is making very rapid headway 
This oiganisatioii has been nr existence for onh 3 years and it has already 
captured about 15 per cerrt of the uool trade 

Ml Devadhat You cannot say that the avciage co-operator in 

Scotland is not so veil educated as he rs m Denmark 

Ml McDougall No The former is a consuming centre while the 
latter is an expoitiug country, Denmark entirely depends on her agricul- 
ture and her export trade for the production of hei srnplus vealth 

If? Bam das Pantuju I suppose 90 per cent of the population m 
England arc menibeis of Agricultural eo-opeiation^ 

Mr McDougall No in co-operative buying oigamsaLons for the 
supply of manure, seeds, feeding stulfs etc , a ver-^ distinct advance 
has been made The progress made in selling organisations is slow, but 
it IS giatifring to note an appicciable advance 

Ch MuLhiai Singh May I ask whether you are of opinion that the 
grading should be done only in the case of products like cotton and ]ute 
or would -Nou extend it to other products as welD 

Mr McDougall I would extend it to ever^ commodity where research 
and investigation has proved it to be desirable 

Ch Mulhtar Smgh Unfortunately, in this country cotton and jute 
have alone attracted the attention of the Government and Committees 
because those commodities arc dealt with bv big business men You are 
aware that the Eoval Commission on Agricultuie have said that crop 
commit! ees could be formed if the i equii eiuents of trade so desiic 

Mr McDougall I would like to extend the grading system to every 
commodity vheievei practicable and possible 

Ch MulMai Smgh My point is ]utc is considered important 
hemp is not less unpoitant 

Mr McDougall Theic may bo an difference in the degree of importance, 
that IS all 



951 


Government have promised that they will place the proposals before the 
Imperial Council of Agiicultural Research for their opinion when Mr. 
Khaitan s point will certainly be talren into consideration vhen other 
' interests will also have a say in the matter before legislation is launched 
upon 

Mr Jadunath Roy Is not this grading done by the bepaiies and others 
before a sale is eKected? 

Mr Kliaitan It is not grading but it is only assortment that is done 
now, though the word assortment is sometimes used svnonymously for 
grading 

Chan man The Report of the Cotton Contracts Act Committee of 
Bombay of which our Vice-Chairman and Mr Lamond were members 
have reported as follows m December 1930 

“Closely connected with this question of quality suiweys is that 
of universal standards, which do not exist in India but are 
a matter of great importance in the American system It has 
been brought to our notice that a considerable difference 
may exist m the standards of different centres, as for example 
between those of Karachi and Bombay It is true that 
the bulk 01 the cotton in India is actually sold on type and 
not on class, so that the question is not really so important 
in India as elsewhere, and it is also true that if the 
Bomba} system of suiyey succeeds in establishing a reputa- 
tion, Bombay standards vill in this way indirectly spread 
throughout India But we recognise that some riniveisahty 
of standard is most desirable, so that for example, what 
is linovTi as ‘Fine Bengal’ in Bombay may be ‘Fine Bengal' 
throughout India, in all places where there is an association 
controlling cotton dealings according to class We recom- 
mend therefore that the Standards Committee of the East 
India Cotton Association should refer this question to the 
Imperial Council of Agricultuial Research established by the 
Government of India and mvite their assistance ” 

From this it seems to me that af the recommendations of the Royal 
Commission on Agricultuie were accepted a sirmlar arrangement could 
be made with regard to Jute 

Mr Kliaitan There is no association in Calcutta which would cor- 
respond to the East India Cotton Association of Bombay That associa- 
tion in Bombay is a creature of the Statute and all the varied interests 
Im cotton are represented there But with regard to Jute there are 
different associations wdro hold divergent views wnth regard to ]ute who 
have not been bi ought together, either by legislation or voluntary act 
of the traders themsehes Jute lends itself to easier grading and once 
the grading is fixed then it may be relied upon for quite a large number 
of years but with regard to cotton it is not so easy to make the grading 

Chairman I was only concerned with the procedure We have now 
gathered from Diwan Bahadur Sir T Vqiaiaghavachaiiai that the estab- 
lishment of a Jute Committee is’ in contemplation and when the Com- 
mittee IS formed it will in collaboration and consultation with the 
Imperial Council of Agiicultuial Research devise ways and means of 
fimvmg at a proper solution of the problem 
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countiy f^r fiuit At the present moment your land is woilh let us say 
Pis 200 Glow this class of fiuit, combine m the mailccting of it and’ 
your land may become woith Es 1,000 The only way to do it is, as X 
have tiled fo dcsciibe, by icseaich, by oiganisation, by teaching the culti- 
vatoi what ins land is capable of and then by organised maiketmg 

Mr Dooadhar In youi fiuit oiganisation you would include also the 
othci end? There was a committee appointed called the Mangoe Com- 
mittee They oiganiscd a co-opoiative society but because it was not 
possible foi Goveinment or others to have a similai agencj in Bombay 
Ihey could not do anvUiing by way of giving leliof to the man who leallv 
pioducod the best mangoes 

Chaiunon Am I collect in as'-uming that m othei coimtiies, generally 
speaking, this giading is staited in icgaid to evpoitablc commodities be- 
cause 'then giading is of moie inteiost to the pioducei and that vithoiii the 
giading that p.utieula' commodity \ull not find a fnvouiahle place in the 
woild’s niaikel 

Mr McDouqMl GencialB speaking, yes 

Oil an man That aiipaicntly explains the attention paid m India to both 
cotton and juto Coming down to fiuit and vegetables, where the stufi is 
consumed Jaigcly locally is it possible to have anyf giading? 

Cli MiiKhtai l^ingh May I inleirupt? I submit that iheie aie a number 
of vegetables and fiuits which wo can pioducc foi the cxpoib mailcct Just 
now tbcic iviJl be no peas m Poona, while wo at Meciut aie pioducmg a 
Inigc quantity If wc oxpoit them fiom Mcoiat to Poona wo get money 
out of it The intoraal maikcl is ns impoitnnt as the external maikct 

Mj McDcuqall Tlie mtcinal mnikot as I duscubed it yostciday and as 
voui Chau man lias desi^iibcd it now^ is quite dilfcient to Ibo oxpoib inaikos 
say fiom (Quetta to Calcutta Now at the piesenl moment I do not know 
W'nethei Queita is taking stepo to giadc its fiuit oi not, but at any late 
1 have been mtonned that fiuit comes into Calcutta m consideiable quan- 
lit cs fiom California, and othci centres That Cahfoiman fimt lands m 
Calcutta piopeily giaded, piopcily packed, the letailcr wdio buys it knows 
that ho caa depend on quality He says I w^ant a dozen boxes of 
oianges, let us say foi example of the Sunkist vaiiety, Ho does not 
noon to bothei about the quality at all Ho simply bujs the fruit at the 
cuiient puce Now’’ with icgaid to the- Quetta oianges, he is a long w’ay 
from Quetta and ho is not in diicct touch Unless that tiadei can depend 
on the siadc and the packing then it is a distinct handicap to him if 
he cannot have the assuiancc that he is buying a standaid quality 

GJi Mulihiar Snigh Ho you mean to say that if the Quetta people giado 
ihen tlieio is the possibility of getting a good maikefc m the country? 

Chanvian But is that coirect so fai as India is concerned? This Cali- 
fornian fiuit finds a sale in the Calcutta market not because of its grading, 
but because of its che.ipness If I vent to the maiket m Calcutta to buy 
fruit I ceitainlv would not tiy to find out about the grading I would 
wxant to know about the puce and if the oiango selected bv me wms dearer 
than the Californian orange I w'ould naturally take the Californian orange 
kli Hoy would be able to confirm that 
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Ch Mvlvlitar Sinqli Suppose tliere are 6 grades in ]ute The cultivator 
-gets a liighei pijce foi lute just now because m the beginning there wdl be 
a maigm between the liighest and lo-west giade and on account of that he 
liips to purchase the highest quality of jute After two oi thiec years the 
sellers say We assess a lowei value for the highest grade and i little 
less for the lowest giade Thus theie is left a very little margin between 
■the highest and lowest grades’ 

Mr McDoiiqall If that is the case then the selling organisation is 
•mong I can imagine anothei situation arising where by standaidisation 
■and educating the farmer that the better grade is going to secure a better 
price, the best giade mav to some extent fall in price because of inci ascd 
output That after all you cannot help Those who at the present 
moment are piodncmg the best grade may he in the minoiity If the 
■othei farmers In the district supply good quahtv, naturally the man m 
ihe minor itv may not get as high a puce but it is of great benefit to the 
major ty 

Ch Mvlhiar Sinqh Suppose the bu-^eis combine and say they will 
not paj’- a higher jiiiee for this I am sneaking from a practical experience 
that we have had in this count'y I think veai befoie last all the sugar 
factories in Bihai combined and would not pay anything nroie than 5} 
annas While in othei places the Sugar factoiies had to pav 71, Bihai 
■cultn atoi M'as forced to sell at 51 annas 

Mr McDouqnll That situation can only be overcome by a strong com- 
bm'-'tion of producers through co-operative societies or by Government inter- 
vention If for instance a Marketing Board was established, it would be 
Ihat Board’s duty to investigate that position and use whatever pressure 
was possiole with the Government behind it Not necessarily by introduc- 
ing legislation, but moial piessuie to start watli If that is insufficient it 
is not inconceivable that legislation might be required 

Ch Mvlhiai Sniqh You would recommend that before the situation 
hecomes acute? 

Mr McDovqall Certainly 

Ch MuLJJnr Smqh Of course You hrve said sompflring about the 
fiUit) purchases I may tell you for your information that rho Bombay 
Brovin cial Enquiiy Committee has found that the grower gets one-third 
the price the consumer pays and certain cases the grower gets only one-ninth 

Ml McDougall It is not inconceivable I have known many cases as 
bad as that 

Ch MvlMar Smqh How- wmuld you like the idea of gradation’ 

Ml MvDongall It Is by grading and systematised marketmg that 
c.dtivatois in many other countries have saved themselves There is 
nothing that is more hopeless in the wmld s maiket than to attempt to* 
sell fiuit m an unorganised way Of all classes of commodity that, more 
than au'vthing, requires most careful systematic organisation 

Ch Miilthlm Smqh Who w’^ould begin it’ 

Ml McDougall The marketing department would do all the necessary 
research work in conjunction with the Beseaich Boaid wffiose business it 
would be to point out wdieie these possibilities are for growing fruit If 
theie IS any possibility the Marketing Board should do propaganda work 
through the co-opeiative movement in these districts You -would say to 
them According to advice of the Buitau of Invest) garaon this is an ideal 
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Ch Mu^Jitar <Sihgh Undei the circumstances that exist in Punjab 
when a man takes Ins pioduce to a tiadei and the tiader says it is not^.' 
according to the standaid, etc , and lefuses to buy at the rate he said > 
he would, the man is foiced to sell it at a low^ei late Do you Mi 
McDougall allow that m your countij'^^ 

Mr McDougall Wheie you have such a case you should ceitainly take 
steps to impiove matters foi yourselves by oi gamsing yourselves into a. 
maiketing oiganisation I think the instance you give is giossly unfair 

Ch Mtildilar Singh Would you not make it penal if the marketing 
dees not improve, that is w^hen a man settles the price and then foicea 
the culti\aioi to give it at a lower puce? 

Mr McDougall It would seem to me rather a difficult thing to 
hi mg in legislation with legaid to that You cannot do anything unless you 
get the cultwatoi to lielp himself bv organisation Is that not a bettor 
way? 

Gh. Mulchtar Singh Is it not a bieach of contiact? 

Ml McDougall It would appeal to be a breach of contract and if you 
cun i.^uied;) .i state of affaiis like that by passing legislation which can 
actually be made effective I have no objection 

Ch Muhhtar Singh It will ahvays depend on pubEc opinion as to what 
is ciiminal law and wffiat is not 

Chaiivian Mi McDougall’s point is can you make legislation effective, 
and that is a big if The next statement is that it has been a Gilbeitian 
state of affairs Diwan Bahadui may oe able to tell us what the facts are 

Sir T Vi]ataghavac]iaua'i My statistician made some calculations 
His estimate of the stock of wdicat in tne Punjab is about 166,000 tons 
The stock of wheat in the who'e countiy is suppe sed m the neighbouihood 
of 3 8 milhon tons 

Mr McDougall This mfoimation was given to me in the Punjab I 
am not lesponsible foi the statement 

Mr Khaitan The misundei standing has aiisen like this In Juno or 
Jiffy last the Government of India issued a communique on the position 
of ihe previous year’s pioduction, and on the basis of annual consumption 
in India they stated that a million and a half tons of wheat w'ould be the 
surplus available for export aftei consumption Now, since then some 
wheat has been exported, I believe it is about 3 lalchs tons, so that out 
of 15 lalffis tons 3 lakiis having been exjaoited, there is still a surplus, accord- 
ing to those fig nes, ot just about 1^ million tons in the wffiole of India In , 
the case of the Punjab the figure might be a mistake, but since then what 
has happened is that the puce of wheat having gone down consideiably 
people are consummg moie wheat Croies and cioies of people who used 
to live on one meal a day, are able to eat moie on account of the fall in 
wheat puces They eat about tw'o meals a day and thexefore the con- 
sumption of wheat has incicascd, and it is quite possible, as Sir T 
"V qayaiaghavachai\a tells us, that the quantity now available as surplus 
IS about 3 8 million ions, instead of million tons But that would be 
for the wdiojo of luclia It would not altci the situation if w^o cut out the 
surplus lying in the Punjab — the aigurnent would still remain 
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Oil Mulxhiar Singh Don’t you see both quality and price? In India 
unfoitunately, the Bailways are not sympathetic The whole system is 
wrong 

Chairman That is a position to which I cannot subscribe If the Bail- 
"way affects the pioduce and by that meaM fiuit produced in Calcutta is 
not cheapei than the Caiifoiman fiuit, Ihat^is the only faetoi which would 
entei into the consideration of a laige body of the people 

Ch Mukhtar Singh What I submit is this — if the Californian fiuit 
growei IS pioducmg his fruit at a cheaper rate than I am doing at Quetta, 
then ccitamlj he has a light to sell his fiuit m Calcutta If he is pioducmg 
at the same late as I am, he has no light to come into my countiy It is 
due to something wiong with the raihvays — they wall not infioduce cold 
storage, etc 

Chanmait As India now' stands that compaiison wall not be possible 
foi yeais 

Gh Mukhtar Smgli It wall come m this way — is it possible for the 
Californian people to send into India any fiuib they like? No Tlicy would 
fiist see which quahty can go to Calcutta and lemain undeterioiated They 
cen send only that and nothing else They have found out that they can 
sell their things cheap because they giade it and they ask the fiuit grower 
to pioduce only those 

Chunma'i Niom the point cf view of the fiuit and the taste of a large 

body of the people that consideration does not come in 
\ 

Mr McDougall Quahty must be taken into account as w'ell as price 

Chau man But in India for internal consumption it is not the giadmg 
but the puce that matters 

Ch Mulxhiai Singh I think the Indian market is very disoiganised 
Theie is no giadmg or anything of this soit You aie not suie what 
things you aie getting 

Chau man Even if theie had been grading it is puiely a question of 
price 

Ch Mukhtar Singh If you go to the maiket can you buy ghi — ^the 
pure ghi that vou want you cannot get in the wdiole maiket "T w'ould pay 
double the price that 1 am paying today if I could be sure of getting the 
pure ghi 

Chan man But you aie talking of adulteration and not of grading 

Mr Raninas Pantuht I personally w'ould prefer that we should ask 
Mr McDougall questions on his paper, on marketing especially with 
regard to jute and so on 

Chau man I am afrard the discussron has flowed into wuder cnannels 
Having discussed what I call internal marketing we wall proceed again 
witli page 2 I do not know whether much discussion is required The 
civfcvts have said that they aie satisfied from the investigations they 
made that fins is not an over statement I do not Imow wdiat these in- 
vestigations aio On the other hand there is a whole chapter on marketing 
m the Pun] lb Ecpoit and w'e can draw our own inferences from w'hat is 
stated there 
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in Calcutta ac a price, even the same as that of the Anstialian wheat, the 
position so far as Calcutta is concerned would not have been improved and 
there n comes Chaudhuri Mulihtar Singh’s statement that it is the heavy 
railway freight late which has led to this state of affaiis, and that point 
IS not at all brought out here 

Mr McDougall The steamer freight is not the only freight that the 
Australian wheat has to paj"^ It comes from inland to ports, it has got 
tn be handled pay warehouse charges and other expenses before ib is 
forwarded to Calcutta I think if you are going to make an exact compari- 
son between the Australian wheat and the Punjab wheat you will have 
to take the actual costs of distribution from the inland maiket in Australia 
to the pore and Ihen from the port to Calcutta 

Chairman As it is, in regard to that it is suggested somewhere in one 
•of these documents in regard to Australia that she has the advantage that 
the bulk of the transport is Dy sea — ^this is in one of the papers of the 
American Farm Board where they explain why they cannot compete with 
Australia the^ suggest that in Austialia the transit by land is practically, 
negligible I do not know much about the details, but it is suggested 
somewdieie that that is the position in regard to Australia 

Mr McDoiinall The Australian wheat belts are not on the shores, they ' 
aie not situated immediately along the ports Many of the Australian 
wheat bolts iU Western Austialia, for example are unquestionably at con- 
siderable distances inland 

Sir T Vi]ayaragIiavaGharya Is that important foi our purpose unless 
w'e w'anted to compare the cost of production in Australia 

Ml McDougall I do not suggest that it is You Have raised the ques- 
tion of freight, and I am pointing out that if you are going to take freight 
into account in this discussion, you should also include freight charges 
from inland toavn to port, warehouse charges, very high costs of labour 

Sir T Vi]ayaraghavacharija I imagine there is comparatively cheaper 
production in Australia I have not investigated the point 

Mr McDougall Tire tw^o cases are so utterly dissimilar that it is quite 
impossible to build up any case at all The Australian costs per acre are 
vciy low because they have an enormous acreage per man, but here the 
acreage is small and it would be very unsafe to argue the Indian point of 
view from costs per acre 

Scih Hay Ahdoola Haioon We have also to consider the difference m 
the land taxes 

Ch Mukhlai Singh Australia prohibits the import of wheat while they 
export it 

Chairman That according to Mr McDougall is a lazy man's remedy. 

Mr McDougall Where you have a commodity which the country is not 
producing in sufficient quantities to supply its owm requirements and which 
it can produce in sufficient quantities to meet all its requirements if the 
country decides that it is in its interests to stimulate the production of 
the commodity, that is an entirely different matter I can see at once 
the enormous advantage arising from such a policy 

Sn T Yi]ayaraqhavacharya All that I can tell you is that the Council 
has already asked for a reduction of rates 
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Sir T Vijayaraghavacliarya As a matter of fact it is an estimate — all 
these figures are estimate s 

Ml McDougall I am entirely at the mei c y of those who adviso If 
my advisers aie wiong it is not mv fault The expjanation of the difter- 
ence between the 500,000 tons to which you lefer and the million odd tons 
which, those people who aie supposed to be authoiities and who may not 
be authorities stated, is this that owung to the extiemely low puce and 
to the lack jf getting a fiee maiket even at that low puce theie is far 
more stuft king with cultivatois than you can possibly leahse Of com sc 
I c mnot veiify — it is utterly impossible — but it is a feasible proposition to 
put foiwaid, that duimg a period of such tiade conditions as we aie going 
through ]ust now, with inciediblv low puces, i.hcn he is only receiving a 
fiifiing sum pei acie foi ms wheat, he gets dispirited and savs tc himself, 
‘What is the good’, and leaves the wheat lying about, and the loss in 
this way must be enoimous It did shilce me that there w'^ere possibly 
tome giounds foi the statements that I have heaid in the Punjab about 
, piiee In loct I think the price of wh^at m the Punjab is several points 
above the world parity 

Mr Bxicldcif It iS only one point 

Mr McDouqall Even at that one point above the woild parity the 
price of w-heat just now^ is so inciedibly low that I can well under Suand the 
cultivator being dispirited and leaving his giain unsold 

Chairman Then comes the real pomt, wheat has been landed even at 
Eaiachi 

Sir T Viyiyaraghavachaiya 1 have not veiified the figure about 
Karachi The complaint is about the landing in Calcutta ot Australian 
^vheat Sea height is leally cheaper than railwMy freight 

Oil Muhldai Singh The fi eight fiom Australia to Calcutta is 8 annas 
a maund while from ijahoio to Calcutta it is R', 1-12-0 a miund Had 
Government reduced the lates then you could speak definitely of the 
\oIume of suiplus, not oiheiwise Enst they gave a large figure, now 
they say there is less quantity of wheat 

Chauman Wo have gob the Dewan Bahadur’s estimate of 160,000 tons 
for the Punjab That is the informat on m his possession His is not a. 
Government Department It is an independent body 

Gh Muhhiar Singh It is that body that made that investigation 

Sn T Vijayaiaghavacharya ^Ye are dealing with permanent questions 
I think it vould not be safe to draw any kind of infeience from the figures 
ot the cuiient year which is one of very exceptional cncumstances They 
should be taken with very gieat caution 

Ch Muhhtar Singh That bungs the pomt m relief that the very rate 
makes it impossible for the cultivator to sell his goods 

Chairman We are coming to it A proposal has been made that the 
.mpoit of wheat should be prohibited In between really comes the point 
of Ch Mukhlar Smgh, and I do nob find it at all stated m this papei that 
it js really a question of price If it were possible to sell this Punjab whe’ab 
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Sn T Vijayaraghavacharya It is a que'^tion of more expediency l 
nras meiely thinking of this You want uiiitv There must be one man 
who would not be responsible to any other member of Gover-nment 

Ml McDougaU Undoubtedly I have already explained with regard 
to the co-operativt council that the fust thing that passed through my mind 
t\as that this'should be a separate Depaitmcnt altogethei I decided that 
greater haim than good would result rn having at the same time a co- 
operative Department of State and a Ministry of Agriculture instead of 
there being co-oidmation, as time went on, there might be the reverse of 
it Exactlv the same argument applies here Your Council of Beseaich 
must work-in closest co-opeiation with this body 

Sv T Vi]uyaiaghc,vacharya I admit we want a separate body I mean 
in this wav ixUity of control is secured by a new Director of Marketing or 
whatever x^ou may call him, who will hax'e a committee to help him You 
could have a separate section ot this Council as the Marketing Boaid The 
reason why I suggest is this Yon have got a bodv which has got over the 
feeling of central versus provincial As a matter of fact we have set 
' up marketing committees like the Sugar Committee 

Mr McDougaU That may be But you. Gentlemen, who are in touch 
with research work in all its aspects, you are concentrating on that line or 
what revolves round that Your organisation is built up lor that purpose 
It IS true }oa are doing marketing, but it is subsiuiaiy Now it is not in- 
conceivable tnat even from that point of view the Directors of that organi- 
sation would not do ]ustice to marketing You are bemg asked to under- 
take too much It would be far better in the first place to establish a sepa- 
rate marketing organisation You have already accepted the principle ot, a 
co-ordinating authority I cannot believe that provinces who have accept- 
ed this as a means ot co-ordmatmg agricultural research throughout India 
would object to a similar body bemg estabhshed for an equally necessary- 
part of the economic life of the countiy 

Su T Vijayaraghavacharya You have to remember that their accept- 
ance is diie to the fact that the proxinces ha-^^e on the Governing Body 
a deciding voice If you want their acceptance for the new Marketing 
Board you should have a governing body on similar lines, and let the 
provinces have the final say 

Ml. McDougaU It your very considerable experience finds that the 
constitution as tiamed w'orks satisfactorily I do not object I accept your 
experience 

Sir T Vijayaraghavacharya The difficulty is this If you get ministers 
on the marketing board and ask them to come for its meetings local Govern- 
ment -will probably protest against ministers having to come too often for 
central functions 

Mr McDougaU I should prefer if Ministers would appoint then re- 
presentatives on the marketing board I sec no reason why they should 
not The representatives should be men with a thorough knowledge of 
the marketing conditions of their provinces 

Sir T Vijayaraghavacharya What I was contemplating is probably 
really the same thing as yours I was contemplating a marketing officer in 
every proxince and one marketing expert for all India who will be at the 
herd ol these marketing experts, who will be the guide, philosopher and 
fiiend of these people 
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Mr McDougall As a mattei of fact, rather than giving piotection 1 

should piefei you to help the wheat pioducei by means of i eductions’ in 
r<uiWciv lates 


Ml Devadhar Why not all giams? 

Mr MoDougall 'That is a question of national policy I have no objec- 


Sii r l'i]ai/a7ag]iauachaiya We have asked that the whole question of 
ugiicultuial pioducts including agiicultuial machineiy and lates should be 
cxamiucd bv competeut men in. consultation w ith us 

Sn T Vijayaiaghavacharga I am very much mteiested an Mi 
McDougail s ideas ot a maikcting Boaid "What aie youi ideas about this 
•oigamsation 

Mt McDougall I should like a Boaid constituted on the lines of your 
Council 

Sir T Vijaijaiaqhavacliai ga Would you have a smgle man as the head 
of the marketing section*'^ There is such a thing as provincial jealousy of 
Conti al Government in India In connection wuth oui Beseaich Council 
this difhculty was got oiei by allowung the provincial legislatuies to be 
lepiescnted by then mmisteis on it in a majority 9 out of 19 belong 
to the piovinccs, there aie tw'o lepiesentatives of the central legislature 

Mr Ranidas Pantulu I was told the central legislature is not repre- 
sentative of the agiicultunsts of the counti} 

Sir T Viiaijaiaghavachanja As a mattei of pr.ictice the ministers really 
-get their own way on the Governing Bod^, because they act together most 
being representatives of pio'vincial interests 9 ministers from Madias, 
Bombay, Bengal, U P , Punjab Buima, Bihar and Orissa, 0 P , and 
Assam, are on the Governing Bodv, and m addition tbeie aie now’’ the re- 
presentatives of PTydei ibad and Mr sore In reality it is the numsters wdio 
decide oui policy I want to draw' jour attention to item No 2 rn this 
Memorandum" of Association You w'lll find that maiketmg of agnculcuial 
produce is one of oui objects I was trying to i elate the new body ’W'hicli 
jou piopose to this body How w'ould it woik if the Co-oidinating Expert 
w'as one of the experts of the Agricultural Council ’’ The Council has got 
a number of w'holetime expert advisers who really direct several of its 
aetn ities 

Mr McDovgall My first objection against that is that I doubt if you 
lealise the magnitude of the task of this marketing oigamsation The 
amount ot intense leseaich lequiied will be very great Bepiesentatives 
of various tiades will have to be consulted The Maiketmg Board w'lll have 
to tiy and find out a waj through this almost impenetiable forest of tradi- 
tion, custom and difficulties of all kinds I base my maiketmg proposals on 
the enormous importance w'e western people now attach to systematic 
marketing Leaving out China, India has by far the biggest population m 
lire world It requires assistance in this wa-j fiom the point of view of 
progressive economies to a gicatei extent than any other The woik of 
Ihe^Besoaich Council is m itself a Herculean task, and I should diead 
throwing or the llesearch Council the task of organising maketmg The w'oik 
which von are now doing may suffei Here it is not a local question, it 
is a question of the well-being of 300 millions of people The difficulties 
are gi eater tl'an in any other pait of the woild that is speaking without 
an\ disrespect to youi country 


♦ Notpnnted 
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Sii T 1 iicr,aiaqhavttUiaTiia Talco asiictiltmal rcsoaich Wo enter into 
lORP'ncli, cau^ out icscnicli, but tho minute lesearcb becomes a ieco£rnised 
laet it pushes mlo the leaJm ol oiclinu y day-to-day piaclicc and we hand 
it ovci to the piOMiiLO to cany on That is win ive talco up all schemes 
ouh foi the cais in the fust instmce, the idea being {oi cxpcnmcnls to 
be conducted duung this penod of fne jcais 

Mr Drvaclha) T am mentioning this just noiw, because uhen we were 
discussing something about fcdoial in-atitutions. Mi MacDougall’s diffi- 
culty was about such oigani'^ations being bioucht into existenec c q , how 
the Impel lal Council of Agiiculluial llcseaich came into e\istencc and 
came to bo aecciitod Tho mam facloi, thoic. is that the funds came fiom 
tho Contial Covciumenl 

fill T T ijnyaiaqhavaclmya That is one thing The second leason was 
that tho fioMiices ha^o tho outstanding \oicc Wo get rid of ]enlousy by 
putting the piovineos into a position of supciiontj by votes in the Govern- 
ing Bod} 

Mr D(vadha) You gaM' them icprcsentation without taxation 

Sit T Vnaiiaiaqliavachania That is tine 

Ml Pantidu Bcscaich is a ccntial subject 

Su T 1 Doijaiaqliavachaiya Yes, that ma\ liave to be alteied 

Ghauman lu addition to wbat >ou lune said, icseaich into maiketing 
is ahoady one ol the functions of this instituliou and fiom the piactical 
point of MOW, it will bo adding to the difficulties of the iiosition by talcing 
it out of that bod\ and cnliusting it to some oihei bod\ until il is estab- 
lished liuit this bod\ has failed to function in this pniticulai diioction 

Ml, I^IcDovqaU 1 ihmlc it would bo unfaii — peihaps I should not even 
use that woid but I do not wvmt to be misundcistood — to suggest tnat I 
am making these suggestions because T do not tliiiik that the Ecsearch 
Council luno done then woilc I considoi that the Eescaich Council have 
done an tnoimous amount of ^alLU^ble woik foi India in the time they 
have been in e\islcuce 

Str T ^ nayaiaghavachaiiia Thcie is no question of picstigc oi- any- 
thing The question is the best maclmiei} suitable foi the puiposo wuth 
lefoiencc to piaetieal considcialions I piefei ^oui scheme intact except 
that instead of putting this new Diioctoi in, 1 would put in a sepaiate 
ad hoc bud^ undci the go^eln’ng bod'v of the existing Council In prac- 
tice that would gno me full scope to get on with One section of the 
Advisoiv Bostd of this Council w'ould be formed into a sepaiate mnikctmg 
section like oiu Sugai Cumimttce which would deal with mnikelmg ques- 
tions 

Mr MiBonaall You aie tiwing catch me m va very chainnng manner, 
but I tool tint knowing oi belicMiig in the enounous impoitance of market- 
ing, T could not ccminit m\self to putting this Board m the hands of tho 
Eescaich Council It is only tho piinciplo of a really stiong Bond that I 
am out foi I admit that mv limitations w-ith legard to the Icnow ledge of 
youi couiilii aie so great that it is not possible foi me definite!}'’ to mrk© 
up mv mind about it I should veiv much prefer, if you accept the 
principle, to suacost that our Chairman, vonisclf, one or two of the other 
expel ts of the Committee, the Agricultural ex'poit of }Oui Council a repie- 
sentntivo of Hie Ministry of Agricultuie and \onr co-operative expeits here, 
who know' fai moie about the country than I do. should settle the business 
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M) MoDougctU The head must have considerable staff at his com- 
mand 

Sn T Vijayaragho vachauja He will have a Sccielarv That maiheting 
expeit in my scheme will be a leality He would be an expeit agiiculturist 
himself and his committee would be a section of the Council and will con- 
sist of memheis who have knowledge of maiketmg proccduie in India 
That IS to say, thoie aie about half a do7en men on the existing Council 
who aie inteiesled in maiketmg, and they with a few additions would foim 
the adMsoi'v council But the final disposal of aU these matteis will lest 
Mith the Ministei and the Governing Body An advantage of this scheme 
woald be th.it horn the beginning it would not be a new oiganisation but 
would oe said to be a bianch of the existing organisation and provinces 
wo'dd not leel that they have been done out of Ihen poweis 

Ml McDougall My infoimation with regaid to youi country is so 
limited that f cannot commit myself The principle of a Maiketmg Board 
IS what I am out foi That, I must insist is all impoitant If you accept 
the piinciple, then I considei that the details should be woiked out by 
those uho aie fully eonveisant with the actual administrative difficulties 
uhich you ha\e to contend You must take into account the harmful 
effects which would aiise fiom attempting to throw too much w'oik on one 
oiganisation 

Sii T Vt]ayaiaghaiachaiya Aftei all, take the Governing Body They 
have not much w oik to do in that sense All the technical w'oik is done m 
ihe piovmces and by diffeient iieojile This is not peculiai to India, it 
is the English feeling too, they object to expeits 

Ml Bamdas Pantulu All that your Association has to do accoidmg to 
the Memoiandum of Association of the Council is merely to carry on ex- 
peiiments, “expeiiments m the science, methods and piactice ot agricul- 
tuic (including the maiketmg of agiicultuial pioduce) ” The limitation is 
veiy eleai 

Sir T. Vijagaiaghavachaiya Once the Maiketmg Boaid caiiies on ex- 
periments, the actual peifoimance of the day-to-day administration lests 
wath the piovmces The Aiticles of Association only permit you to carry 
on cxpeiimentb, you cannot oiganize maiketmg 

Chaiiiaan Mi McDougall himself said that the establishment of the 
Maiketmg Boaid will require yeais of leseaich You cannot take up any 
naii',.u]ai suoiect without years of leseaich 

Ml McDougall Geneially speaking that may be Eor instance the 
Boaid might not be sitting foi a couple of months when it may discover 
some easy w'ay out of a difficulty 

Gliaiiinan Anyhow theie must be research before you can start 

Sn T Vijayaiaghavacliaiya Once leseaich is done, the actual execution 
must be given to the pioiinces 

Mr Devadhar The funds at present come from the Central Government 
and theie is no buiden on the piovincial Governments Would it not faci- 
litate n'stleis if funds were piovided by the piovincial Governments^ 

Clianinau Eunds will facilitate the wmik onlv at the research stage 

Sii T Viiayaiaghavaclinrya The whole question is one of funds and if 
you leave it to the local Governments von wull get no move on 

Mr Devadliai Theiefore it is an additional giound for the considera- 
tion of the question 

Von IV ^ 
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^I’aM^az lopiesenimg tlie: Legislative Assembly Bo fai as mnikeling is con- 
oeined, I am at a loss to find out the piopei point of view represented m 
the constitution 

Chaiimaii I find that theie aie lepiosentatives of the Associated 
Chambeis of Commeice and of the Fedeiation of Indian Chambers of 
Oommeice and Industry 

Sn T Vijayaraghavachaiya In ordei to lepiesent new sides of activity 
which may spiing up we have a general provision by which we may add 
to our Council as we want 

Mr Khaitan Is it your suggestion that when you constitute a Market- 
ing Committee, if you constitute it under the Imperial Council of Agri- 
cultural Eeseaich, it would be a separate Committee formed with some 
additional persons? 

Sir T Vijayaiaqhavacliarya Yes but I propose that the Governing 
Body should be the same 

Mr Rmndas Pantiilu Other experts can sit on the Committees 

Ml McDcvgall You would be prepared to have your Governing Body 
as it stands ]ust now with a separate Committee for Eesearch and a 
sepal ate Committee for Marketing 

Sir T Vijayaraghavacliarya Yes 

Mr McDovgall Again I am not prepared to commit myself, but your 
scheme is attractive 

Sv T ViuiydiaghavaUiaiya As a matter of fact it is the feasibihtv of the 
scheme that appealed to me and suggested to me this idea Ever since I 
had the good foitune of meeting you thiee weeks ago and discussing this 
matter, I have been thinking of this question and my fiist idea "was to 
send two members from our Council to serve on ^our Marketing Board 
and two or three membeis from the new Marketing Boaid to serve on our 
Council, but after thinking the matter over, T considered that this proposal 
would get rid of all the difficulties, at the same time socuie the points you 
have in mind 

Mr McDivgall All that I can say is that if you are prepared to have 
-on vour Governing Body representatives of the various provinces together 
with sepamte Committees as icquiied, one for Agiicullural Eeseaich and 
one for Marketing your proposal becomes much more attractuo m my 
mind 

Sir T Vnayaragliavachaiya It will be necessary for us to have a 
separate Committee for Yeteimaiy Eeseaich also Our constitution is 
:o framed that w^e can get any number of committees for different sub- 
jects 

Chairman Y'ou said that the Marketing Officers in the provinces should 

be under a Central Officer You mean that in regard to administrative 

control? ^ 

( 

Sir T Vnnyaraqliavachnrya The easier ,wav of dealing with matters is 
not to call this man snnenor to tho'^e nennle luVlcr the Ministers olherwise 
w'c shall excite nrovincnl icalnns-s The Cepfral Officei wnii'd never inspect 
the nrovinces he would simnlv visd the piovinccs and advi'^e them In 
practice we find on the Eespnrch side th'^t our Advisers make a similar 
call It I'i a much more effective way of doing things 
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ChairmcDi I would leave the question at that What is the position in 
Geimany'^ Have they got a Central Maiketing Boaid like the one sug- 
gested by Ml McDougalP 

Di Fricdcuch There is a special depaitment for maiketing under the 
Ministiy of Agiicultuie 

Chairman And how is it composed of? Have you Government staft? 

Di Fiicclcuch The Ministry foi Agiicultuie summons meetings of le- 
presentatives of Cliambeis of Agiicultuie, lepresentatives of co-opeiative 
oiganisations and lepiesentatives of wholesale trade and commeice In 
these meetings all impoitant questions with legaid to maiketing pioduce 
aie discussed and a final decision lests with Government The majoiity 
of the lleichstag has to decide %vhcthei any legislation biought forward is 
to be accepted oi not 

Sn T Vijayaiagliavachanja I want to find out from Mi McDougall 
whether there is any coiiespondmg organisation in England 

Ml McDougall Yes, very much the same as Di Friedeiich has said 
In the United States you have a great Marketing Bureau under the Federal 
Government It is an enoimous concern 

Chau man After having started an organisation as an annexe to the 
Imperial Council of Agricultural Research, it may be found that progress 
requires the establishment of a separate body 

Sir T Vijayai aghavacharya I should leave that to time The point is, 
the more simple an organisation set up is m the beginning, the more easy 
it is to work It is possible that its activities may increase, that is natural 
historical process 

Ml McDougall I should like it to be so constituted at the commence- 
ment that e\eiy possible opportunity is given it for developing from the 
veiy start on sound lines 

Su T. Vtjaijaiaghavachanja Under my proposal it would get an abso- 
lutely fiee hand I am trying to remove the fundamental psychological 
and political difficulties 

Ml McDougall Sometimes it is better at tho very commencement to 
recognise the difficulties and face them The line of least resistance is 
often the most dangcrcuS 

Sir T Vijiujaiaghavachaiya In your answer you raise difficulties for 
the purpose of theoretical perfection 

Ml Khaitan Why do you call it ‘theoretical perfection?’ The func- 
tion of maiketing is veiy much diffeient from the function of Agricultural 
Research which your Council is carrying on at present 

Sii T Vijagaraghavachar ja I do not know We have ordered exten- 
sive researches and enquiries into the economics of pioduction 

Mr Khaitan I find from the Rules and Regulations of your Council 
that the members, among others, include a Merabei of the Council of State 
and '"two Members of the Legislative Assembly, and Ihe first members of 
the Goveining Body are my colleaeues Mr Ramdas Pantulu, representing 
th" Council ol State and Mr Mukhtai Singh and Mian Muhammad Shah 

3 M 2 
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< 3 u-opera{.ive societies lend not only for such pui poses, but also foi, say, 
in.miages It ^^ould be difficult to bung it under agricultme We are 
be}ond oui constitution 

Mr Ram das Pantuhi The Feitihsation Committee weie thinking of 
co-opeiative banks for financing industiial societies 

S/i T Vijayaiaqliavacharya If you aie authoiised to do a paiticular 
act, \ou aie authorised to do all the acts which are necessaiy to enable' 
3011 to cairy out that paiticular act We have taken up certain industries, 
becarwe ve want to help the agiicultuiist and find him a market for 
his commodity in the finished product 

Ml. Rmndat, Panfulu Cm we set up another sub-committee for your 
research and experiments with regard to these industries? 

Sn T T iw qai aghavaclmi ya The only question is this I do feel that m 
the objects you have laid down for a Central Co-operative Council you are 
so veiy much licnching on the provincial field that when piovincial I^Iinisteis 
are brought in to discuss the proposals they would probably veiy strongly 
object to these things For example, do you think that your Ministry at 
Madias iie likely to consent to these things? 

Ml McDonqall I have eliminated control m all cases except a control 
of the educational centre 

Sii T Vnayaiaghavacliaiya I do feel that we can go into the field 
of co-opeiation generally If, tor example, by setting up co-operative 
societies in connection with sugar we can increase our production or the 
efficiency of production, certainly we can set them up under our own 
pow ei s 

Ml ncD^ugall I have not mentioned co-operative credit 

Sir T ViiayaiaQhaviuhaiya I think that m respect of many of these 
matters — I am reading them for the fiist time — it strikes me that you 
will probably run counter to Ihe provincial si s^tptiDilities 

Chav man Mr McDougall has practically agreed to that In fact 
there is only one point of disagreement between Mr Eamdas Pantulu 
and himself and apart from that Mr McDougall has agiecd that these 
aie matters for the Co-operative societies to decide between themselves 

Ml Devadhar What has the State to do with regard to popularising 
restrictions against adulteration? Is it merely legislation with wh ch it 
concerns itself or methods of propaganda through press and so on? 

Mr McDougall Certainly, the Ministiy of Agriculture m England 
have become expert piopaaandists by' using the press I have heard it 
Saul that the press is giving propaganda to the Ministry of Agriculture 
tc the extent that w'ould cost ir\\ oidinarv firm a quarter million pounds 
a ycai 

Ml Devadhar If you have perused the columns of our papers xou 
wall have noticed that even if thev be business advertisements they are 
di<=plixed m the terms of sw'araj In other w'ords what I mean to imnly 
is that there is a very huge section of reading public in this countiy 
who are nationalistic m outlook wdio would not care to peruse matters 
which arc not of general interest to them 

Mr McDougall My conception of the ordinary press representative 
in this countiy is that he is patriotic in outlook He is out for the 



965 


Chairman You also wanted to discuss Mr McDougall’s proposal about 
an all-India Co-opeiative Councir'^ 

Sir T Vijayaraghavachaiya It is not a portion of my piogiammc, but 
1 am inteiested in the subject as eveiy agrieultmist is inteiestcd m co- 
opeiative societies 1 should like to hear what Mi Rinidas Pantulu has 
to say as to how ho wall get over the provincial difficulties 

Ml. Rairidas Pantulu 1 alieady indicated the othei day that if we weie 
going to hav“ any Oential Council it should be puiely advisory, it in no 
w-ay having contiol I think tiiat attei a good deal of discussion Mi 
McJJougali is now prepaied to make a statement that aftei'all he is not 
quite sure whethex the agiiculturist’s interest is better secuied by a Ccntial 
organisation and the Cential Legislature than by provincial oiganisations 
and piovincial Legislatuies wheie people are more inteiested m him, and 
if he makes that concession, I have nothing more to say At present wo 
have two non-cfficial oiganisations, one loi Piovincial Banks and anotlna 
foi piovincial Institutes Every province in India has got a Provincial 
Bank except Ihe Lnited Piovinces All of them put togethei has an Apex 
organisation called the Ah-India Pioimcial Banks’ Association which deals 
walh credit and finance, gets financial returns rrom each of the Provincial 
Banks and ccchises its banks to send their surpluses to other banks and so 
on There is an Institute called the All India Co-opeiative Institutes 
Association on the education propaganda side, the head office of which is 
in Bombay and Sir Lallubhai Samaldas is the President These aie puiely 
non-official organisations I do not say they aie lunctioning very efficiently, 
but thev lie doing some kind of propaganda work Mi MeDougall’s point 
IS that there ought to be a much more efficient body whose functions he 
has mentioned in his memoiandum I was trying to nsceitam fiom you 
wdiothei co-operation also can come wathm youi all-comprshensive Ee* 
seaich Council 

Sir T Vi]ayaraghavacliarija I have examined that question with refer-' 
ence to a remark w'hich some gentleman addiessed to me Let us pioceed 
step by step Take the marketing of agiicultuial produce In the new 
maikcting activities, have we not for instance to provide for agricultural 
credits 9 

Mu Ramdas Pantulu Look at page 4 of Mr McDougall s paper on 
“Land and the Cultivator” wffiere he refers to the objects of a Central Co- 
operative Council I think he has agreed to let some part of object (&) 

“to organise and control an educational centre for the training of an 
efficient staff in the principles of co-opeiation including bank- 
ing, accounting, agriculture, rural economics and social wel- 
fare” 

be taken up by provincial institutes 

M? McDougall If funds are available, by all means let provinces 
undertake a very considerable amount of work with regard to education 

Mr Ear, Idas Pantulu (a), (d) and (c) are very general, they wall 
eeitamlv comprehend your lesearch and other schemes, live stock is there 

Sir T V t]agaiaghavachaiya So far as anv provision for agiicultuial 
credit IS concerned, with a view to mcrease either pi eduction or efficiency 
of distribution, it will probably come m, but I imagine that many of your 
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Mr McDoitrjall If youi Maiketiug Eefee.ircli Council after consulta- 
tion with the tiade and with the co-opeiative authoiities decide, that 
the cieation of pubhc godowns oi ■naiehouses would be to the mteiest 
of the pubhc, then as an agriculturist, I will suppoit whatever Govern- 
ment legislation might be removed 

3Ir McDougall I do not put much stiess on the opposition of the 
tiadei In Oxfordshire the dealeis actually signed an agreement amongst 
themselves liinding themselves undei penaltj’ to a maihet When a fiiend 
of mine came to me and said vou are up against a stiff proposition 
I laughed at him and said it would onlv kill the market if the organisation 
is wrong 

Ml Devadhar Because you had a class of people to deal with who 
could understand There is the question of self-interest, but in addition 
to self-interest there is the other factor also, the illderacy of the people 
"When they see things done before their eyes then they will be quicker 
to follow But until then I certamlj think this part of the w'oik wuU be 
very necessary 

Ml McDougall Oh fes I entirely agree 

Chairman If w^e are to admit that this is one of the causes of the 
decline in the position of the indigenous banker we must admit that 
marketing conditions have deteriorated in recent years I wull ask my 
banker colleagues here whether they think there is anything in this 
proposition based on their owm experience The argument is this, when 
“goods become sticky and difficult to clear” bills become dangerous, there- 
fore consideiation should be given to this part of the problem In our 
opinion the decline of the indigenous banker and of the inteinal finance 
oiganisation of the country, is partly due to antiquated marketing Now, 
wo have been told that the circulation of the hundi” has declined m 
recent years 

Ml Lainond In my opinion the bill was not a trade bill but mere- 
finance paper 

Chairman And that has dechned? 

Mr Lamond Yes 

Mr Bucldeij That is so 

Chairman kir Boy what is your view ^ 

Mr Boy I believe it is good from the moffussil 

Mr Ehaiian The position so far as I know, the conditions may be 
different on the Bombay side but as far as this side is concerned, in 
the U P , Bihar, Calcutta, finance bills do exist and did 

Mr Lamond I am not saying that they have gone out They still 
exist 

Mr Khaitan Those would be local bills Those would not be bills 
drawn from one place on another place In regard to marketing the 
billo that have come w'^ould be those drawn from one place upon another, 
which we call bills of exchange As regards the finance bills so far as 
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■aclvaiicsirieiit of liis countiy find, if tlip piess ate made to icalise flip 
enoimous advantages that will acciue to the countiy ultimately bv 
■creating public opinion in favour of agiicultuial development it Will gnc 
assistance and do an enoimous amount ot good ° 

Mr Dcvaclhar I mention tins because there are two difficulties at 
present The first is the illiteiacy of the people and the second is, that 
constituted as we aie at piesent, ceitain classes of newspapeis will not 
make room available foi such propaganda, because they know thcii 
leaders are only mteiested in politics 

Jvfi MoDougaU Tnit was exactly the opinion held by ra}self about 
20 yeais ago and Ip the gieat majouly oi agiicultuiists, foitunately loi 
the counti-^ it was pos'-ibie iot the JiJimstp of Agiicultuie to influence 
the piess m ‘-uch i wav as to make them lealise the situation and 
then dn^ towunds the ]iublic T believe that you can do the same ihing 
in tins country I have heard lhat theie weie very few villageis who 
do not have lead to them at least one newspaper I started an enquiry 
on that line and when I asked how many people m India would have 
knowui of the Indian Hound Table Conference a Civil Seivant told me 
that probably only 10 per cent of the population would have known 
about it In the villages T w'ent I found it was more 

Mr Dovadhai I simply wanted to get at your idea wdicthcr by 
creating public opinion tlnough the medium of the press something 
useful could not be attained ^ 

M? McDougall I entirely agree 

Mr Dcvadliai You say that “during the last decade grading in 
western countries has become almost universal for all products Canada 
was the hist countiy to standauli'io ciades” 1 'suppose by “ad pioducfs” 
you mean the prominent pioducis^ 

Mr McVovgall Yes I wanted to draw your attention to the neces- 
sity of creating such a situation in your countiy as well I tried to 
emphasise the picture in your interest 

Ml Devndhar Later on you say “In our opinion, the decline of the 
indigenous banker and of the internal financial oiganisation of the 
countiy IS partly due to antiquated methods of maikeling” How will 
you connect the decline of the indigenous banker, in Punjab fox instance, 
with the business of the well legulated maiketmg in that piovince*? 

Ml MtBoxigall I discussed this matter wntli my banking colleagues 
Thev accepted the argument I myself am not a banker May I ask 
whan IS the proportion of neople who are dependent upon the co-opeiativo 
movement toi iihen credit"^ 

Ml Bamdas Pantulu Only 11 per cent of the population are touched 
by the co-operative movoment 

Ml McDoiigaU 89 per cent is a very big margin that is left out 

Mr Devadhai You cannot cay that it is entirely due or largely due 
to lack of organised marketing*^ 

Mr McDougall I only say it is “paitly” due to that 

Mr Devadhai One of the ideas w'hich von have throwm out is to 

binld up maiketmg Would you have some kind of legislation for that ^ 



970 


^fr Lam 071 d Do not forget the point that all the goods in central 
India Ale shipped after tsale 

ChairTJtaii I am surprised that this tv as ngieed to by vour other 
colleagues because m discussion with us they full}* realised the position 
in India The goods are sent down aftei sale and the opeiation is com- 
j’letfcd Fall of prices does not mattei The goods have been bought by 

somebodv at some place it mav be one of these big finns or it may be 

somebody outside the countiy That having been done there is no 
difhcultv about obtaining monev’^ in the bills of exchange That is In 
regard to the second class of transaction The first class of tiansactions 
would be coveied by finance bills In regaid to finance bills again it 
seems to me inconceivable that there will be that effect But I am 
not a practical bankei 

il/r McDovgolJ J am not a piactical bankci eithei Mi Chanman, 
and I am vciy much at a disadvantage in tiving to aigue out a ease on 

behalf of this statement I am afraid it would require the support of 

my bankei fiiends wlio accepted this and who discussed it with me 

Mr Laviond I discussed this question vrith Lala Haikishen Lai and 
we both cams to the conclusioii that it was the method of ]Cint stock 
banking m the Punjab You nave fhe Punjab National Bank the Peoples 
Bank of Northern India 

Chairmari That we have in the evidence before us, tlieiofoie wlien 
I found it here I was taken aback Obvioush it will not be fan to 
pursue the matter with kli McDougall W’e must leave it at that 

Ch VuJxhtar Singh On page 1 of the Mailieting papei as well as m 
the otlioi paper vou seem to be giving us fhe ad'ice that the improve- 
ment of agiicufture should be attended to and that we should produce more 
Theie a-e tvvm methods bv which this can be achieved Eithei it must be 
a natio’^al polic} of this countiy, th^t is the ccunlij stands in need of 
these ai tides which we pioduee and tbcicfoie the cultivatoi should be 
asked to produce moie of those ai tides In that case the counti} will have 
to prov do the cultivatoi with subsidies oi with the losses he may incur 
in produeng more Do vou agiec’’ 

Mr McDougall At such a time as this 

CJt Mulhtar Sinqh I am speaking of uoimal times 

Mr ithDoaqall Well with regard to ordinary t'mes if the cultivator 
is facing to secure nnv thing bkc a leasomble income out of his holdmg 
wheie he has a verv small bit of land to cultivate 

Ch Mnhhiar Stnqh 1'hat is not my point It is this If the cul- 
tiv doi finds tl at it is e pivmg job to piodiice moie he will do it But 
in that c’se the nation has no light to demand that he shall produce 
more if he cannot produce it at a p’ofit 

Ml MiDovgMl But the nation will not compel the cultwatoi to 
produce moie 

Ch Miilhta-^ Shiqh Take the case of pioduction of sugar m England 
It was found that it would not pay to produce sugai but neveitheless 
the rat'on v anted sugai produced theicfoxe they had to provide a subsidy 

Ml McDougall In such a case as sugai wLere the nation can con- 
sume more than it is producing . . 
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these portions aie conceined, although to a certain extent the^ exist m 
big centres like Ca^^npoxe, Amiitsai and those places, the bills I belie\e 
Ml McDougall is talking of aie not those local finance bills They still 
exist but not so much as foimeily 

xlfj Laniond I viould not even like to say they had been lediiecd 
I don’t think the volume of bills has come down 

Ml Khaitan The volume of bills cannot be reduced because the 
quantity of goods remains the same Fuithermoie if ve take banks and 
indigenous bankers both rnto account the volume of brlis has increased 
because of the transportation facilitie*' having been increased and more 
goods move now from one place to another than used to hairpen 25 to 30 
rears ago 

Ml La^nond The currency of these bills is veiy shoit It is about 
15 davs 

Ml Khaitan That is one diffeience nhich has come ui Formeily 
the piactice was to diaw 60 days sight bilk and at that time bills Mere 
freely discounted m rhe niaikct Nom'^ they ue only 15 days or 80 da\s 
at the most, just to covei the period of transit That is changed because 
the discounting facilities that foimcrlv used to exist are now reduced 
and that again is because of the fact that many of the deposits luwe 
gone into the banks oi the Post Oftice cash cerlifiates oi tieasuiy bills 
in ansMeimg my questions, Ah McDougall, please do not think I am 
not m sympathv with suggestions made to oigamse better marketing 
facdities I am quite m svinpathy with any pioposil that is made to 
improve the marketing facilities but when you talk particularly about 
the bill maiket jou sav at the bottom of page 3 “when goods become 
stickr and difheult to clear bills become dangerous’’ Xow' if ue assume 
the premise then the conclusion would of course follow Before the 
\eai 1930 did you get anv information that goods became sticky and 
difheult to clear*'' 

Ml McDougall Geneially speaking I should think that it has become 
mcieasingly ditfierdt, taking the Punjab itself, for the tiadeis to cany 
on as the world maiket was giadually becoming congested, say fiom 
1926-27 onwaids Mv whole point is this, that at a time like this a 
disorganised market has a veiy much greater effect when the world’s 
maiket is congested wdb stuff and the peopk who suSer most are those 
with the woise organisation 

Mr Khaitan Bcfoic the vear P)30 is it voiii mfoimation that there 
was any dififculty m regaid to the clearance of wheat or cotten’ 

Mr McDougall Not the ^ame difficulty as .it picsont, but theie has 
been a giadual deehne in prices for the last tw'C oi three years 

Chanvmn Here comes in Air Lamond’s point The bills are cither 
finance bills, that is bills you use liefoic the goccls rveie moved or they 
are bills of exchange, that is used m connection with movement of 
goods Now' the stickuress can only apply with legaid to the fiist chss, 
because once goods have been con&ignecl, and once people know lhat 
these goods can be exported out of the eourrtry sure!) theie cannot 
anv lorrger be stickmess 

Ml McDougall These goods have to be exported ungraded against 
grided goods from ntliei par to of the world 
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il'^r McDougall If you had protection in this countiy your internal 
prjop would undoubtedly be highei 

Gh Makhtcn Singh And it would not be conti oiled by the export 
market ? 

Ml McDougall But if you weio actually exporting that commodity 
I question whether your internal jirice Mould be anv higher 

Ch Muhhtm Singh Take the case of Australia It is an exporting 
countiy but at the same time it protects the import of those articles 
which it exports, so the lesalt is whenever any merchant wants to cal- 
culate he has to take into account the custom duties on those articles 
Therefore the diSeience is much higher 

Ml McDougall To my thinking protection ot agriculture in Australia 
by tariff on impoits of wheats or imports of wool is simply silly 

Ml Mul hiai Singh It may be silly But m\ point is this, suppose the 
import duty' were there, Austiaha -would have been m the same position 
as India is, that is the puce m the internal market would have been de- 
pendent on the export market 

Ml McDougall The export price in Australia is dependent on the 
w'orld market so far as wheat and w'ool aie concerned In commodities 
in w'liich Austrialia is not producing a sufiicient quantity to supply her 
own requirements then that is a very different matter 

Ch Muhhtai Singh Take the case of wheat There is a customs 
duty of 2 shillings per cent Suppose w'e put on a duty of Be 1 a maund 
Then the result would be that the Australian wdieat w'ould not come into 
this countiy unless the internal rate would go dow'n which would give 
them 1 lie jihis freight charges 

Ml McDougall You use the analogv of Australia Do you suggest 
that in the event of Australia takmg ofi that taiift that any wheat would 
go to Australia^ 

Ch Muhhtar Singh That is not my point There may be no 
country which may be able to export wheat to Austiaha but the very 
fact that it is 2 shillings per cent wull make the internal market higher 
by 2 shillings In the same way in India we could keep our market 
rates on w'heat 1 rupee higher 

Ml McDougall I am not on export protectionist All I can say is, 
if you have a surplus of w'heat, I very much doubt if any benefit would 
result from protection ^ 

Ch Muhhiar Singh My point is this whether the price would 
depend upon the world pi ice even after India has put an import duty 
on wdreat, or would the rnternal price be higher by the duty levied 

Mr McDougall I very much doubt it I have already explained 
myself I cannot add an} thing further 

Chairman I understand (to Mr McDougall) you are referring here 
to the puce of the crops whrch are exported 

Mr McDougall Yes 

Ch Muhhtar Singh You say on the first page that there should not 
be any more production unless we organise -the export market Till 
the time we have organised the export market the increased production 
should not materialise 

Mr McDougall It will take a long time 
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Cli Mvlchtar Singh I do not say England was wrong m following 
■lhat advice, oi that we shall be wrong in following that advice with 
! ’jaid to coitam other commodities If vou will agree that your advice to 
iho cnltivatoi is to piodiice more with the idea of a naiional policy 
then it does not matter whether he does it at a loss to himself or chethor 
'i IS profitable to him If there is a loss the nation will provide for it 

Ml McDovgall It is all a question of profit If the cultivator can 
produce 15 maunds of a certain commodity per acio and bv a moperlv 
oiganised marhet can dispose of whatever surplus the countrv docs not 
need abroad, then that cultivator would be distinctly better off Vn.lei 
normal conditions I advise increase of production because bv all knovu 
law -3 of agiicultuial science it is going to pay the cultivator to piodui.e 
more than to produce a very small quantity in normal times 

Oil Mvhhtar Singh Then you advise it because you consider it to 
be more profitable There is another point Would you agree to the 
principle that the smaller the holding the less wall be the ictuin on the 
capital ^ 

Mr McDougall I am afraid that w'-ould require <a very long argu- 
ment Eot necessarily That is not even the case in the United States 

Ch Mtilliim Sinuh I have pist taken this fiom the Businessmen’s 
I'ommission Ameiica It is on this pimciple 

Mr McDougall I do not agree with that Our agricultuial economist 
wa-> out in the United States this autumn for two oi thiee months I 
had not the oppoitunity of meeting him foi any lengthy peiiod but wc 
discussed the development of agiicultuie in Ameiica and he indicated 
thrt according to the leseaich which he made into the statistics availab'o 
in the Bureaus of the Eedeial Government in Ameiica the middle 
rwed faim tbeie was the most cconcmical holding and gave the best 
return on the capital invested It all depends on bow these holdings 
are conducted, and what lire actual conditions are There- is not the 
slightest doubt that it is the intensely cultivated holdings — I think I 
have used the illustration of the Channel Islands m England that produce 
a , remarkably high percentage of profit per acre, infinitely more per 
acre than the profit out of a 10,000 acre gram farm 

Ch Mulhtai Singh I quite agree If it is a small bolding and it is 
intensely cultivated then it is likely to produce more 

Mr McDougall Not only likely to produce more but the actual 
income per acre is more 

Ch Mulhiar Singh Well T don’t agree You say in a countiv like 
India it IS the export market v/bich makes the price, not the price at 
home Docs that mean that because India is a country where anybo'’tv 
can send bis articles therefore it is regulated by the export market^ 
Suppose there is rice selling here at Jls 3 a maund and at anodiei place 
it IS selling at Bs 2/8 and the difference m freight is 4 annas, naturally 
the merchant mav not import that article Still he calculates it and 
■there is always the danger that the produce wall sell cheaper and theie- 
fore the rate is low Do vou agreed In submitting tins statement I 
take it that our rate m India for agricultural commodities depends upon, 
the export market because it is a free trade country as far as agricul- 
tural produce is concerned^ 
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Ch Mulclitai Singh We aie ilioso unfortunate people who have 
never in our lives got any subsidies oi protection On page 5 you say, 
‘The establishment of coopeiative maiheting will in such a country as 
India be slow ’ What is the foice of the avords ‘m such a country as 
India ’ What aie the main disadvantages? 

Mr McDougall The special difficulties aie these I had to describe 
some jesterday You aie a gieat consuming countiy You have a 
great many small shop-heepers with whom you aie suiiounded, and youi 
sale societies haae got to ontci into active competition with them, and 
unless vou have carefully planned and well-managed organisations they 
will iind it very difficult to do so 

Ch MuUilar Singh Tlicie will be moie competition in this country 
as elsewhere 

Mr McDougall I had to point out yesterday that those countries that 
are predominanth exporters of iiioduce — you are not predominant ex- 
porters of produce, \ou aic predominant consumers ot produce — have 
an enormous advantage in establishing co-operative agencies This give 
them the foundation to work on, and co-operation through other agencies 
becomes comparativolv simple I pointed out that even in Holland they 
have a veiy successful co-operative export agency working, the internal 
trade of the country, as m Germany, is very largely m the hands of 
ordinary distributors 

Ch Muhhtar Singh In the case of an export commodity or an ex- 
porting countiy it becomes rather easier because the inteicsts of pro- 
ducers ore the same, while In the case of internal consumption they are 
not so much the same 

It IS only ni\ experience in my own country for the last thirty years 
that has compelled me to write such a paper as this which indicates 
caution, but nevertheless keeps to the goal in view', however slow you 
may be in arriving at it ’ 

Ch Muhhiai Singh As regards fruits do you consider that there 
yvould be no possibihtv of developing a market unless w'e make a special 
eftort to introduce canning, preseiving and storing the fruits unless 
these are taken together, it will bo difficult 

Ml M'Doiigall I think that on the whole it is so and that you would 
do w'ell to tiy and develop canning, as w'ell ns regularity of supplies 
In England w'o neglected canning, but very considerable strides have 
been made m the last year or two in establishing factories for taking 
up the surplus On that point I was veiv fortunate m meeting a gentle- 
man the other day He know'S a great deal about fruit growing m 
places like Quetta He told me that a distinct development has taken 
place within the last year or two He said he was m touch w'lth a 
canning factoiy who realised the possibihtv of that distinct for deveffip- 
ment and were anxious to establish a canning factoiy there They 
hesitated to do it because thev ccmld not be assuied of a regular supply 
You are not making much in the way of preserves ]ust now 

Ch Muhhtar Smgh We not only make, but we export pi'cserved, 
pickles, etc 

Mr McDougall Preseiwed pears? 

Ch Muhhtar Singh Preserved mangoes 
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Ch Mukhtar Singh On page 2 theie is s small erroi You say wheat 
and bailey aie pioduced as a mixed ciop This is not collect Wheat is 
poun with giam, bailey with peas I may ]ust tell you that a mixed 
irop would be very advantageous fiom the agiicultuial pomt of view, 
aecaiise if one ciop fails the othci will succeed 

Mr McDouqaU I can see that We have some mixed eiops in 
England 

Gh Mukhtar Singh Theie is a maiket in the countiy for mixed 
Cl ops and theiefoie tlie^ aie not sepaiated A mixed crop will not really 
be a veiy gieat disadvantage oi in any way a diawback in oui way of 
expoiting the pioduce outside the countiy 

Mr Lamonil There is .lO pei cent bailei in wheat 

Ch Mukhtai Singh That is not due to the fact that bailey and 
wheat are giown togethei that is due to the fact they are thieshed 
together 

Idi Laniond Sometimes it is possible that the tradei mixes bailey 
with wheat to get a better piice 

Ch Mnkhtai Singh On page 2 you say than we aie importmg wheat 
from Austiaha though theie is sufficient wheat at Lvallpui I have 
told you alieadv that it is because of the lailway height As fai as the 
la'/v man’s lemecly is conceined I may tell you that Fiance has a duty 
of 2cl to 31d 

Mr McDougall Fiance does not grow enough wheat for her lequiie- 
ments Neither Geimany 

Ch Mukhtai Singh TJ S A is an expoitmg countiy, she has a duty 
of 3d to B\d 

Mr McDougall I do not think it is a safe analogy You would get 
veiy few people to admit that the duty on wheat is lesponsible for 
raising the price theie 

Ch Mukhtai Singh They might have made a mistake W^'hat about 
Austialn 

Mr McDougall I have aheady told you about Austiaha I am only 
trying to be practical 

Ch Mukhtar Singh In England -^ou have a duty of 2s S Afiica 
has a duty There aie a number of other countries which have a duty 
on wheat 

Mr McDougall In the case of the TJ S A and Austiaha I w^ould 
call them papei duties It wwild be mteiesting to know how much 
revenue Austiaha has secured fiom wheat 

Ch Mukhtar Singh It may not have seemed any To my mind in 
that w^ay they do not allow' the internal late to be affected by the 
export late 

Ml McDougall You may be lustified in thinking so But as a 
farmer I have no hesitation in advising you not to build up your case 
on protection of commodities which vou have a surplus of I w'Oiild 
strongly advise vou to concentiate all your energies on those things that 
VOU are not pioduemg enough of 


976 


G The development of State oi voluntaij' organisation to provide 
the necessary central and local machinery for carrying out 
the various measures of agricultural policy 

Mr McDoiiqall I agree with them entirely 

Cli MulJitar Smgh On page 1 you say that the soil of India is poor 
Wiieiefiom did you get that information^ 

Mr McDougall I have seen the statement in books 

Ch Mulchtai Singh It is sard that India’s soil is very rich but it is 
the cultivator that has spoiled it Of comse that you have said also 
As far as the soil is concerned nature has endowed us with a very good soil 

Ml McDougall I am quite sure in western literature it is not an 
uncommon impression that India has a natuially poor soil It is not my 
impression 

Ch Muhhtai Singh It is perhaps so in places where the depth of 
soil IS very low, I do not want to deal with it, it is not important You 
say there are other factors, deplorable waste of manure by its use as fuel 
I may point out that the Agricultural Commission enquired into this matter, 
and they came to the conclusion that unless you provide the cultivator 
with another fuel it is impossible to avoid this w^aste So it is not the 
Ignorance of the cultivatoi or his wastefulness, it is the absence of fuel, 
that is responsible for this You must have learnt that even wrtlrin 
60 miles of a forest you cannot bring fuel to the cultivator at a reasonable 
cost 

Mr McDougall Before the Railways were developed in England 
there was some part of England where they used cowdung for fuel this 
IS 150 years ago When I was m the Puniab I w'^as show'n an advertise- 
ment of the Railway Board for 50 tons of cowdung 

Ch Muhlitar Singh It was perhaps for tempering steel Obviously 
it IS not for Government further to impoverish the country of its manure 

M‘ Dcvadhai In some of the towns there is a regular trade 

Ch MuJJitar Singh It has been brought out m the report of the Royal 
Agiicuituial Commission that if the consumption of cow’dung is confined 
only to domestic consumption where there is no fuel, there will be enough 
faimyaid maiiuie As a matter of fact they lare not wasting it, though . 
with economy and greater care more farmyard manure can be secured 

Ml McDo-iqnV In one place in U P theie has been education of 
the villageis and mom manuie ’s used on land 

Ch Muhhtar Sinqh I feel there has been no investigation from 
another point of view What is really the heat value of cowdung? Has 
it been calculated’ 

Mr Ramdns Pantulu Its calorific value has been estimated? 

Ch Mulhiai Singh In comparison with its manurial value what is its 
calorific value? 

Ch MulJdai Sinqh I shall be obliged if you will tell me what percent- 
age of nitrogen manuie contains, as far as I know it has not been in- 
\estigated 

Air Devailhnr I remember the Buector of Agiicultme in the Punjab 
making a otaternent that it was considered cheaper to use fuel 
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Mr McDouqall You have a monopoly of these I think you have- 
large possibilities foi the sale of fresh mangoes 

Ch Mukhtai Smgh That cannot be developed without sfcoiage facilities 
We aie the only piodueeis of mango in the whole woild, but the world 
does not get them It is only a question of cheap and quick tianspoit an 
the case of vegetables and fruits 

Mi McDoiigaU Absolutely I will gne j'ou an example fiom my own 
couutiy what has happened m Scotland in the development of canned 
liuit industiy 

Mi Raindas Pantulv On page 5 you speak of a marketing society in 
Madias It is a consuming stoie We find it cheapei to buy from the 
wholesalei 

Ml Kliciitan It is a vei-y good eeitificate to the middleman 

Ch MuUitai Sinqli 1 am very thankful that you have given a good 
lemaik foi the Indian artisan when you say the Indian workers are the 
most skilful in the woild Would you agree with me, being illiteiate 
and financially bad oft he does not get much out of his skill, and his 
difBcultj^ cannot be icmoved unless there be some method by which 
he can be piovided with new, bettei and simple tools and also sufficient 
financial aid 

Mr McDougall That is so 

Ch MuLhtai Singh I do not want to discuss the mattei with you 
because we shall have another papei on that point from Di Piiedciich 

Dr Fiiodench Yes 

Ml Ramdas Pantulu On page 5 you say it is a small society, it has 
6,000 members 

Mr McDougall I shall be very glad to change it 

Ch Muhhtar Smgh You have pointed out the difteient factors that 
go to develop the economic position of the cultivator But would you 
say whethei you could agree with what I will read just now from p 37 
of the Final llepoit of the Agiicultuaal Tiibunal of Investigation 

A The system of land tenuie, mcludmg the piovision of small 
holdings 

B The fiscal oiganisation of the country and m particular the 
assistance to agricultuie 

C The svstem of general education and the special provision for 
agricultural education and research 

D 'The economic organisation of the industry and in particular the 
development among farmers of co-operative methods of pur- 
chase and sale, co-operative credit and insurance 

E The institution of schemes for the improvement of livestock 
and crops, the standardisation of produce and the control of 
weeds and vermin , , 

E The organisation of transport, the provision of power and wire- 
less, the assistance of subsidiary rural industries and the 
development of afforestation 



That piactically shows that oui holdings aie too small and therefore it is 
impossible foi us to suppoit the cultivatoi on the aica that he possesses 

Ml McDovgall I leally cannot make myself responsible for advocat- 
ing that drastic reduction m your population which you suggest 

Ch MuUnar Singh I do not sav that I simplv saj' that to me it is 
a suipiise that the Indian cultivatoi lives 

M? McDongall It does not smpiise me, because it is not so verj- 
long ago since, accoiding to history, paits of Scotland weie lelatively as 
heavilj- populated as paits of your countiy 

Ch Muhhtar Singh At that time theie was no industiialism m the 
woild The cultnator could produce Ins own requiiements and live as 
a self-sufficing unit Would j^ou advise us to go to that civilization? 

Mr. McDovgall . I would stick to that simple life 
Ml Dcvudliar Is this advice of yours a counsel of desperation? 

Ml McDougall No 

Mr Devanhar This is the conclusion you have come to after seeing 
the beauty oi the poetij of our life here^ 

Ml McDougall I think you have a fine type of cultivatoi, and I have 
a most profound admiration for him 

Ch Muhhtar Singh I w^anted simply to tell you that the acreage per 
cultivator is too small, though you have put it at an average of 10 acres 
By far the greater number of cultivators hold less than this 

Mr McDovgall That is so 

Ch Muhhtar Singh How did vou get the figure of 10 acres pei cul- 
tivator? 

Mr McDougall I got it from the Sccietanat, I am really nor respon- 
sible foi it and I shall be glad to alter it according to the best statistics 

Ch Muhhtar Singh The area cultivated is 27 crores and dividing it by 
the population, it comes to aboeft 5 acres per family> 

Mr. McDovgall It is more than I thought it would be I have made 
it very clear that by far the great ma]oiity of the cultivators are farmmg 
a great deal less than 10 acres 

Ch Muhhtar Singh On an average it ought to he 5 acres Then as 
regards percentages, I have pointed out that 22 5 per cent occupy only 
one acre or less, while 15 4 per cent between one and 2^ acres- 

Mr McDougall I accept your figures 

Ch Muhhtar Singh If you compare the figures with England and 
Wales, you will find that m England and Wales the percentage is 1 1 
between 1 to 5 acres and it is 5 from 5 to 20 acres It is 9 7 per cent 
from 20 to 25 acres and the total under 50 acres is 15 8 per cent 

Mr McDougall There are many thinking men at the present moment 
who deplore these figures 

Ch Muhhtar Singh Then you will understand the difficulty of the 
cultivator if he has to live on one acre of land 

Mr McDougall I understand the difficulty quite well and I am not 
m disagreement with you 
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Ch. Mulchfar Singh You have suggested that the small holding of the 
people IS not responsible for then poverty and that they could get much 
moie than they aie getting piovided they have scientific methods of 
manuimg But may I tell you that the report of the Businessman’s Com- 
mission on Agricultuie informs us that to feed a hoise three acies aie 
lequiied m the United States What do you consider it neeessaiv to feed 
a human being? I have put the question bluntly, but I could not help it 
I put it to you because you are an agricultuiisfc 

Mr McDougall If you hill two-thirds of the population theie is no 
doubt that the standard of living amongst the other thud will be improved 
it a stable government is assured Whether it is to the good or advantage 
of the country or not is a very different story 

Ch Muhlitar Singh Either we kill two-thirds or divert them to colom- 
sation elsewhere, or we create a revolution in the country so that two- 
thirds can be killed by one third and one-thiid remains The two-thirds 
have to be got rid of somehow 

Mr McDougall If you take my advice, you will try to leave them alone 
You will try to keep the simple and beautiful life I see in the countryside 
One of the happiest impressions of my life in the future will be to look 
back on the life of these simple villagers 

Ch Mnlthtar Singh It y^ou had come with me, I would have shown you 
the wretched condition m which these poor men live their lives 

Mr McDougall I expected to come away with profound depression, but 
I have not If I were to be given the choice between living the simplei life 
of the cultivator m India and the life of the industrial worker in a big 
industrial city, I know which I would prefer 

Mr Dcvadhar Industrial village or agricultural village’ In some 
American book I came across the phrase ‘industnal village’ 

Mr McDougall I would rather be an agriculturist than a worker m 
the Southern States of America in some of their cotton works ]ust now 

Mr Ramdas Pantulu This is the passage referred to in the report of 
the Businessman’s Commission on Agriculture 

“As under our average crop yields at least three acres of land are 
necessary to grow the hay, oats and corn lequired for feeding 
one horse dunng one year, it will be seen that the disappear- 
ance of more than 5 million horses since 1910 has permanently 
released at least 15 million acres of crop land’’ 

Ch Mukhtar Small I shall lust take you to another passage in the 
Report of the Royal Commission on Agriculture — 

“The Puu-)ab figures which are the only figuics available for a 
province indicate that 22 5 per cent of the cultivators cul- 
tivate one acre or less, a further 15 4 per cent cultivate 
between one and two-and-a-balf acres 17 9 per cent 
between two-and-a-half and five acres and 20 5 
between five and ten acres Except for Bombay which would 
probably show a very similar result and Burma which would' 
give higher averages, all other provinces have much smaller 
average areas per cultivator” 
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(Jh Mnlthtar Singh Would you agiee wdh rue that watei as tlie anam 
thing foi improvement in Agricultuie That being so, have you ever cal- 
culated the amount of money that will have to be invested in older to 
provide ample water facilities to this country ^ 

Mr McDougall It must be very gieat 

CJi. Mulihtar Singh I may tell you that foi pioduetive canals the cost 
per acre to Government is Bs 35 and if you include unproductive canals 
also, the cost per acre is Bs 46 If you multiply 46 by the 27 crores of 
acres under crop, it will be a veiy very big figure Then again canals 
cannot be provided for easily eveiywherc I can tell you from my own 
experience that on a faim of 60 acres I have had to spend some Bs 12,000 
in order to px'ovide the necessaiy facilities that are needed That is Bs 200 
an lacie If you go to Bombay, the cost pei acre would be much higher 
and still it IS doubtful whether water would be available It is not 
very easy to provide so much money 

Mr McDougall I quite agree 

Gh Mulchtar Singh Now coming to manures, you will be surprised to 
know that the freight charges for irtificial mmuies are very much lower 
than the freight charges for pottassium nitrate which is available in the 
country and bone meal also available in the country I think the Best 
manure to mj mind would bo leaf-mould which is available m any quantity 

Mr McDougall Leaf-mould from chemical analysis is not good manure 
One of the things that stiuck me with regard to land is the extreme lack 
of humus m the soil There is nothing but pure soil The humus in the 
leaf-mould w'ould be of enormous advantage as it assi-jts in the conserva- 
tion of moisture in the soil and would otheiwise be of very great benefit 

Ch Mulihiar Singh Leaf-mould would be a good manure so far as 
India IB concerned 

Ml McDougall Not so much as manure, but because it has other 
effects 

Gh. Mukhtai Singh Generally all these things aie considered to be 
manure and so I have used the avord manure It fs nob an easy ]ob to 
make improvements in the land 

Mr McDougall It is not an easy ]ob to the farmer any more than 
making money is 

Gh Mukhlar Singh There are thiee items in* which an impiovement is 
possible I have told you about water facilities, it is a very costly affair 
and to expect a poor agiicultuiist to put in money as not an easy 30b and 
I doubt veiy much if he can recoup it About manure I have told you 
the difficulties ot the raaniiie avadable in the country but as far as 
chemical feitibseis go, we do not pioduce these articles as a b^c-product 
and their abseuco will naturally be a handicap Therefore you wull agree 
that it IS noi. an easy ]ob 

Ml McDougall I entirely agree that it is not easy 

Gli hlulGitar Singh I ma^y tell you that in Bombay the cultivatoi 
using these chemical manures is spending Bs 900 an acie in producing 
sugarcane, and now he has found that the croii'will not yield much and he 
is nractically in a very bad condition Then -again look to oui othei 

difficulties, e a , agiicultuial implements Hipse wuP have to bo scientific 
Perhaps you may be surprised to hear what the Boyal Commission on 
Agnculture have to say on this point 
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Oh Mulchtm Singh In the case of Geimany the figures are as 
follows ^ o 

U nder ] J acres 
IJ to 5 acres 
6 to 124 acres 
l2i to 50 acres 

Total under 60 acres . 48 6 ,, 

This shows that the holding in India is the smallest 

Mr McDoiigall Yes, Japan and China are both smallei than India 

Ch Muhhiar Singh China is as bad as we are and m Japan I think 
the peicentage of population living on land is much smaller as Japan is 
an industiial countrj Therefore they pioduee those articles which pay 
them most We cannot do it in India 

Ml, McDougall Japan has always been a veiy closely populated countiy 
vith veiy small holdings 

Ch Muhhiai Singh The peicentage of population living on land is 
about 4B 

Mr McDougall I vonder if the Japanese industiial labourer is any 
happiei than joins aic 

Ch Muhhtar Singh 73 pei cent of the population aie livmg here on 
agiicultuie and theio is ^Plv little left to them to do On an average 
the people aio poor and therefore the cultivator cannot pioduce articles 
which Mould be required for a man Imng as an ordinary rich man Sup- 
pose I grow fruits oi vegetables, to whom shall I sell them^ That is why 
except in small areas attached to the different towns you do not find the 
cultivator taking up vegetable On the other hand, if you mdustrialise 
the countij' you nil] find a larger area inhabited by rich people for whom 
we can produce such articles like fruits and vegetables 

Mr McDougall As a member of this Bankmg Committee, neither I, 
or any of mj colleagues h^’ve said anything against the development of 
India industiiailj 

Ml Dcvadhai Mi Maikhtar Singh is only refer i mg to the diversion of 
a certain population from agriculture to industry 

Mi McDougall I accept all that 

Ch Muhhtar Singh Then you said that in Denmark thev have succeed- 
ed in building up the most productive agriculture in the world I quite 
agree with you there, but you cannot compare India with Denmark, be- 
cause the average holding of the cultivator there is 40 acres and in Holland 
it IS 26 

Mr McDougall I have a distinct recollection of having read recently 
that the small holdings in Denmark produce more per acre than the large 
holdings 

Ch Muhhtar Singh That will be a different problem I was asking 
you whether you consider it a business proposition for the cultivator to 
live on such a small holding as he does in India I shall come to the im- 
provements presently To my mind the improvement is not an easy ]ob 

Mr McDougall I quite agree with you 

3 N 2 




982 


Mr McDougall That may be, but I am giving specific instances where 
all the cultnatois were gatheied aiound us talking m a fiiendly -v^ay in 
this society in the Pun]ab and m anolhei instance m 3 our o«n piovmce, 
my distinct iccollection of ^\hat the cultivatois themselves told us (not 
what the Government oflicials told us) vas that because of the use of im- 
proved ploughs and impioved drills the)' had increased then output 

Ch Singh If you had gout to Bombay and seen the Bombay 

drill that the cultivator was making, peihaps you vould not have been 
surpiised It costs him only Bs 15 

Mr McDougall So much the bettei I say that all the^e things the 
farming society is doing has an obvious effect on the output per acre of 
these people and they were veiy veil satisfied 

Ch Muhhtar Singh I am duving at tno points* one is that the im- 
provement in agiicultuie is not an easv lob to take up to 

Mr McDougall I am entirely in agreement with you 

Ch Mukhtai Singh The second point I want to impress is that the 
Indian culti\ator is intelligent, though he is illiterate, and he knows the 
principles of conseivation of moisture, etc , and he has been given a very 
good certificate by the Boyal Commission on ‘\giicuHuie 

Ml McDougall I entiiely aeiee 

Ch Mukhtai Singh The only point that lemains foi me is why the 
yield is low It is low because the percentage undei iirigation is very 
^ov I may give you the figuies The total cullivetcd area is 27 ciores 

■ Chan man I think Mr McDougall is pieparcd to accept the statement 
of Ch Mukhtai Singh 

Ml McDougall Yes 

Ch Mukhtar Singh I have noticed m a book “Becent Development 
in German agiicultuie” vviitten by an Englishman vvheie the author has 
said that small holdings do not attract the man in England So it is 
the ease heie m this couiitiy Educated young men who have giaduated 
themselves in Agiiculture and othei allied subjects do not take to land 
themselves What I mean to sav is that a man with a head who had the 
average intelligence is not atti acted by land because he thinks that he will 
be wasting hs life foi the sake of earning a few laipees That bemg so 
to say India would impiove by' impiov'ing her agiiculture will not be a 
proposition on wh’ch we can icst oui conclusion 

Mr McDougall I do not agree If you impiove the position of the 
ryot the standard of living will also improve ultimately We have got to 
decide w'hethci w'e aie going to leave things as they' are 

Ch Makhiar Singh klv point is that if we recommend like that our 
recommendation will be ridiculed As a matter of fact 73 per cent of 
the people are living on land and land cannot provide sufficient occupation 
for such a large piopoition of the total population of this country 

Ml McDougall It is all a question of comparison but if you compare 
Ireland to England, at the present moment Ireland is a country' of small 
holdmgs w'hile England is not The small holder, in my' opinion, is the 
only person in the world who could defv all the economic laws of the 
world 
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Mr McDougall But I have not disagreed vith the Eoyal Commission 
on any of these points 

Ch Mulhtar Singh I am lefeinng to sometlung else The Eoyal 
Commission have poml.cd out that — ^ 

"‘Agncultuial implements m India are on the whole well adapted 
to local conditions They aie within the capacity of the 
drought oxen, compaiatively inexpensive, light and portable, 
easily made and what is peihaps of even gieatei importance, 
easily repaired, and they aie constructed of mateiials which 
can be leadily obtained * The Agncultuial Depait- 

ment have, however, so far done disappointingly little in 
this direction” 

We have been looking to the Agncultuial Department and this is what 
they have done As xegaids manuie too, they have pomted out that the 
Agncultuial Depaitment did not give them any data on which to proceed 

Mr McDovgall The new Eeseaieh Institute is doing consideiably moie 
work than the Agncultuial Department was, leseaich into all these agii- 
cultural conditions takes time 

Oh M lilchtar Singh I am simply pomtmg out that in a country where 
the Agncultuial Depaitment has existed fiom 1868 they have not been 
able to find out the best agncultuial implement for this country, nor what 
the best manure foi this counti’y would be Still you say we should im* 
piove How can w^e impiovc with such staff to advise us? 

Ml McDougall My aiguments this morning weie exactly on your 
lines The Eeseaieh Institute is in favoui of taking up these items 

Mr Ramdas Pantulu But it never leaches these people 

Ml McDougall We shall tiy to reach them through the proposed 
Marketing Boaid 

Mr Ramdas Pantulu The Eesearch Council’s publications are m 
English, they should be in the vernacular 

Mr Devadhar Es 25,000 have been spent for the preparation of 
cinema films dealing wuth agricultuie and veterinary advantages 

Oh Muhhlar Singh You have nothing to teach the agriculturist? 

Mr McDougall I am not prepared to agree wuth you My information 
is extremely limited, but one or two of the societies which we saw in the 
Pun]ab and one which we saw in your owm province, especially the former, 
gave us statistics to show that there was a very distinct impiovement be- 
cause of the application of the research w^ork done by the Ly allpur College 
m their farming society 

Oh Muhhiai Singh Do >ou know how the reports of these societies 
are prepared? 

Mr. McDougall The report was given to us by the people there 

Oh Muhhtoi Singh Suppose a village in a certain place, say Lyallpur, 
grows 2 maunds more per acre by using a particular variety of seed, and 
suppose 12,000 acies are grown Nobody would take the trouble to enquire 
how many people failed and whether the crop has really given an increase 
to every cultivator They simply multiply 12,000 by 2 and for 24,000 
maunds saj’- at Es 3 a maund, they say that Es 72,000 have been put 
into the pockets of the agriculturists That is the method adopted in this 
country in axrivmg at these figures 
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Ml MoBoxigall By mkoducmg what would appear to be a hardship 
you will be only improving your own position 

Oh Mukhtar Singh Supposing the other sons are awarded something 
as compensation then it would be a source of mdebtedness on the family 
This IS done in Bumia wheie one man gets possession of the holding while 
otheis aie paid 

Ml. MoDougall It would be better to do that 

Gh Muhiitar Singh In your chapter on the creation of a Central Co- 
operative Council you have referred to intei-provmcial iivahy Will you 
kindly refer m 1 ttle moie details to the idea contamed therein? 

Mr McBougall It is only natural if one Province is making greater 
'strides than another province where progress is very slow owing to certain 
conditions It is therefore only natural for the latter to attempt even 
against the principles of strict co-opeiation to increase their members, 

Gh Muhhtar Singh But do you not think that the failure of the 
co-opeiati7e movement in the United Provinces is mostly due to the fact 
that it IS too much officialised 

Ml McDongall It is no more officialised than the Pun3ab 

Gh Mukhtar Singh But dc you mean to imply that an official knows 
much more about the people than the non-officials? 

Ml McDongall Not at all 

Gh Muhhiur Svigh Theiefore vou will agree with me thac non- 
officials should be given a chance for developing the co-opeiative movement 
and tlieie should not be too much of official inteifeience 

Ml McDongall I entiiely agree 

Gh Muhhtai Singh You Say “In nhe Punjab and elsewffieie the aliena- 
tion of Lands Act makes it impossible to recognise land mortgages as a 
sound g It edge investment Where it is in operation it is not possible to 
secure the right to a free sale of land which through the default of the 
moitgage ma'y have to be taken ovei by the lender ” Would you tell me 
what your idea is wuth legard to the default and wffiat it is due to? 

Mi. McDongall It must very largely be due to economic conditions 

Gh Mukhtar Singh If it is due to economic conditions, then you will 
admit that the formation of land moitgage banks would not be a solution 
to the problem, but things >vill become better only wnth the letum of the 
normal conditions? 

Mr McDongall Of couise, I asrree but the creation of mortgage banks 
well alleviate the existing conditions That is my view 

Gh Mukhiai Singh You have next referred to the permissibility of 
non-agiicultiiiists moneylendeis puichasing land I do not think this is a 
woikable proposition You know money lending is a very paying profession 
while agiicultUiP is not 

Mr McDouaall In most couni-ncs there is always a desire for people 
to get back to the land Take the case of the coal miners m England 
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Gh Mulhtar Smgli 1 mixy point out that in all those places wheie there 
aie small holdings at least chc daiij induslry is allowed to remain there 
But m India even that mdustiy cannot be developed The position is 
a staivng man cannot feed his cow properly when he is himself only 
having half lus usual diet The result has been that them is no country 
m the woild ivhich sells hei milk costher than it is in India while ghee is 
sold cheapest in this countiy This agam shows that theie is good deal 
of aduiteiation wheie vegetable oil is mixed uith ghee It was pointed 
out by the Agiicultural Commission that some steps should be taken to- 
prevent such adulteration Nothing has however been done 

Mt McDoiigall If I also started into elaboiate treatises into these 
things I am suie we would agree on all these points 

Gh, Mnllitai Singh About the consolidation of holdings I w^ant to 
understand youi views definitely on the point before we proceed Js it 
youi view that a limit should be placed on every holding^ 

Mr McDougall No, it is impracticable and impossible to place any 
such limit 

Gh Mulchtai Singh The proportion of the size of the holding would 
lemain the same 

Mr MoDongall Yes 

Gh Miilhfm Singh Mv point is that consolidation of holdings does 
not caiiy us vexy fai 

Ml McDougall The tendency m England, the whole of the Cential 
Euioph and Eiance has been to break up laiger faims into smaller ones 

Gh Mulditai Smgh But in spite of this tendency the peicentage of 
the population living on agucultiue is decreasing in those countiies giadu- 
ally but we find the leveise is the case in oui countiy That is one of the 
most alaimuig featuies of our civilization I feel that theie is a very 
big peicentage of oui holdings which cannot be improved 

Mr McDougall I agiee that there must be a very small percentage 
like that 

Gh hlunhtai Singh I did not say this Oui misfoitune has been that 
m 1880 the peicentage of oui population living on agricultuie was 50 and 
aftei giaduallv using up today the percentage is 83, w^hile m other countries 
the peicentage has been gi actually going down 

Ml McDougall I may most frankly tell you that we should like to 
have a bigge? peicentage t iking to asnCidture 

Gh Maknfai Singh Under climate I am glad to find that you have 
pointed out the climate of India is not so hopeless as people consider it 
to be To my mind agiicaltuie is nothing else but an art to contend 
against climatic conditions Oui only difficulties aie financial as theie is 
any amount of w^atei available from our perennial livers and sub-soil 

Ml McDougall Only partly perennial 

Gh Muhlitai Singh You have suggested that the method of ]omt 
family system among the Hindu community in this, country is very bad 
If you could pi escribe some othei occupation for the other sons of the 
family then at is possible that only one man need attend to agiiculture, hut 
until this is possible what could be done’ 
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Dt Fncdeuch A co-opeiative society has a ceitam amount of money. 
Of course there aie people who want money and money will have to 
be lent On the othei hand the co-operative society has deposits, they 
almost always keep a cash balance wuth the Cential Bank and it must 
iave a cash ciedit with the Cential Bank so that in case of a withdrawal 
the society is able to pay that money at once 

Ch Mahhtar Singh difficulty is this — will it be a paying pro- 

position for the Central Bank to pay interest for that money? 

Dr Fiiedenoh Why not? The Cential Bank has ahvays cash 
balances and has alwajs mone} invested It is not only the sole fnoney 
supplied, but the Central Bank has a lot of societies which are affiliated 
so we have always a balance It is a matter of management It is not 
necessary to trouble about it 

Mr Khattan What I beheie you mean is that the primary credit 
societies get money w’hich may be required b} the eultnntor in small 
amounts within say the next 6 months, but through the G months the 
society deposits the money with the Cential Bank and the Central Bank 
has an account with the Provincial Bank The Provincial Bank will 
be able to utilise the mone} , so wdiencver the pi unary credit society wants 
to pay out the money it wull be able to diaw on the Central Bank In 
the case of co-opeiatne savings banks also the same piocess will opeiate 
as m the case of, sav Coinmoicial Banks 

Dr Fncdcnch Even in these local societies }ou have this fluctuation. 
Money comes in and money goes out and it is not nccessaiy that you 
take say this two hundied lupecs and invest it wuth youi Cential Bank 
You can lend it out because to-moiiow peihaps von will get five hundred 
rupees 

Mr Ram das Panfnhi It is not a business proposition heie for the 
reason that m the primal \ societies we have no aiinngemcnt foi fluid 
reserve Our oiganisation is not so developed as the Oeiman system 

Chairman That is anothei aspect of the case wffiich we haAC already 
discussed 

Ch Mnhhtai Singh On page 16 you suggest that even now in Scot- 
land the faimei gets money from the Commeicial Bank Is that so? 

Mr McDougall Yes 

Ch Muhhtai Singh On page 17 }OU haAe said about the fmpiove- 
ment in diainage and wateilogging, etc Am I correct in assuming that 
the Government piOAuded a a^'civ laige amount for these A’-entuies^ 

Mr McDouqall No, excepting in A'ery lecent yeais and oven then 
then advances to f aimers oi then expendituie except in one oi two 
isolated examples, amount to compaiatn’’ely little AVithin the last }ear 
or two there have been Government schemes foi helping farmers foi drain- 
age, etc , not so much to help the farmers as to help unemployment 

Ch Muhhtar Singh It may be that both things came in, on the one 
hand improA’^ement of the land and on the other they would be helping 
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When an economic enquiry was held about 2 years ago with regal'd to coal- 
mine w^oikeis, it was iound that many of the men expressed themselves m 
favoui of returning to the land 

C]i Mulchiar Singh You cannot compaie the two for the sake of argu- 
ment When Nve come to that stage ceitainly our people also will like to 
go back to land 

Mr McDougaU It is not mconceivablc 

Mr. Bamdas Paniulu If some of the intelligent people would go to the 
land then Ch Mukhtai Singh’s difficulty will go 

Mr Devadliar You aie awaie that theie are also cases of people from 
the villages getting to industiial centres foi getting higher wages, even in 
England 

Ml McDouqiill I quite agree that tlieie aie cases Iffie that as well 

Ch Muhhtai Singh You say “If the Land Alienation Act is amended 
in such a w'.ty as to recognise Co-opeiative Banks as zemindars, we feel 
confident that togethei uith the addition of othei safeguards which we 
lecommcnd, sound Mortgage Banks can be established We regard this 
as essential If it is found to be impossible then it is our opinion that no 
new Mortgage Banks should be opened until fuithei experience has been 
gained bv those alieady in existence” Would you modify that statement? 

Ml McDongcdl We are setting up a bank wffiich depends foi its 
success on being a sound institution 

Ch Mulchtar Singh On page 16 you have given as your view tKat 
in your idea eveiy village primary society should be a saving society 
taking deposits also 

Mr McDougaU Yes 

Ch Muhhtai Smqh But what I could not understand was whether 
the agricultural society oi the central bank would be able to find a use 
for such short time money It may not be a paying concern with those 
people Suppose I am a member of a pnmary society and I deposit a 
thousand rupees After say la month I withdraw it The society cannot 
find use foi that mone}^ and they wall have to pay something on it as 
interest 

Di Fiiedench That must be done That is a matter for the Central 
Bank The Central Bank must be able to repay such money at any 
time you w'ant it 

Gh Muhhtai Singh The Central Bank cannot invest it for such a 
short period Thougli I agree with the suggestion I feel that at the time 
of the haiwest the cultivator sells his produce and has to keep his money 
in his own house It is much better that he should invest it m that 
society Even wathout interest I would w^elcome that money may be 
kept in some bank because this man would not have the risk of losing 
his money and will learn the habit of thrift 
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Ch Mukhtar Stnglt But he started in a place where the people were 
iiteiate 

Dr Freidench 1 admit that oui small farmeis do not keep books 

Mr McDougall Theie are farmers m England who do not keep hooka 
either 

Ch Mukhtar Siyigh On page 19 I thinlc the statement is not quite 
accurate When a cultivator can only be paid in cash I think it does 
not happen here and he does not dread it He does not go to the 
market with that purpose In the U P all the tiansactions take place 
between two people under a cloth so nobody Imows what it is about 

Mr Lamond With cotton or gram? 

Ch Mukhtar Singh In the U P we pioduce cotton and grain 

Mr Lamond And it is all done under the cloth? 

Ch Mukhtar Singh Yes, everytlung According to the co-operative 
society if a man makes the condition w'lth them that he must be present 
at the time of the sale they allow it 

Ch Mukhtar Singh On page 21 about Puial Peconstruction societies 
I feel that if the co-operative societies take up this work it will be too 
much for them in the fiist place, and secondly it is not their legitimate 
woik in the present circumstances Eural leconstruction woik about 
health, hygiene and so on to my mind is impossible unless there are 
iiwo things — one is literacy of the people and the other if the man is 
sufficiently wealthy If you produce these two conditions then rural 
reconstiuction is possible And if that has to be done by the co-operative 
society it will be diverting then effoits to another channel which is not 
so very important from my point of %new for the cultivator 

Mr McDougall I cannot agree with you I know it is throwing a 
gieat lesponsibihty and a great amount of woik on the co-operative 
societies but I think that m that sort of educative woik the Government 
will be justified m expending money to the utmost of their power. 

Ch Mukhtar Singh That will not be co-operative woik, that will be 
'Government work Let the Government do it, I have no objection 

Ml McDougall But it should be done thiough co-opeiation The 
•Government will not be able to do it as eSectively by any other means 
-as by co-opeiation 

Ch Mukhtar Singh In India theie is already a deaith of workers 
If you divert these people to this work the natuial result will be that 
the other work will sufiei 

Mr McDougall I have a feeling that there is a tremendous body of 
enthusiasts in India 

Ch Mukhtar Singh That may be youi feeling but unfortunately it 
IS not mine I thmk there aie veiy few enthusiastic woikeis who will 
do the leal work Then again as I have suggested these cannot be 
staited among the people who are illiterate in the fiist place, and in the 
second place who are fatalists on account of then income being veiy small 

Mr McDougall This is really work for a man like Mr Gandhi I 
would like to hear what he has to say on a matter of this kind 
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unemployment But at any rate these schemes would not have been 
taken up without the help of Government^ 

Chairman What he is lefeiimg to heie is not Government assistance 
but it was done by the fanners concerned with the help of loans fiom 
banks ' 

Mr M'cDougall Absolutely Theie u'as nevei a penny of Govern- 
ment money spent in those days 

Gh Mukhtar Singh 1 feel that it is a very bad certificate for the 
Indian ryot when you say in your paper “There is a difference between 
the Indian ryot and the Scottish farmer The lattei dislikes debts ” 

I do not think you are correct theie At least the Boyal Agricultural 
Commission has found and we have found also that the lyot considers 
that not only he must pay back the debt, but his son and his giandson 
must pay it 

Mr McDouqall I entirely agree with you I am notuefening to that 
at all Wliat I meant heie is the fact that the Indian ryot, owing to 
these economic conditions which you have so giaphically described, has 
in regard to debt become more of a fatalist \Wien the Scottish farmer 
accepts a loan fiom the bank the Bank Manager presses him and if the 
repayments are not according to the scheduled scheme of repayments he 
sends foi Mr So and So on a certain date The poor man goes into the 
private office of the Bank Managei in gieat tiepidation and the Bank' 
Manage! gives him a seiious talking Therefore owing to all these 
combined cncumstances the Scottish farmer pa\s up veiy promptly 
Tlie Bank Managei in Scotland is in veiy close touch with his client 

Ch Mvkhtar Smqh On the same page you have recommended that 
book-keeping must be a farming practice I certainlv agree that for 
faivneis who have been keepins: then accounts and making calculations 
these things would have been different 

Ml McDouqall I would almost be prepared to say that in the maioiity 
of cases hanks now-a-days would hardly advance to farmers unless they 
can produce books of some kind 

Gli Mukhtar Singh In your country it can be very easy, but how can 
we do it here when a man does not even know how to write ^ 

Chairman He is simply describing the Scottish system 

Ml McDougall That is light I remember one case that I know a 
little about A Banli Manager took over an agency in the County of 
Dumfries He was a very progressive fellow and determmed to build up 
a good agency He was a good business man and he enormously extended 
the banks’ operations in that place by giving out loans But whenever 
he started to give out loans the first thing that the farmer had to 
promise was that he would keep books and that the Managei should see 
them regularly He told them that if they could not keep books them- 
selves he would keep them That man got on very well in the world 
He established a good credit system amongst the farmers, granted them 
very easy credits, stimulated production and progress Not only did the 
bank prosper but its farmers also 
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In fact if we are to believe these lepoits the woik of rural uplift and 
the better living societies theie is piobably as great as the woik of the 
co-opeiative societies Theiefoie you cannot take exception to the piin- 
ciple I fully see your point that the woikeis must be there and it may 
result in some piovinces, owing to the paucity of woikeis, in diverting 
workeis fiom the field of co-opeiative ciedit to some other co-operative 
field But ]\Ii McDougall is not pioposing any diversion He says that 
this IS an impoitant sphere of co-opeiation and the scheme should be 
,puisued wherevei it is possible to do so 

Chairman That I take it, is all you lecommend 

Ml McDougall 1 want to emphasize it 

Mr Devadhai You have given us the example of a village Your 
idea m giving that description is piobably, if I am right, to piont out 
the possibihties of impiovements that a co-opeiative society can introduce 
in a village 

Ml McDougall That is so 

Mi Devadhai I would also ask you whether the work you have 
described would have been possible of achievement if there weie no co- 
operative society 

Mr McDougall I do not think so 

Mr Devadhai In oidei that the different kinds of woik foi which 
theie IS at present such a laige need in rural parts may be realised, what 
IS needed is some kind of awakening and active self-interest created by 
systematic work 

Mr McDougall That is so 

Mr Devadhar The backgiound of economic improvement is the co- 
operative society 

Mr McDougall So fai as I can visualise it, it would be utterly 
impossible excepting through co-opeiation 

Mr Devadhai I will read a poition fiom this book (Prof Kami’s Co- 
mpel ation in Bombay) — 

In short let us recognise the limits as well as the possibihties of 
co-operation Let us never forget that the co-operative 
movement, mainly economic as it is, rests on certain moral 
qualities for its foundation and ultimately must lead to the 
moral uplift of the whole community The strength of the 
movement must be assessed not from the number of societies, 
but from the spirit which animates their members Thrift 
and service constitute the soul of the movement Let us not 
be satisfied with a soulless body, however, imposmg it may 
look Once the co-operative conscience of the masses is 
thoroughly roused, it matters little whether an experiment 
here or an experiment there fails , the movement will be sure 
of its foundation But failures due to a faulty foundation 
must serve as searchlights to be turned inwards Too much 
official encouiagement in the matter of organising new 
societies is as fatal to the co-operative movement as too 
much official control It is essentially a people's movement 
and must arise from within and not be imposed from without 
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Ghairman 
actually been 


I think I am correct in stating that work of this land has 
undeitaken in Bombay and Madras 


Ml Ramdas Pantulu Yes, in Madras we have some societies for the 
education of the childien of membem and it has worked better than thn 
Compulsoiy Education Act But with regard to the other items of rural 
reconstiuction our scheme is this — we have an area of say 7 miles in 
which we establish a rural centre Either the Union, or District Board 
and Y M G A does it These centres utilise the Panchayats which 
have the power of taxing themselves and the co-operative societies for 
the purpose of doing this reconstruction work Plans are prepared There 
are two times for bathing and washing Slushy roads are replaced by 
metalled roads There is lighting in the villages Theie is sweeping 
A woman teacher goes about educating the ladies of the house Various 
items of rural reconstruction are being carried on by paid workers 

Mr Kliaitait I understand that m Bengal also the Malarial Co- 
operative Society is doing very good work, in that direction Their first 
concern is, of couise, the reduction of malaria but they are also domg 
rural reconstruction work 


Ghairman Of course conditions m different provinces vary In the- 
Un ted Provinces all know that co-operation has not yet reached the level 
it has leached in some of the other provmces, I do not think we can 
ob 3 ect to Mr McDougiaH’s proposals on principle I am prepared to 
agree with you that it may not Be possible to work out in all the provinces 
but the fact that it has actually been done in 3 or 4 provinces shows 
that it is not impossible I now hear that this proposal has been taken 
from the U P Committee’s Eeport 

Gh Muhhtar Singh My point is this that if this rural reconstruction 
woik is undertaken by the co-operative societies the result would be 
that all those people who aie woiking in the societies will be diverted 
to this work and there will be very few people left to work the other 
things moie important than this 

Ghairman But that is not the experience of Bombay and Madras and 
the Pun] ah The apprehension may perhaps be correct so far as your 
province is concerned, but need not be correct all over India 

Gh MulJitai Singh I do not see why it should be done at all Take 
the case of Gurgaon Mr Biayne staited it theie but the woik did not 
fiuctify as the economic position did not improve 

Ghaiiman The failure of Mi Biayne’s anangements was largely 
because it was a Governmental measure, not carried out by means or 
co-opeiation but theie aie other places in the Pun]ab mentioned m the 
Boyal Agiicultuial Commission’s Report where it is being done on co- 
operative principle very successfully Tbe Pun]ab is the province v here 
co-opeiation has made the largest amount of progress in any part of India 

Gh Mnhhtar Smgh But the energies of the co-operative societies’ 
workers should not be diverted 

Ghairman It depends on the body of workers purely In Bombay 
for instance the energies of the Servants of India Society are too well- 
known and they are able to manage it without in anv way imnedmg the 
development of work of co-operation In the Punjab it is being done 
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Mr Montagu on my return from Denmark He asked me my impressions, 
and one of the things that I told him was this I feel that it would be 
far better to get active woikeis in the co-opeiative field, especially non- 
ciedit co-operation, to see what is really being done by other countries 
rather than deliver lectures to them I delivered an address on — The 
Message of my Western Experience — do not know whether half a dozen 
people took advantage of that Would you be in favour of such a pro- 
position 

Mr McDougall Yes 

Mr Devadhar I was told by a Professor of a University who is now 
delivering Extension Lectures that he found, when he lectured on economic 
or industrial subjects, that far better intelligence was shown by those 
who are actually working in the movement than by mere students If 
that IS your experience then this proposition is correct 

Dr Fnedench A lot of German co-operators go to Holland and 
Denmark to study co-operation in these countries because marketmg is 
much better developed in Holland and Denmark than in my country 
People from other countries come to my country in order to study our 
credit co-operative societies 

Mr McDouqall I should like to suggest that arrangements should be 
much better developed in Holland and Denmark than in my country 

Mr Devadhar That will be one of the conditions I should hke to 
get your idea with regaid to one of the aspects of the formation of land 
mortgage banks I take it that if leal relief is to be given by the top 
institution it IS only possible on two conditions a long period over which 
lepayments will be spread, and a small rate of interest I will not deal 
with the latter because you have given our views Now I should hke to 
mention that in our Presidency we have formed a number of co-operative 
housing societies with financial assistance from the State in the proportion 
of 1 2 or 1 3 I belong to a society of which I am the President We 
had Es 25,000, we got Es 75,000 fiom Government, and we have put up 
four buildings in Bombay of the value of Es 1 lakh The loan is spread 
over a period of 40 jears Now in the case of houses the returns are 
steady, whereas m the case of land if the money has to be repaid out 
of the income, theie is a certain amount of unceitamty about it Would 
you be prepared to make the period something like sixty years for loans 
on land? 

Mr McDougall I entuely sympathise with it As the movement 
becomes sound, as you gam experience, extend your period, till then 
play for safety I can see no chance of seeming the necessary amount 
of safety if jou are going to stait with anything like sixt 3 r years under 
the conditions prevailing now It w^ould be very dangerous 

Mr Devadhar Money will be spent on improvement 

Mr McDouqall Land detenorates veiy quickly It has got to be 
nursed, taken care of 

Mr Devadhar Take for granted that tTie improvement or the rate of 
improvement will be maintained length of period is one of the factors^ 
making for repayment easy 

Mr McDougall Quite right 
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JVfoie piopaganda foi tliiift self-help, mutual help, and a 
bioadei and moie moral outlook and less actual oigamsation 
of societies should be the motto at least foi the pie&ent 

Ml McDougall I accept all that 

Mf Dcvadhai Theie aie many of us who believe that though the 
co-opeiative movement has an economic end primaiily, it has a much 
laigei miss on to fulfil, and that is it should woik for the uplift — ^moial, 
mateiial, social, — of those who aie' touched by the movement, and it is 
because theie is this view that some of us who aie engaged in co-operative 
woik have begun to feel that it is not enough to make a man iich, but 
that it IS necessaiy, if his enviionment is duty, if he is ignorant, if his 
child become ill, if he has not a wider outlook, steps should be taken to 
remedy these as no amount of wealth will be of any use 

Ml McDougall I entirely agree 

Ml Devadhai Therefore, the problem of what they call lural uplift 
IS not in any way divorced fiom the oiigmal object of the co-operative 
movement which vas an economic one It is being mcieasmgh recognised 
that the economic aim will depend foi its fulfilment upon several other 
factors education vliich does not mean mere literacy, wider outlook which 
means much laiger culture, bettei health, better organisation, better 
methods of co-operation in other senses In order to give that kind of 
education to people rural uplift centres are being created I have realised 
that even co operative efforts rvill not be successful unless it leads on 
"to other efforts, and I believe that is the tendency m other countries also 
Mr McDougall I quite agree 

Mr Devadhar I wish to get my views confiruned after the discussion 
that took place between jou and Mr Ramdas Pantulu Am I to under- 
stand that 30 U have given up the idea of a central council^ 

Mr McDougall The executive control is given up 
Mr Devadhar I was just going to mention to you that at two con- 
ferences we had proposals more or less of the same nature and that they 
were vetoed 

Mr Devadhar You have in your paper given us the kind of educa- 
tional programme we must have In Bombay we have a Co-operative 
Institute It has formulated its own courses of mstniction of nearly ten 
•different types for different grades of co-operators or co-operative workers 
m the Presidency We have three schools working in three divisions of 
our Presidency with regular courses After my visit to Denmark, Ireland 
and Scotland, especially from the point of co-opeiation, I saw that it 
would be much bettei for us to take half a dozen co-operative workers 
from rural parts, intelligent men, and showed them precisely what is 
being done in other countries I was at a place called a place 

of nearly 4,000 people They have a world-renowned daily to see which 
people from America and Australia came At Copenhagen I visited the Milk 
Supply Co supplying milk to nearly three lakhs of people I felt that 
poverty had been removed comparatively speaking entirely through co- 
operation of non-credit kind, and that is what we want in our country 
to-day On the subject of education of co-operators I would- recommend 
the establishment of some scholarships — ^not necessarily for higher officials 
like Registrar, Dy Registrar — ^but for small men I had a talk with 
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Mr. Devadhar In proposing the Provincial Audit Union youi complaint 
was that the audit as at piesent conducted is inefficient and inadequate 
Di Fiicdench Accoiding to statements made in the piovmcial reports 

ill? Devadhai At the same time I think you have seen that in some 
of the Presidencies at least theie is a clear cut distribution of function | 
financing is managed by provincial banks, auditing is earned out by 
Eegistiais and local societies approved by Registrars, and education, 
propaganda and organisation come under the thud institution called the 
third arm or the third wheel, viz , the provmcial co-operative institute. 
If it be your idea that adequate audit is not carried out at present, and 
should be improved, instead of asking another body to combine tliese 
functions, would it not be advisable to ask the Department to mcrease 
the stafi 01 add it to the work of the Provmcial Institute which is respon- 
sible for education, supervision, and foi some kind of organisation 

Dr Friederich I think in case m} proposal is accepted you have a 
smaller staff, but more efficient staff 1 am of opinion that in some 
provinces you have rather a big staff for audit and supervision You 
have one class of people to look aftei another class of people a relatively 
small number of auditors and a relatively big number of people to look 
after the auditors If mj proposals were adopted Government will save 
some monej' On the other hand the contributions of the societies will 
not get too heavy Foi instance, I rend m the Bengal report that Govern- 
ment would have spent less monev than the audit fees levied by them 

Mr Lamond Madras Report, paragraph 16, page 10, middle portion. 

MADRAS REPORT 

16 In spite of the exhortations of the leaders of the movement and 
the efforts of rhe special staff there has been a deterioration in the matter 
of lepaMnents In respect of amounts due by agricultuial and non-agri- 
cultural societies to cential banks the percentage of balance to demand 
rose b’^ 4 uudei piincipal, by 15 under an ear interest and by 2 under 
cur lent interest As regards lepayments by members to agiicultural 
societies the oveidues lose by 6 pei cent under piincipal and by 4 under 
’ aiieai and cuiient interest In non-agiicultural societies the arreas under 
principal md cuiient interest lose bv S and 7 ner cent respectively, while 
the an ears undei interest due m previous yeais was reduced by 18 per 
cent The mam reasons given for the unsatisfactory recoveries are the 
low”^ prices ruling in the mdikel for the chief agricultural products such 
as paddy, cotton, and groundnut and the prevailing economic depression 
in the countiy The non-agiicultural societies have fared better apparently 
because there is a large proportion of members m those societies with fixed 
salaries such as Government servants, emplovees of local bodies and 
firms The members of agricultural societies have no such fixed income 
and the low puce obtained bv them for their produce was probably insuffi- 
cient to meet all their liabilities It must be sa d, however, that this is 
not the onlv reason for the heavy overdues The members have, generally, 
not yet realized the importance of punctuality and of keeping their credit 
unimpa’red The 3 ’- think that the payment of the societv’s dues can be 
put off as long as possible and do not realize that they are ruining their 
credit by such default You have read this report I should like to Icnow 
voui viewrs as to whether you think the steps they are taking are adequate 
and whethei •'"ou can suggest anvthing to improve liquidation of debts. 
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i\fr Devadhar I should like to know whether you have any proposal 
-to make with legard to the liquidation of old debts In your paper on 
-page 17 you have made some remarks with regaid to the attitude of the 
Indian ryot towards his indebtedness Piobably you mean to sav that 
it IS as natural for him as it is foi a fish to live in water But fortunately 
m India a grandson will lecognise his responsibility to repay the debts 
even of his giandfather if the debts were proved people are unwilling to 
disowm moral obligation We would not advocate therefore anything like 
rural or agtaiian Insol venev Act Have you an-y suggestion to make rvith 
regard to the manner m wdiich liqurdation should be attempted"? 

Ml McDougall No 

Ml Devadhar Have you come across any country where people are 
lace to face with this kind of indebtedness — I do not mean the kind of 
indebtedness in Germany, I can explain it aw’^ay, — this ' indebtedness where 
money is boiiow^ed for unproductive purposes 

Ml McDougall No We attempted to meet rt to some extent through 
the Mortgage Coiporation in England I have no personal experience ot 
Ihat at all, and I am soiiy that my ability is not sufficient to suggest any 
scheme I was told by Sii Arthur Salter that there w'as a Committee — 

I thinlc a League of Nations Committee — investigating the financial in- 
sohency of some of the Irackw'aid Central European States He suggested 
that the findings of that Committee might be available I do not know 
whether they got reported Sir Arthur promised to let me have the in- 
lormaticn at the earliest possible date, but I have not got it 

Dr Fiiederich It is necessary to supply long-term credit on reasonable 
conditions because the Committee are of the opinion that indebtedness is 
caused by expensive short-term credits, and that it cannot be removed 
unless long-term credit is supplied at cheap rates and peasants are able 
to repay their debts within a long period In my country the Land- 
shaften b inks charged usually before 1^24 \ per cent as rate for repay- 
ment later on up to 1 per cent , and the biggest rate or wffiat we call 
amortisation purposes is 3 per cent So people can repay their debts in 
the course of a vei\ long period But mdebtedness cannot be removed by 
such measures only 

Mr Devadhar This is one of the w^ays 

Dr Fnedench General conditions of agriculture should be rmproved, 
and long-term credit should be supplied 

Mr Bamdas Pantulu There is a matter wffiich we may have to con- 
sider in the Committee later, on which Mr Devadhar expressed an opinion 
I am not in agreement wnth him Both the Eoyal Commission and the * 
Civil Justice Committee have pointed out how rural debtors have not 
been able to take advantage of the Provincial Insolvency Act as it stands 
and have definitely recommended that the question has got to be looked 
into I propose to press this point in the Committee Mr Devadhar ’s ' 
statement that a Eural Insolvency Act is unnecessary may not be taken 
•as my view’' Do you agree with the Eoyal Commission 

jfifr McDougall I agree with them 

Mr Devadhar You propose rural insolvency as one of the reheffi io 
he given 

Mr McDougall On the lines of the Eoyal Commission 
Voii TV. 
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know of the difference it would make if you had a real practical man in 
charge and T would beg of you to consider that It is a matter of detail 
and not of principle at all But do consider the relief it would be to 
yourself and to the leaders of the movement It is not your busmess to 
bothei youiself with liquidating concerns that have very likely to be 
liquidated because of mere technic al defect It is somebody else’s business 
The scope of youi woik is so enormous, so wide 

Mr Ranidas Pantulu Liquidation is purely official 

Mr McDoiigall That is quite true, but if theie is any flaw on the 
banking side, that bungs on liquidation if the thing is not perfect 

Mr Ram das Pantmu May I knov/ exactly where technicalities come 

Ml Lamond Heie is what the Eegistiar of Co-operative Societies in 
Madras says in his last report — 

‘Duiing mv inspections of Cential Banks, I have been impress^'d 
lY the fact that totally inadequate attention has been paia 
in. the past to the question of bad debts, and that central 
oanks'geneially assumed that all then investments were good 
until the contiaiy was pioved ’ 

Mr McDougall In the lepoit of youi own sub-committee on Euial 
Pinance I find the follmnng — 

“The vaiious Piovincial Committees sjiecify some defects as being more 
pronounced m then provinces 

Bombay — Careful selection of members not universal 

Madras — The Imowleclgc of banking m the staff and the directors 
generally inadequate” 

Ml Lamond The reason why I brought this point is this as a banker 
I see that next 3 ear the co-operative movement is going to have a difficult 
time, becaasir m the oidmaiy coiiise the cultivators who would be pa3nng 
this year are not in a position to repay theu debts and the3* have got an 
extension of tunc for repayment If the banks fake up the attitude next 
3 ear that they would not advance moic, wdiat is going to happen to 
them ^ 

Oh urmav It is not a question of banking expert 

Ml Lamond It is one of th_ most difficult questions m banlcing 

Ml Ravidas Panivhi Mr Lamond is perfec’th light in leading the 
passage from the report of the Eegistrai ot Co-npciative Societies The 
difficultc came not because there was no banking advice, but because the 
central banks have not got themselves into touch wnth societies and obtain 
ed information 

Mr McDovgall Some of the other provinces wdio specif3' some defects 
as being more pronounced in their provinces are — 

Burma — ^Failure to observe fundamental banking principles 

CfntraL Areas — ^Feeling of irresponsibility among its officials and 
managing bodies of central co-operative banks for anvthing 
that goes wrong 

Inadequacy of co-operative staff 

The Boyal Commission comes to the conclusion that the financial solvency 
of the movement is beyond dispute and it is the working of the societies 



but in doing j that I should like you to take into consideration the remarka 
ruade by the Begistiai The mam reasons given for the unsatisfactory, 
lecoveiies aie low prices lulmg.in the maikets and the pievadmg economic 
depression m the country As regards bad finance it might have happened 
^dei very good management Those people m the ordmaiy course would 
ha-\e been repaying the loans if, as they aie dependmg on the movement 
ioi then accommodation, they were not let down In one place they refer 
to societies lyhich went into liquidation ovei 5 years and then societies 
that have not been able to lecovei 60 per cent of then outstandings They 
have given that account under the head ‘Depiession’ 

Mr McDoit.qaU What report is that? 

Ml Lamond Madras They have collected particulars of outstanding- 
ariears of societies the legistiation of wmch was cancelled ovei 5 years and 
find that theie aie 86 such societies with Bs 389 lakhs pending col- 
lection 

Mr Lamond Duiing 5 yeais 2 62 lakhs have been recovered They 
have collected less than 50 pei cent in the five years, there is still 3 69 
lakhs outstanding 

Ml McDougall That is not a paiticulaily healthy state of affans 
That is one of the reasons why I would urge my good eo-opeiative friends 
to consider the advisability oi makmg then technical work as perfect as 
possible I will be immediately challenged by the statement that there are 
experts in Bombay and that Mi Eamdas Pantulu himself is an expeil; I 
am not an expert banker, the last thing in the world I would do is to 
make myself responsible for banking I would tell the expert “That is 
your yob and if you do not make a success of it, vou can look out for 
trouble" But whether they are experts or not, I would appeal to my 
co-operative fnends to considei this wBat enormous amount of time 
would be available to them to devote for furthering co-operation in all 
its other branches if they were relieved of this constant woiiy I shall 
tell y’’Ou a story about myself, it has some bearing on the point I was 
placed in charge of agricultural produce in Scotland during the War I 
was responsible for stocks amounting in value to millions of pounds It 
was very soon realised that if rve were to cany on the woik successfully, 
we would have to become a leallv great maiketins organization m which 
all the marketing had to be done through us and that we would require a 
large amount oi Government funds to carry it on A special central com- 
mittee would have to be appointed to undertake this woik and the 'dea at 
first was that both England and Scotland should be combined I saw' the 
permanent Secretary and settled with him that w'e in Scotland would have 
the control of our own fund The question of the constitution of the 
committee had to be taken up The organisation was to handle millions of 
pounds In England they had appointed an expert auditor, they had also 
a banker as Chauman of the Commission When I was asked as to whether 
1 required a banker as Chairman, I said ‘no’ They were staggered and 
said ‘w'e appreciate your practical expeiience enormously, but vou do not 
suggest vou are a banker* I said I Imew all about that and because of 
that I w'ould take gcod care to have a banker on my Committee on whom 
I could depend I was the piactical man in charge of the business There 
was not the sh chest doubt that the work was extiemelv satisfactonlv done 
Now, gentlemen, I would appeal to you to consider the energy that vou 
could devote to othei woik if you weie fiee of trehmea] lesponsibihtv T 
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■enjoy the same occupancy right, they can sell the occupancy right. in the 
case of khanis from .Its 5 to Rs. 1,000 or Es. 1,200 per bigha and what-' 
■ever they make they can easily enjoy. Have you investigated the condi- 
■tions in Bengal about land tenure? 

Mr. McDoiigall : No, I saw none of these conditions. 

Mr. Jadu Nath Roy. Your statement that 50 per cent, is realised over 
xent applies then to the Punjab? 

Oh. MuhMar Singh: We have read in the Bengal Committee report 
■that there are 24 intermediaries between the cultivator and the zamindar. 

Mr. Jadu Nath Boy: But the rent paid is the same.' 

Oh. Mukhtar Singh: The}^ can sell their rights. 

Chairman-: 'But not the occupancy tenant’s rights. The Bengal system 
is very complicated. You have first got the zemindars, then the patnidars, 
then the dar- patnidars and so on until you come to the tenant. But the 
tenant has always got the occupancy right and pays the same rent. I 
would advise Mr. Mukhtar Singh to read one of the books on Land Tenure 
in Bengal, it is a most complicated arrangement. As a result of the various 
Tenancy Acts passed, I think I am correct in saying that all of them have 
tnow got occupancy rights. 

Mr. Jadu Na-th Roy: In the case of Madras, I understand they pay 
SO per cent, of the produce for Government land. 
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16th March 1931. 


-MEMOKANDUM ON MARKETING. 

By Mr. A. P. McDougall. 

There is one great problem before India — to increase the prosperity of 
'the iTot. It this can be done then not only ^Adll the economic but rdso 
the social position of the country be revolutionised to the advantage of 
all. There are only two ways — Co-operation (in its broadest aspect) and 
^Marketing. 

In the economics of production a factor known as the law of diminisli- 
-ing returns comes into operation. In many h'ghly developed countries a 
point has been reached when it has become impossible to increase pro- 
•duction except at the sacrifice of profits. Before that stage is arrived at, 
increased jiroduction actually I'educes costs and thereby, increases pro- 
fits. This has been the line followed by most countries. In others, not- 
ably Canada, the grain belts of Amer-ca and Australia, costs of production 
have been reduced by mass production by power machinery with the 
minimum amount of labour employed. To such an extent has this method 
developed that in certain districts of America 600 acres of wheat land 
can be^ cultivated and harvested per man employed. Progress in such 
a way is for many obvious reasons impossible in India. She must advance 
•on the lines of inci'cased production. She has hardly started to do so. 
There is room for vast development before the profits of her cultivators 
•ai’e adversely affected by the law already referred to. 

I'he governing factor in the development of agriculture and trade is 
•demand. India has spent 115 crores of rupees in bringing into cultivation 
23 million acres of in'igated lands. On this land she has established two 
millions of small cultivators. No effort has been made to ensure them 
a market for their output. Their produce has aggravated a disease which 
ifaad already been in existence — ^the congestion of the internal market. , 

E5^:)ts who have settled on the virgin irrigated soils of the Punjab have 
Improved their position. It is to some extent at the expense of their 
fellow ryots who have remained on their old crop weary holdings, on land 
rexhausted by countless generations of cultivators. Even the tillers of 
irrigated lands have not reaped the full advantage of their efforts because 
of the congestion to which reference has been made. In a country like 
India it is the export market which makes the price, not the home. If 
1’>ccause of inferior quality, uncertainty of supplies or lack of uniformity, 
Indian export produce makes less than that of other countries, then the 
price on the home market is correspondingly less. If steps are not taken 
"to organise export in such a way as to meet the modern requirements of 
world trade, then the greater the quantity of produce grown. in the country, 
'the greater will be the internal congestion. This will result in increasing 
the poverty of the ryot, and then the less will not only he and his family 
eat of his own produce, but also the millions of village workers who supply 
'his requirements. The trouble' does not end here, industry which is de- 
ipendent on the prosperity of the rural population — 80 per cent, of the 
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whole — ^will find its market seriously restricted. India is a country of 
thirty-six million homesteads, small in area and therefore, under the- 
existing methods of cultivation, with a small output. No other country, 
with the exception of China is less organised. More than any other 
country does she requhe organised marketing for the following reasons : — 
The diversity of quality and class of produce. Almost every crop in the- 
world is grov/n by her cultivators in relatively speaking, minute quantities. 
The amount of surplus available from each cultivator is tidfling — collective- 
ly it is enormous. The difficulties of successful marketing are added to by 
the rj'ot growing mixed crops such as wheat and barley. In a country 
of such vast extent, long and heavy expenditure on rail teansport charges 
has to be borne by a considerable proportion of the crop. Bulk transport is 
the only possible way to reduce this expenditure. 

Facilities for coU'ection and export have, it is stated by competent 
authorities, actually declined in recent years. The great export firms have, 
for insiance, withdrawn their agencies from many important markets, 
particularly in the Punjab. This is remarkable in a province where such 
intense deVelopment has taken place and where we would have been justi- 
fied in expecting greater activities on the paii, of the large export merchants. 
Mr. Owen Eoberts, a well known exjiert on the marketing of w'heat in the 
Punjab, who has spent considerable amount of time in investigating the- 
position, has made the statement that marketing in that province is simply 
chacdic. We are satisfied from the investigations w’hich w'e have made 
that this' is not an over statement. It has been stated that thei*e is one 
million tons of wheat lying in the Punjab at present, wffiile Calcutta is 
buying Australian wheat. It has been landed even at Karachi — a gilber- 
tian state of affairs. A proposal has been made that the import of wheat 
should be prohibited. This is a lazy man’s remedy, especially in a country 
which normally exports wheat. The only sound remedy is to fight widr 
modern w^eapons — Organised Marketing. 

Even the selling of tea would appear to be most unsatisfactory. The 
President of the Tea Buyers’ Association in a speech made the other day 
referred tc the gloomy outlook in that trade. He blamed the antedeluvian 
methods of selling tea. 

As the organised competition of the rest of the world is increasing,. 
Indian produce is being displaced. Standardisation and organisation are 
now the watchw’’ords in every great country. There is a determined striv- 
ing after efficiency. This is to be found ^vith Canadian, Australian and 
Argentina wheat. Even Eussian wheat is now being sold through one 
organisation. New Zealand and Danish butter has captured the world' 
market because of orgaiiisation in marketing. This also applies to Danish 
bacon. Argentine meat iniles the world market because of organisation. 
South "African, Californian, and Canadian fruit growers are entirely de- 
pendent for their export trade on the efficient methods adopted by these 
respective countries in placing the fruit on the world’s market. To such an 
extent have nations interested themselves in organised marketing that 
in Ireland, Denmark and Holland eggs are now refused an export licence 
unless they secure the Government hall-mark of quality. 

During the last, decade grading in western countries has become almost 
universal for all products. Canada was the first country to standarise- 
grades. For many years her wheat has been sold on the exchanges ofi 



1001 


Winnipeg, Chicago, London, Eottadam and Hamburg to the extent of 
millions of pounds a day on the declared gi’ade quality which is rarely 
challenged. A bushel of wheat has on the exchanges a world market and 
can be transferred as easily from hand to hand as sterling money. Good 
quality Indian wheat is as good ag Canadian. It is hardly necessary tO’ 
ask what its position is in the world’s market. This arises not only from 
the mixturr- of various qualities of wheat but also from varying amounts 
of sand. "We are informed that 5 per cent, and even more is a common 
average.^ No country can afford to pay freight charges on exporting grit. 
In dealing with large quantities of agricultural produce, this in itself 
amounts to a severe handicap. An even greater one is the difficulty of 
ensuring steady and continuous supplies. Wheat, for instance, is of little 
interest to large flour millers unles.s they can be ensured of stated quan- 
tities v/ben required. Milling is now a highly specialised and technical 
trade. The miller sells his flour as the Canadian producer sells his wheat — 
on standard quality. It is only in thig way that the rhiller can retain his 
market. The baker also must Imow exactly what gi’ade of flour he is 
buying. To enable the miller to give this guarantee, the proportions of 
various grades of gi'ain used by him must he definite. Adulteration of 
grain and other produce which is so frequently done by the trader and 
the ryot in their endeavours to increase their meagre profits, merely adds 
to the ultimate difficulty of securing the best price. The ryot and the 
collecting merchant try to deceive each other. The collecting mei’chant 
and the shopkeeper do the same. The shopkeeper in his endeavour to 
secure a profit, adulterates the food which he sells to the consumer. In 
the aggregate the profits of the innumerable number of traders must be 
vert great. Individual profits are small as they always are where there 
is a teeming population as in India. The fisht for a bare livelihood v/ill 
always bring forward sufficient competition to secure to the ryot a price 
that will leave the country trader with a verv small margin. It is not 
the excess profits of the traders that the rvot has, to complain of -or suffers 
from, it is the hopeless inefficiency of the whole system. 

Dui'ing the course of the discussion at the meetings of 'the Central 
Banking Enquiry Committee, the decline of the Indigenous Banker has 
been referred to. Competition from the Imperial Bank, the big Exchange 
Banks and the Joint Stock Banks has been stated ag the reason. 

The decline of the Bill Market has also received attention. The reason 
given has been — 1. Stamp Duties. — 2 . Cash Credits. The Bill Market can 
only operate successfully if there is a free scale of goods. AVhen goods- 
become sticky and difficult to clear, bills become dangerous. Careful oon- 
sideratiou should be given to this phase of the problem. In our opinion, 
the decline of the IndigeJious Banker and of the intei’ual financial orur.ni- 
sation of the country is partly due to antiquated methods of markeling. 
The Indian merchant operating on an internal market congested with 
-- goods which do not meet a ready export scale is a bad bank client. The 
banker, the merchant and the ryot all suffer. As the position of the- 
latter (80 per cent, of the population) becomes more difficult it reacts 
on the trade of the country. It is only b-^r the ryot manufacturing goods 
for which he finds a speedy and profitable sale that the real wealth of the 
country can be increased. The troubles of the Indigenous Banker and- 
the ryot arise, to some extent, from the same cause — ^marketing in which 
there has been no change for countless years. 
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Internal congestion not only disorganises the money market, it results 
In what must collectively be an enoimous loss in the actual waste of 
produce. The holding up of goods in small parcels, even under the best 
-conditions of storage, ]-esults in serious loss. It takes place in .the wheat 
•stack of the ryot, in his store and in the pit or store of the small trader 
who collects the produce. Every hold up along the line of distribution 
means waste of time, waste of credit, increased transport and storage 

• costs. Even in England where wheat is stored on farms unthreshed in t 
large ricks, the wastage between the months of September and May has 
I'jien estimated at 5 ]3er cent. ; it must be much greater under conditions 

■such as exist in India. I suggest that, if the loss from this cause alone 
-could be estimated, it would shock the Nation, 

Until India can improve her position on the world's market, she. must 
remain a poor country and banking can never make real progress. Banking 
follows trade, it does not lead trade. Banking develops as the country 
■ does. It cannot be made without trade. Trade cannot be made without 
.goods. Goods are worthless imless they secure a market. During a boom 
period antiquated methods of production and sale may suffice — goods of 
whatever quality will find a market at some price. In times of depression 
it is a hopeless task for the merchant to sell inferior ungi-aded goods on the 
world’s market at anything like a reasonable price. 

Dr. Trip in his memorandum on the Money-Market has i)ointed out 
how a well-developed system of warehouses could assist the credit posi- 
tion of tbe country. They would not only expand credit. They would be 

• of enormous assistance in the re’organisation of marketing. These ware- 
houses M'ouid form the nucleus for the cenUalisaiion of j^roduce. If they 
are to be made use of then there must be some authority to organise the 
trade. The experience which the Punjab Government has had in erecting 
a wheat elevator is a sufficient proof that to do so without the co-operation 

-of the various interests will merely result in the building? of stores through- 
-out the country which wiU never be made use of. Not the least import- 
ant of the many duties of the Marketing Board which we propose should 
be established woulfi be to pull the various interests together for this 
purpo.se. 

The establishment of co-operative marketing will in such a country 
as India, be slow. It will, however, be one of the duties of the Marketing 
Board, in consultation with the co-operative authorities, to assist and 
-support the promotion of co-operative marketing. It is more neces- 
■■sary in a country of small holders than it is where farms are large. The 
smaller a consignment for sale, the more hands does it have to pass 
through before it meets the export trader or the large wholesale merchant 
and the greater is the loss to the ryot. He must be persuaded to centralise 
his produce. There is only^ one way in which this can be done — to prove 
to him that when he does so he is going to meet a better market for his 
goods. If co-operative marketing can be established another great advant- 
a,ge will result. It will enable the produce of the country to be used 
as security for the provision of cheap credits. 

In oTie of the Provincial Committee’s Deports it is suggested that a 
klarketing , Officer should be appointed under the Begistrar. This sugges- 
tion is only trifling with a part of the economic stinicture which is 
of supreme and vital importance. The , only attempt which , is 
being made at the present moment by Co-operative Societies in the 
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jnarketing line is to establisli Commissioa Shops in the local market. These 
shops act as agents for their members. They sell in the local market, 
under exactly the same conditions as other traders. The Management is 
not more efficient. It is indeed perhaps inferior. It is claimed that by 
this means a cultivator may save half a rupee per maund in commission. 
This may be of some benefit, but it only touches the very fringe of this 
.great problem. The congestion of the internal market is left exactly as 
it was. During our tour throughout India we saw two co-operative market- 
ing agencies. One of these was in Madras, it is called the “Triplioane Co- 
-operative Society”. This is a small trading Society buying from farmers 
oi' in the wholesale market and selling to consumers The Management 
iniormed us that they find great difficulty in making progress owing to 
the impossibility of securing adequate commission on the sales. The 
Managing Director of the Society stated that profits were exceedingly low, 
the average in the retail trade being 6 per cent. If these figures are correct, 
then the costs of local distribution under existing organisation are low. It 
i^ difficult for any retail co-operative society to make progress under such 
conditions. The other organisation which we saw in operation was a Com- 
mission Shop in the Punjab near Lyallpur. The Management in the latter 
■case was inefficient, Book-keeping was elementary and there was difficulty 
in explaining the book debts. For the size of the business they were ex- 
■cessive. Co-operative Marketing is not worth doing if existing methods 
•cannot be improved on. If it is to be of any real assistance to producers 
in India, then the wliole pi'oblem must be tackled on entirely different lines, 
irhe co-operative movement throughout India has no clear line of advance. 
It is uncertain as to its future procedure with regard to marketing because 
it has no clear understanding of the goal to be aimed at ; there is only one — 
•clearing the line of surplus goods. 

At Eothamstead Experimental Farm in England there is one plot of 
laud which has been devoted to continuous wheat production for about 
lialf a century. No manures of any kind are apifiied. The yearly output 
has become static at about 12 busiiels or 750 lbs. per acre. The impres- 
sicn is that production at this rate can go on indefinitely. The land is 
’by no means naturally rich. If Indian production was raised even to 
•this level the increased revenue would, in terms of wheat, be £112,131,000 
per year or 168 crores of rupees. If increased production in more valuable 
•commodities were considered, then the increased wealth would be much 
greater. By improving the cultivation and qualities of cotton and sugar 
ca nc, the increase per acre would be distmctly greater. The possibilities 
■of increasing the production of sugar are almost illimitable. At the present 
moment spasmodic efforts are being made to establish mills in vai’ious 
qiarts of the country, but no co-ordinated and organised effort is being 
made. There is another form of production for which the soil and climate 
of India are particularly suited — ^fruit — there does not appear to be a 
single fruit which India cannot produce with gi’eat perfection. Many large 
tracts Df the foot hills of the Himalayas are, we are informed, ideally 
adapted for the cultivation of the more temperate fruits. The warmer 
regions are equally well suited for tropical fruits including mangoes. Cali- 
fornia by organised marketing has brought vast wealth to her state. In 
1877 one car load of citrus fruit was shipped from that state, now ap- 
lU’Oximately 60,000 car loads are being shipped annually. Other classes 
of fruit have made similar progress. The value of the citrus fruit 
■exported now amounts to 80 million dollars per year. The value’ 
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of the timber requii’ed for packing boxes is 6 million dollars — an industry 
in itself. This would have been utterly impossible but for organised 
marketing. Experts inform us that the soils and climate of many parts 
of the irrigated tracts of- India are comparable to California for fruit pro- 
duction. More revenue per acre can be derived from fruit than from any, 
other class of food stuffs. It is only by concentrated effort through bulk 
marketing and standardisation of the product that Canada and South 
Africa have also succeeded in capturing theh share of the world’s market. 
In this one line of produce alone a very large increase could be made in 
the agricultm-al wealth in India. Even in England where considerable 
attention has been given to fruit culture in recent years, in certain dis- 
tricts specially adapted for fruit, the value of the land has increased' 
from £20 per acre to £100 per aci-e; the gross receipts have also increased 
from £8 or £10 per acre to £100 per acre. In some cases this figure- 
has been considerably exceeded. 

All these jjossibilities are open to India, but it is only by concentrated 
eff'ert that those vast avenues of wealth will be made available. Mon^y 
as is wall known to the Banking Committee breeds money. There is no 
single reform that is more hkely to revolutionise the economic situation in. 
India than by increasing the products to be derived from the soil and 
thereby increasing the wealth of 300,000,000 people. It is one of the 
greatest economic problems in the world. There must be no shirking, 
resiionsibility, however great the task. 

It may be said that the organisation of fruit cultivation in India is- 
purely agricultural. To produce fruit or any other commodity before the 
market is assured will merely result in the fruit rotting on the trees as, 
I am informed, it has done in the northern Punjab for the last 2 or 3 
years. Fruit growing countries have been compelled not only to effect 
organised marketing but also to establish canning factories to make use 
of surplus crops. Califoinia is supplying the world. Why should India- 
not have her share? 

The question of organised marketing is of greater national importance- 
than that of Eural Credits. To sujjply credit requirements of the ryot is- 
important, but as we have pointed out m a previous memorandum it is 
not so much so as it is to cure the diseases from which the indebtedness- 
arises. One of those is the low average production of the cultivator. Pro- 
duction can never be stimulated until the ryot can secure a free and sure' 
flow for his surplus produce to the world’s market. It is only bj’’ the 
development of the external trade of India that she will ever take her 
place in the world of trade and commerce, which her vast wealth in land, 
population and climate would justify. Her agricultural possibilities, under 
a proper organisation, are amongst the richest in the world. Her re- 
sources at the present moment are only being scratched. 

Indian handicraft for which the country is pre-eminently framed would 
derive great benefit from a Marketing Board. If advantage were taken of 
the world demand for the innumerable articles which her workers produce, 
the output could be greatly increased. There should be an Agent and 
Show Boom in every great capital in the world. It would be the duty 
■pf a .Marketing Board to organise the various handicrafts in such a way 
its would enable the trades ultimately to bear the hecessarv expenditure^ 
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A small levy on the goods sold could be an-anged for. German cottage 
Industries are organised into guilds for this purpose aud through them 
■their manufactured goods are marketed with great etliciencv and with 
.great benefit to the members. Indian workers are amongst the'^most skilful 
in the world. The possibilities of improving their position by this means 
alone are illimitable but it is necessary that some authority should bo 
responsible for organising the crafts. 

1 shall not attempt with the exception of jute to make detailed sug* 
.gestions as to what procedure should be adoirtcd for the various com- 
.modities which India produces. This can only be done after a most i-ari'- 
iul arid detailed investigation and in consultation aud close co-oper.aliou 
with all the interests involved. There is onU- one way by which it can 
.be accomplished — by the establishment of a Central IMarkcting Board 
under a reconstructed Ministry of Agriculture. We suggest that this 
ministry is the proper authority because it is agiacultural and rural pro- 
eduction for which organisation is most required. In order to co-ordinate 
the interests of the Provinces, the Board should consist of one representa- 
tive from each. The chairman should bo executive officer appointed by the 
Centi’al Government. It is essential that ho should understand umdern 
Trade and marketing requirements. Sub-Committees representing the 
•various interests would be appointed by the marketing department and 
would act in an advisory capacity. The marketing of every class of product 
would have to be carefully investigated. The Board would 
require an adequate staff, with possibly a branch in each jirovinee, 
at the head of which would be an assistant working with local committees. 
It shall be one of the main duties of the Board to make a siu'vey of the 
conditions which govern the sales of the I'arions pioducTs, from the r;<'{ 
to the final market. Present costs of distribution will have to be Icnowu 
and the possibilities of not only improving existing methods but of dis- 
covering new markets must be .gone carefully int-o. Each class of product 
wall have to be taken separately. The problems affecting grain are, for 
instance, entirely different from cotton. Even the various classes of grain 
may have to he considered separately. To secure a speedy sale for wheat 
from the producing areas to the consumers will require special considera- 
tion as compared with barley and maize. A start has already been made in 
the Bombay Presidency and to a lesser degree in the Punjab with cotton. 
It should be the aim of the Central Marketing Board to secure in evety 
Province the standardisation of cotton on such a basis as w’ould enable it 
to be sold to manufacturers on its grade mark as Canadian wheat is. The 
ultimate goal should be the development of co-operative marketing in such 
a -way as to enable cotton gi’owers through sales associations to conduct this 
business on their O'vm behalf. Growers of tea in India. Cej'lon, Sumatra 
and Java have within the last year arranged for a limitation of their output 
in the hope that this will enable them to secure, better prices. We suggest 
that the attempt is foredoomed to failure unless growers are also prepared to 
organise the marketing of their product. Oilseeds, tobacco, fruit, tea. 
sugar, wool, and hide, all these and many others will only yield to troat- 
-ment after close investigations and determined efforts are made by a 
Marketing Board. 

These are onlv a few of the many tasks which it will he the duty of 
-the Board to undertake. 
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Proposed Jute Control Corporation. 

In recent years attempts have been made to control the price of rubber,, 
coffee and wheat by different methods. All have failed for reasons which- 
are well known. 

Jute is the only crop of any magnitude which under existing conditions,, 
lends itself to such a form of control as would ensure a stabilised price to- 
the grower. Many Indian economists have pointed out that it is a mono- 
poly and that therefore it should be possible to secure to the producer a 
paying price. If it is a monoply to India, then this ought to be possible. 
There is reason to believe that it is. Attempts have already been made in 
Java to establish the crop there, and also in Aunerica and West Africa,, 
but they have failed. It would be difficult to imagine a more .suitable 
country than Java — the climate and soil in parts not dis-similar and cheap 
labour, in any case it is not grown in any other part of the world, though 
it has in the past been a paying crop of great value. There is, therefore- 
justification for believing that so far as the producer is concerned it is a 
monopoly crop, as long as the price is not raised unduly. 

There is also some ground for suggesting that the manufactured article 
has to a considerable degree a monopoly. There are only, two products in 
competition with it — hemi) and paper. The former costs several times more 
and is too expensive to enter into competition with the ordinary jute pro- 
duct. Paper, up to the present, is only in competition with jute for 
cement bags, and the demand for jute would only be endangered if mono- 
poly powers were used to raise the price unjustifiably beyond an economic 
figure. But it is no less possible that a well equipped research association 
could discover other purposes, as yet unknown, for which jute could be 
used. 

It is possible with jute to regulate production. Further, aU exports can- 
be cleared through two ports — Calcutta and Chittagong. 

To enable control to be effective, it would be necessary to take the 
following steps; — 

(1) A jute Corporation shall be established, with powers to fix 
prices for the raw material, to eliminate unnecessary cost of 
distribution, to control output and, if necessary, to undertake 
distribution and effect aff payments. The capital of the 
Corporation shall be held by the Provincial Governments in 
jute growing areas m proportion to the average areas grown. 
The management shall be vested in a directorate representing 
the various interests involved. The constitution of the 
Directorate shall be as follows: — 

1. Overseas manufacturers — ^Two representatives for Europe. One 

representative for America. 

2. Indian Jute Mills’ Association — ^Two representatives. 

3. Calcutta Baled Jute Association — One representative. 

4. Calcutta Jute Shippers’ Association — One representative. 

5. Calcutta Jute Dealers’ Association — Two representatives. 

6. Bengal Jute Association — One representative. 

7. Directors of Agriculture to represent the cultivator — ^Five re- 

presentatives. 
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8. Eepresentative of Banking interests — One. 

Pull executive i30wers stall be vested in the Directorate. 

Note. The interests of the producer will be fully safeguarded bv^ 
the Government bolding the entire capital of the Corpora- 
tion and having the power to dissolve the Corporation iii’ 
the event of monopoly powers being used adversely. 

Pi-ices shall be fixed in advance in consultation with the various in- 
terests involved. Manufacturers and export balers (on behalf of their 
clients) shall be bound to purchase all their requirements through the, 
Corporation at the stated price. 

The Corporation shall be responsible for all surplus jute and shall with- 
liold same from the market unless for purpose which shall not be in com- - 
petition with the manufactured jute fabric. 

Producers shall be fonned into local associations, which shall be co- 
operative societies and subject to the rules and regulations of such. They 
shall be responsible for tbe collection and transport of supplies to local' 
depots. Thu collecting associations shall also be responsible for distribut- 
ing all payments to their members. 

At each local depot the representative appointed by the local associa- 
tion shall take over the jute by weight from the members. It shall then 
be handed over by him to the bepari. Each lot to be moved and kept 
separate. The bepari shall be responsible for delivery to the Central 
Depot as taken over by him. Each individual parcel shall be reweighed 
and priced under the existing system. The final price to the grower shall' 
then be determined and credited to his account. 

Payment of 75 per cent, of the price fixed by the Corporation shall be 
made to the association on deliveiy and weighment of the jute to the 
local depot. The balance shall be paid when taken over by the central 
depot purchasers after assortment. 

Each association shall keep an exact record of output of all members - 
and of the acreage of their holding. They shall emplov a competent 
manager. The records of the associations shall be regularly inspected by 
officials of the Corporation. The Corporation shall have powers to settle 
all disputes. The association shall limit or increase the output of each 
member pro rata according to the requirements of the Corporation. 

Each consignment received by the association from its members shall 
be weighed and marked at the point of collection. 

It would be advisable ^o use the existing channels of trade, as the- 
agents of the Corporation on a commission basis, agreements being entered 
into for stated periods. 

After the raw material is in store it is a matter of ordinary business 
routine to supply, by whatever channels are decided on, the requirements 
of manufacturers throughout the world. Existing storage capacity shall 
be made use of. It may be found necessary to erect extra accommodation 
for the handling of suiphis jute. Manufacturers will have nothing tO' 
gain by refusing to take their year’s supply, to the limit of their storage 
capacity, whenever the material can’ be despatched to them. 

Manufacturers shall notify the Coi’poration of their requirements at 
the beginning of each season, and shall be bound to take the amount 
specified. The difficulty of financing the season’s requirements by the 
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'Corporation would largely disappear. Jute at fixed prices would then be 
•recognised as a safe security. The banks as at present could hold a hen 
-on the goods. The banker and the manufacturer should therefore welcome 
the proposal of fixing prices, as it relieves them both of great uncertainty. 
Manufacturers, having been relieved of existing speculative risks in pur- 
chasing their raw material, would be in a position to devote all their 
■energies to improving their technical and sales ox'ganisations and to reduc- 
ing their costs of production. It is well known that tlie speculative risks 
of purchasing requirements of raw material are a distinct handicap to 
manufacturers. The retail price of the manufactured article would not be 
influenced to any appreciable extent by the difference of say four rupees 
per maund on the raw material. 

It is not inconceivable lhaf under proper organisation material reduc- 
tions could not be made in the cost of distribution. 

The yield of jute in Bengal in I928-2P was 43,000,000 maunds and its 
value at 9 rupees was £29,000,000. In 3930 the average price was about 
Bs. 4-4-0 landed Calcutta. It has been calculated that the cost of dis- 
tribution is Rs. 2-8-0 per maxmd, apart from speculation and profits. One 
rupee per maund means £3,250,000. It is unnecessary at this stage to 
enter into further details with regard to the distributing C'rganisation which 
should be set up. It is merely a matter of sound business oi*ganisation and 
efficient accounting. The magnitude of the control need not prejudice the 
proposal. 

> 

The greatest difficulty will be found in the control of the crop output, 
but it is by no means insuperable. The allocation can be based on the 
previous output of the rs'ot. Restriction is no hardship where land can 
be used for growing other crops. Where other ci-ops cannot be grown on, 
the ryot can leave a small proportion of his land fallow. A certain income 
from jute is of much gi'eater value to him. Legislation would be neces- 
sary. Powei's would be required eten to the extent of refusing to allow 
any but recognised grower's to cultivate the crop. 

Surplus in any given year of 50 per cent, need be no serious handicap. 
A considerable carry-over is indeed necessary and is doubtless the ordinary 
practice of the trade Gladstone once said that “Faint heartedne':s was 
the master vice of the politician”. If it can be proved that the economic 
difficulties ar'e not insuperable, then the benefits of such a scheme to the 
Indian ryot, and perhaus to ^he world, are such that however great the 
administrative difficulties, it should be put in operation. 

The existing meilwds of dislribution are; — 

1. The cultivator. 

2. The Paida and Bepari. 

3. Merchants (Marw''aris and European). 

4. Mills, balers and shippers. 

There are only three grades — 

1. Standard (1st quality). 

2. Lightning (2nd qualify). 

3. Hearts (3rd quality). 
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'The variation in price is approximately as follows: — 

^■\Tlen first — ^Es. 30 per baie. 

2nd — ^Rs. 27 — 21 jQ per bale. 

3rd — Es. 23 — 24: per bale. 

The greatest difficulty in establishing a successful jute control wfil 
-probably arise from the taking over of existing stocks apart from the 
.^'owing croiJ of the ryot. The whole position must be carefuITy 

investigated and a decision arrived at as to whether it would be sufficient 
to leave them for disposal through the ordinary channels of trade. Ji 
-control is confined to the crop m the hands of the cultivator then there 
will be considerable speculation in the stocks held by the merchants and 
traders. If the present level of prices is taken at four rupees per maund, 
-merchants would hold up the stocks against the price that is fixed for 
•control. They would receive a gratuitous profit of — say Es. 4 — ^per maund 
if the price was fixed at Es. 8. This would result in many millions of 
pounds being made by the merchants without any risk to themselves. 
Moreover, the merchant in holding up the stocks for a rise would dis- 
organise the demand through control. 

It may, therefore, be necessary to take over existing stocks. It has been 
suggested that in order to overcome the difficulty of the manufacturer 
having made forward sales contracts — ^that he should be allowed a six 
months’ supply of jute. In the event of any manufacturer having any 
more jute in stock, this surplus should be taken over by the Corporation. 
In the event of any manufacturer having less than a six months’ supply 
in hand, he would be given the balance at the price of jute as taken over 
hy the Corporation from the merchants. Manufacturers who refuse to 
hand over any quantity beyond a six months’ supply would be informed 
that if they refuse to do so, control prices would be raised against them 
to the extent of one to two rupees per maund. A fair profit would be 
allowed to the merchants on the stocks in their hands, and all stocks would 
have to be declared. 

It has been suggested that the farias and the beparts would withhold 
•stocks of jute in their hands to hand over to the Corporation in the follow- 
ing year’s crop at enhanced prices. It may be that a comparatively small 
percentage of jute could be manipulated in this way, but all traders will 
he licensed and the Corporation will have power to cancel the licence of 
an}^ merchant or trader who does not comply with the requirements of 
the Corporation. Earias and heparis must also declare their stocks. In 
the event any bepari endeavouring to manipulate his supplies, his 
licence would be withdrawn. The right to withdraw licence gives the 
Corporation great powers. It would mean that in future the bepari would 
he out of business. The stocks in the hands of the bepari which could not 
he traced would amount to a very small percentage of the whole. As the 
Corporation will make a considerable profit on jute taken over, the financial 
stability of the Corporation would not he affected hy a comparatively small 
.proportion of illicit stocks having to be taken over in the following year’s 
crops. We are informed on good authority that old jute can be spotted 
■with comparative ease, if so, farias and bepans.will run great risks. They 
-will probably find that it is not worth their while. 

Payments to the cultivator will he made in the follovdng way. Associa- 
-tions as we have already suggested will be established to which will be 
1 voi|iv > 3 p 
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attached groups of villages. One cultivator from each village shall ba- 
appointed to the Committee of Management. A Secretary Manager shall’* 
be elected by them and shall be their paid servant. He shall be responsible- 
for keeping all books and transacting all correspondence between the Cor- 
poration and the society; he shall be responsible for organising the collec- 
tion of jufce on given days. He shall also be responsible for supeiwising- 
the area of jute grown according to the requhements of the Corporation, 
Each member of the Committee shall in his ovm village assist in arranging: 
the allocation in the village. 

When a crop is ready for delivery, the Corporation will fix three collect- 
ing days during the season for each association, the jute will he taken by 
the cultivators to the appointed depot. It shall be weighed in the presence- 
of the Manager and at least one of his Committee and the he-pan or faria, 
whose business it will be to convey the jute to a central depot. Each' 
consignment as weighed will be labelled with the name of the grower. The 
weight shall be invoiced in the books in the ordinary way. A servant of 
the Corporation or preferably of the bank will attend each collection "with* 
cash in hand. As each lot of jute is weighed and taken delivery of, the 
grower shall receive a cash payment of 75 per cent, of the fixed price. 

The bepari shall be responsible for delivering the jute as taken over by 
him to the central store. A responsible official of the Corporation shall' 
then re-weigh each consignment and price it for quality according to trade- 
custom. The remaining percentage due to the cultivator shall be paid to- 
him on the next day of collection. At the end of the season any balance- 
due to the cultivator for his last consignment shall be sent to the Com- 
mittee of Management of his association for distribution amongst the- 
members. 

It has been suggested that this method is not possible in practice be- 
cause of the magnitude of the task involved. We shall examine it in- 
detail. 

In the 1921 census the number of population supported by jute agricul- 
ture is given at 4’ 2 millions. Eor the purpose of calculation let ug assirme 
that ^ of that number are cultivators; this gives us one million. Let us 
make a further assumption that there is an average of 20 cultivators in 
each village (the average number we are informed on good authority is- 
considerably more) and that thet average number of villages which could be 
formed into a jute collecting depot would be 20, we have therefore to deal 
with 50,000 ■villages and 2,500 selling associations. All owing for 3 collections- 
and 3 bank, assistants at each collection to do the necessary book-keeping 
and effect payment, a staff of five or six hundred would be ample. I am 
informed on the best of authority that the banks could provide this staff' 
with ease and that insurance of the money in transit could be effected at' 
a rate of 3/32 per cent. — a trifling charge. 

Apart from aU other considerations, any scheme that would enable the 
cultivator to handle the actual money which his produce realises, is deserv- 
ing of the most serious consideration by all who are interested in his wel- 
fare. Credit Co-operative Societies might eventually take over the work’ 
of payment, but this would take some years; the actual collecting associa- 
tions would be run as co-operative societies though- formed compulsorily, 
but in the initial stages it would be advisable to pay over the monies- 
direct to the cultivator as suggested. 
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Chairman: We will take now for discussion Mr. McDougall’s paper on 
Proposed Jute Control Association” in consultation with Diwan Bahaduir 
Sir T. "V^ijiaraghavacliariar wlio lias been kind enougb. to be witb. us again 
today. Apparently Mr. klcDougall is following tbe American maxim ‘‘tO' 
grow less and make more,” bere as weU. 

Mr. Bumdas Pantulu: First of aU I want to know wbetber Mr. McDoug^all' 
bas read my second note on Marketing wbicb is more important and where 
I have given extracts from tbe “Businessmen’s Commission Eeport”. I 
have also added a note on Agricultural economics by Mr. O’Brien. They 
have in America also created an association called tbe Stabilization Corpora- 
tion where businessmen, producers, and all other varied interests have got 
representation. I would first of all like to make a general observation on. 
the scheme which is embodied in the appendix to my note. 

Mr. McDougaV : With regard to these extracts I am in entire agreement 
with the economic principles outlined there. They have very concisely and 
very clearly outlined the views that I myself have been thinking for many 
3'^ears. 

Mr. Bamdas Pantulu: In your scheme I find that you recommend the 
representation of producers by the Director of Agriculture. 

Mr. McDougall : That I consider to be only a matter of detail. My 
knowledge of the actual conditions prevailing in the Bengal Presidency was 
not sufiicient to enable me to see how the producer is going to have repre- 
sentation. That was merely a suggestion thrown out. If a better method 
of representation for the cultivator can be suggested then I have no objeo- 
tion. 

Mr. Bamdas Pantulu: I suppose you have agreed with me that in a com- 
bination of business interests representation for tbe producer is an essential 
^ feature in order to safeguard his interests. Otherwise the idea in your mind 
for getting the producers effective prices will not bear fruit. 

Mr. McDougall: Yes. I would prefer details to be worked out later. 

Mr. Bamdas Pantulu: Now with regard to the financial implications of 
your scheme. At present a good portion of the finance comes from the 
.middlemen, hepari, the big merchant and so on until the goods reach the 
manufacturing mills or export houses. It is estimated that Es. 2 to per 
maund are absorbed by the middlemen out of the prices which the manu- 
facturing mills or the export houses pay for the jute. Therefore, the pro- 
ducers get something which represents Es. 2 to 2J less than the price which 
the consumer pays. 

Mr. Kh'aitan: I question that statement of yours. I do not think it is a 
correct state of affairs. May I know where from you got that information? 

Mr. Bamdas Pantuki: I saw it from a speech made by Mr. Nalini Eanjan 
Sarker in Bengal. "Something to that effect can also be found in Mr. 
klcDougall’s paper itself. If my statement is not coivect, you may correct 
the same later. (To Mr. McDougall) — May I know how you e^eet this 
Corporation to be set up? The value of the produce is estimated at Es. 30 
to Es. 40 crores. That being so the Corporation will require a very large 
amount of working capital and a good share capital too. I notice in one 
part of your paper there is an indication that the whole capital should be 
given by the Government. 
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Mr. McDougall: I have indicated that the financing will be done by the 
commercial banks. 

Mr. Bamdas Pantulu: You have said in your paper that "The interests 
of the producer will be fully safeguarded by the Government holding the 
entire capital of the Corporation and having the power to dissolve the Cor- 
poration in the event of monopoly powers being used adversely”. 

Mr. McDougall: I refer to the Share capital. 

Mr. Bamdas Pantulu: You, therefore, expect the working capital to be- 
provided by the commercial banks? 

Mr. McDougall: Yes. 

Mr. Bamdas Pantulu: You know the commercial banks will not ad- 
vance any money unless on the security of the produce kept in the ware- 
houses. 

Mr. McDougall: I am not quite sure about that. Here you have a com- 
plete monopoly for jute? The beparis will have to be licensed. It may be 
we may h-ive to ask for some guarantee from them. 

Mr. Bamdas Pantulu: You pi-opose to retain some of these middlemen. 

Mr. McDougall: Yes. 

Mr. Bamdas Pantulu: Have you gone into the details of calculations, 
etc., with regard to the amount used up by these middlemen which ulti- 
mately is charged against the producer? 

Mr. McDougall: I have had absolutely no opportunity of going *nio 
details of that kind but I am quite certain that the costs will be less than 
at present because the hepari is now spending his time in going round col- 
lecting innumerable small quantities and parcels of jute, and this accounts 
for his enhanced cost at present. Under this scheme he will get his boat- 
loads without much difficulty and the cost of collection and distribution 
will be lessened. There should be no doubt about that — 

Mr. Bamdas Pantulu: With regard to the Producers' associations, could 
yon give us a little more idea about it and let us know whether you contem- 
plate them to be constituted on the lines of the Producers’ Associations in 
Canada, the Pruit Growers’ Associations in California and so on? 

Mr. McDougall: Very much on these lines. These co-operative organisa- 
tions under their own management, 

Mr. Bamdas Pantulu: Who compose the collection organisation? The 
producers, 

Mr. Bamdas Pantulu: And the local depots? 

Mr. McDougall: They are places where the beparis will take their jute. 

Mr. Bamdas Pantulu : Therefore, the local depots are the branches of the 
■Corporation? 

Mr. McDougall: That is so. 

Mr. Bamdas Pantulu : .Yon say "Producers shall be formed into local 
dissociations, which shall be co-operative societies and subject to the rules 
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and regulations of such. They shall be responsible for the collection and 
transport of supplies to local depots. The collecting associations shall also 
be_ responsible for disti-ibution and payments to their members”. Therefore, 
is it your point that the local depots are outside the local associations? 

Mr. McBougall: No. I am sorry if there is a misunderstanding or if I 
have not made myself quite clear. 

Chairman: I want to understand the position clearly. The local depot 
is the depot of the local association and the cultivator takes his jute to the 
local depot and then transfers it to the Central Depot. Is that so? 

Mr. McBougall: Yes. 

Chairman : The bepari is responsible for delivering the jute at the Central 
Depot. The producer brings his produce to the local depot. Is that the 
position? 

Mr. McBougall: That is so. 

Mr. Bamdas Pantulu: Am there more depots than associations? 

Mr. McBougall: The local association and the local depot are one and 
the same. 

Mr. Bamdas Pantulu: Therefore, if you say the depot of the local associa- 
tion, that would be more correct and explicit. 

Mr. McBougall: That is so. 

Mr. Bamdas Pantuhi: Then later on you say “Payment of 75 per cent, 
of the price fixed by the Corporation shall be made to the association on 
delivery and weighment of the jute to the local depot”. That payment will 
be made by the Corporation. Is that so? 

Mr. McBougall: Yes. 

Mr. Bamdas Pantulu: Through what agency will the local depot be in 
touch to make money available? 

Mr. McBougall: Through the agency of banks. The managers of these 
local depots will have to be in communication with the Corporation. 

Mr. Bamdas Pantulu : And, therefore, how will you put these people in 
touch with the Corporation — through what agency? I suppose there will he 
hundreds of associations? 

Mr. McBougall: There will be hundreds of them. I understand there are 
about 2,500 of them. 

Mr. Bamdas Pantulu: Therefore, if there are hundreds of them, what 
organisation will you have for the local depots getting their payments as soon 
as the goods are Wught? 

Mr. McBougall: In the first instance, the corporation must have some 
agencies down in these districts in more direct touch with the carriers and 
the managers of these associations. In my opinion it is quite impossible to 
transact the whole thing from the central office in Calcutta. You require 
sub-agencies attached to the big godowns or wherever you collect jute and 
these, at the direction of the Corporation, will be in constant touch with 
your managers, making all the aiTangements necessai’y. So far as the actual 
payment is concerned, I should very much prefer to use the staff of the 
banks. The banks would, at flie instance of the district managers of the 
Corporation, make the necessary arrangements to take the money to the 
collecting centres and hand it over to the local association. 
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Mr. Ramdas Pantulu: So a cheque upon the bank by the Corporation will 
he cashed by the local association by some convenient means and the money, 
brought to the local association, and the local association which is composed 
of numerous producers would distribute the money among the producers. 

Mr. McDougall: There dte many ways of doing it, I do not want my 
memo, to be taken as the last word. On the contrary, I shall be surprised 
if you accept the proposal if you will not have to make changes in the orga- 
nisation as outlined by me. I am not very sure that the corporation will 
not be w'ell advised to divest themselves of the responsibility for making 
these actual payments. That might he done better by the bank staff. If 
the corporation employs a sufficient number of men to do it at a given period 
of the year, it wall require, as I have indicated, some 500 or 600 men. I do 
not see very well wffiat these men are going to do during the rest of the 
season, whereas it is not inconceivable that the banks might be able to so 
arrange their staff that they can supply men for this purpose, and men 
who are accustomed to handle money. It is the bank’s money and I am 
quite sure it is safer to leave it in the hands of the banks. 

Chairman: I want to understand the position a little more. The central 
corporation is ultimately responsible for the financial part of the scheme. 
The producer brings his produce into the local depot. '^Taat happens there- 
after? 75 per cent, of the money has thereafter, according to your scheme*,^ 
to be handed over to the local association for distribution among the indivi- 
dual producers. It is that stage that I want to develop a little more. After 
jute has been brought into the local depot and apparently until the cor- 
poration authorises somebody (it may be the bank) to make the 75 per cent, 
pajunent, what will happen and how is the corporation going to fimction pro - 
perly and efficiently in the matter? The member in charge of the local depot 
can produce a statement indicating that so much jute has come into the 
local depot. Do you contemplate that as soon as that statement is passed 
on to the central corporation, the corporation wiU authorize a bank to make 
the pajunent to the local association without in any way satisfying itself 
whether the facts stated by the local association are correct or not? 

Mr. McDougall: It will work in this way : the corporation wdU be in touch 
with the local manager. He wiU forward to the local depot of the corpora 
tion a statement of the probable supply of jute. 

Chairman: You said that the local depot was the depot of the association*.' 
is it the depot of the association or of the corporation? 

Mr. McDougall: The local depot is the depot of the producers’ associa- 
tion? 

Chairman: Then w^e come to central depots. As I understand your 
•scheme, the hepari transports the jute from the local depot of the association 
to the central depot of the corporation.’ Am I correct? 

Mr. McDougall : The hepari collects the jute from the producer's depot 
and takes it to the first depot of the corporation. 

Chairman: That you call the central depot? 

Mr. McDoxigall : Yes. 

O/iflirrnaTz..- Therefore, the first stage is the local depot of the association 
to w'hich jute is brought by the producers; the' next stage is the central depot 
-of the corporation to wffiich jute is brought by the hepari from the local 
■depot. 
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. 'Mr. McDougall: Yes. ^ 

Qhairman: Let us now come to the payment part. There is a local 
^manager of the association in charge of the local depot? 

Mr. McDougall: That is so. 

Gliaiyman: Is it part of your scheme that the local manager, as soon as 
he receives a consignment of jute from the producers, sends a statement? 

Mr. McDougall: No; the local manager on consultation with the district 
representatives of the corporation will fix a certain day for the collection of 
jute at the local producers’ centre. The jute will be taken there by the 
producers and handed over to the hepari whose duty it will be to take it 
away from there. Immediately it is weighed and handed over, the bank 
representatives will be there. The money will be handed over to the pro- 
'•ducers when the produce is taken over by the bepari. 

Chairman-: Therefore, there will be no payment imtil the stuff is taken 

• over b3^ the bepari. 

Mr. McDougall: But the two things will coincide. As the stuff is 
weighed, the bepari takes it, then it is booked and the money is handed over. 
■'On the other hand, I can visualise the development of that scheme as time 
.-goes on. 

Chairman: I thought you contemplated two weighments. You say — 

‘■‘At e'aeh local depot “tke representative appointed by the local asso- 
ciation shall take over the jute by weight from the members.” 

That I take it is the first weighment. Then in the same paragraph you 
■say ‘‘each individual parcel shall be reweighed and priced under the existing 
--system.” 

Mr. McDougall: That reweighment and pricing will be made at the cen- 
tral depot when the bepari takes the stuff there. The bepari shall be respon- 
•sible for delivery to the central depot as taken over by him and if there is any 
.shortage in the quantity, he must be held responsible. 

Chairman : Therefore, the payment to the producer will be made on the 
•first weighment at the centre and as it stands, the weighment wiU take place 
-as each individual member brings in the jute, not when it is taken over by 
"the bepari. 

Mr. McDougall : That is so. 

Chairman : Suppose I, the producer, take the produce to a local depot 
and somebody there takes over the jute from me and he probably gives me a 
'document sho'wing the weight of the jute. How then does the corporation 
■ come in at that stage? 

Mr. McDougall : The bepari is the agent of the corporation. 

Chairman: That is the second stage. As it is, you must remember that 
there would be two classes of losses. First, losses in the local depot itself 
before the stuff is handed over to the b.epari. 

' Mr. McDougall: How can there be a loss there?. The producer simply 
takes the jute there on the day appointed by the authorities, and it is imme- 

• diately handed over to the bepari. The payment practically coincides ■with 
?the handing over. 
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Gliairman: I am nnt sure from the practical point of view whether the- 
handing over and the bringing over can be made to coincide. As it is you- 
have to fix a day. I take it that at each station there will be more than one- 
local depot, or vdll there be only a single depot? 

Mr. McDougall: There will be a single local depot representing, let us 
assume, 20 villages. 

Gliairman: All these people bring their jute and the jute is weighed imme- 
diately. Toil contemplate, that as soon as it is weighed it will be passed on 
to the bepari. 

Mr. McDougall : Yes, his stafi will take delivery. 

Gliairman: Therefore there will be one weighment at this stage. The 
weight when the jute is taken over, from the individual ^irodueer and the- 
weight at which it is issued to the bepari will be the same. 

Mr, McDougall: Yes. 

Gliairman: The bepari vdll probably take over more than one single lot.. 

Mr. McDougall: He will have to take over many lots. 

Gliairman: Therefore, from the practical point of view, as he will be res- 
possible for the losses thereafter, I am pretty sure he will insist on another- 
weighment. 

Mr. McDougall: y^'hy?' His representative wall stand at the scales and 
see it being weighed, 

Gliairman: Therefore, he will have to keep a large number of people 
there, 

Mr. McDougall: Not necessarily. It does not take long to weigh goods' 
as I Icnow from my practical experience of weighing wool. 

Mr, Lamond: Each lot has to be weighed and kept separate. Is that- 
possible? 

Mr. McDougall: I do not think it is impossible at all. If there are, say,; 
200 lots, each lot is weighed as it is taken over. 

M}-. Lamond: The stuff has to be taken over and then put into the gene- 
ral pool; I do not see how it can be kept separate. 

Mr. McDougall: The corporation must have a great many practical jute 
experts. 

Mr. Lamond: I do not kno-^’- the quantity each individual brings in. 

Mr. McDougall: Nor do I, but if you are going to take over the stuff and' 
pay the full amount at the local depot, then undoubtedly it is not necessary 
that the corporation should have as many jute experts as there are depots. 
One expert can attend to several depots, but you would certainly require a 
few hundred, even 400 or 500, jute graders. In England if we were working 
the Y'ool Growers’ Association on these lines, if it was required we 
would produce sufficient graders to take over all the wool in England in thiS' 
way. Whether there -vnll be sufficient experts that the' corporation can 
depend on to fix the actual price at the local depot or not, I do not know. . 
If there are, it simplifies the scheme enormously, because the actual price-, 
can be fixed as taken over from the producers. 
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Mr. Ehaitan: Perhaps at this stage I maybe allowed to draw Mr. 
McDougall’s attention to one or two points. 

Mr. McDoxigall: Before j'^ou do so, I should like to say what I visualise 
if you accept the scheme or a similar scheme. Before rery long each dis- 
tributors’ association will have its own depot where their manager will take 
over jute as oxir manager takes over wool on any given day from the produ- 
cer. It is held there under look and key on behalf of the bank or whoever- 
the financing authority is; this will avoid any question of the producers 
having to collect the stuff at any given centre and in a given day. That is 
to say, thej’- can take it into this local depot on then- own, where there will be 
a proper godown or warehouse that w'ill keep the jute dry. This arrange- 
ment will ultimately make it very much easier for the producer and very 
much easier for the corporation. I cannot see this being carried out to 
start with, because there w’^ould be no money to build these little godowns. 
It would take some time. But as I visualise it, that will be the ultimate 
goal to reach. 

Mr. Khaitan: We have ourselves been trying to evolve a scheme of this 
nature. Do not please think that I am antagonistic to your scheme. There 
are some technical matters which perhaps have got to be considered. 

Mr. McDougall: I am sure there are innumerable technical matters to be 
thrashed out. I w^ould remind you that in England when I saw the first 
memorandum on control issued by the Ministry of Food which I w^as asked 
to examine, I had my heart in my mouth; the thing was so utterly impossible 
in practice I was in despair. But before three months were over, by the 
combined effort of all the brains that went into the scheme, we made it as 
sound as a bell. 

Mr. Khaitan : I am only saying that there must be difficulties in the 
beginning and we have to overcome them and not be overcome by the 
difficulties. 

Mr. McDougall: That is so. 

Mr. Khaitan: You have mentioned three grades of jute in the memoran- 
dum. I wonder if you are aw^are that these are three of several gi’ades used 
in respect of packed bales of jute as they are exported. These grades have 
nothing to do with what wc call ‘loose’ or ‘kacha’ bales or what is even 
sometimes called raw jute as distinguished from ‘pucca’ bales of jute in the 
form in -which jute is exported. Even in jmcca bales ihere arc many more 
grades than you are thinking of here. In the ‘Standard’ (first quality men- 
tioned by you), some cany the jute marks and some sell on the basis of their 
own marks. Similar is the case with ‘Lightning’ and ‘Hearts’. Then 
there are ‘Daisees’ and ‘Eed marks’, the latter is the best quality of juto 
exported. Then there are certain grades vffiich are simply sold by marks 
ns they are not covered by any individual grade. But these apply only to 
pucca bales of jute; after the kacha bales are collected the jute is cut, the 
moisture is ascertained and the whole jute is assorted and packed according 
to the different grades wffiich may be required for export purposes. These- 
grades are not recognised or bought as such grades by the jute mills in 
Calcutta wLo are the biggest consumers of jute. > 

Mr. Bamdas Pantulu : The Bengal Eeport says that jute is classified into- 
five grades, 1, 2, 3, etc., and rejections. 
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Mr. Khaitan: I am coming to them. So far as the mills and balers are 
•concerned, they buy jute according to a quite different gradation. The 
threes are perhaps the best at present, then the fours and then come rejec- 
tions. Then jute is also graded according to the different districts; for ex- 
ample Narayanganj fetches a better price than, say, ‘Tarpasa’. They are 
•even called district jute and ‘jak’ (which means high class). You will re- 
member that jute as it comes contains roots. The roots have got to be cut 
before they are packed into big bales. So far as the mills are concerned, 
they sometimes buy jute separately and sometimes with the roots as it suits 
them to buy. Then there is the question of moisture, then the question of 
the kind of spinning jute jnelds itself to. It is just upon that that the 
traders have failed to come to an agreement as regards the fixing of various 
gradations. Then there is the length of jute, apart from strength, then the 
percentage of roots, then the question of colour too. When jute comes to a 
local depot, you contemplate that 75 per cent, of the price fixed by the cor- 
poration should be paid at the local depot to the producer who brings the 
jute. Having regard to the difSculties about what price should be fixed in 
respect of a particular bundle of jute that comes, who should be made res- 
ponsible to fix the appropriate price in respect of the jute? 

Mr. McDougall: May I ask you a question? Taking any given district, 

I recognize that one district is almost ceidsain to produce a better quality of 
jute than another. That applies to every commodity in the world that I 
know of. Will the value of the cultivator’s jute show a greater variation 
than 25 per cent. .•' 

Mr. Kliaitayi: It is quite possible that in some districts the variation 
may be more, but ordinarily in the case of jute in one particular district or 
at one particular depot the price would not vary by more than 25 per cent, 
subject of course to the question of moisture and roots. 

Mr. McDougall • I lecognize that, but after all the local manager will 
hare to ' copt sonie responsibility for that. If he, for instance, handed 
over a very bad sample of jute, the corporation would be justified in taking 
steps to prevent that. 

Mr. Khaitan : When I mentioned to you the question of root and mois- 
ture, I did not mean that the jute should necessarily be a bad sample. It 
may be quite good jute, but it may have a larger percentage of moisture in 
it or a larger percentage of roots. 

Chairman: It would be very useful if at this stage you tell us how the 
price is fixed. 

Mr. Khaitan: There are some collecting centres and some villages 
roimd about. There is one important village to which the representatives of 
merchants, the representatives of the people who have their ofidces at big 
centres, etc., go, e.g., Narayanganj. From the villages the jute is brought 
to the collecting centres either by the agriculturists themselves or by people 
who act on behalf of the agricultmdsts who are known as farias (some class 
>of middlemen) who charge a little brokerage. They sometimes buy direct; 
from the cultivators, then they become hevaris. There are some class of 
•brokers also who collect the jute to the collecting centre; perhaps the agri- 
cultuj’ist himself comes and then between the purchaser and the bepari or 
the broker, the price is fixed. The jute is actually inspected, they examine 
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-the percentage of moisture, the percentage of roots. The price is then paid 
they come away with the goods. They surely mate mistakes, but on 
the whole the pnce works out all right. 

CJi airman : The responsibility is there. 

^ Mr. Khaitan : Both sides take the responsibility upon themselves. The 
thing, however, works out on an average quite all right. Some people who 
have got competent representatives are able to save about 2 to 4 annas a 
maund. It is after all on the basis of competence of the agents that profit 
or loss depends. 

Mr. McDougall : With regard to this matter it might interest your Com- 
mittee to know how an organisation of this kind used to be controlled in 
Scotland and England during the w'ar with regard to the taking over of fat 
■ cattle. 

Mr. Khaiian : There is just this difference in conditions prevailing during 
'the war and duiing normal times. During the war the conditions were quite 
.abnormal and purchases were made for the purpose of rumnng the business 
without paying much attention to the quality. 

Mr. McDougall : But in Scotland and England very great attention was 
paid to quality. I think it w'ould interest you to know what is possible 
under proper organisation. An organisation was set up to control the price 

• of live stock. Various gi'ades of cattle were fixed. Now we tried to get 
the fanners to agi’ee to this control and grading. It was criticised on the 
grounds that it would be utterly impossible to get a sufficient number of 
men at all these markets who wnuld be in a position to fix the grade 
for live cattle. There was however no difficulty and experts were able 
to gauge it with marvellous accuracy. 

Mr. Khaitan: The same thing happens with regard to jute. They are 
.able to do it with marvellous efficiency. May I know whether it is part 
of your scheme that whatever basis is fixed by the representatives of the 
'local depot should be finally accepted bv the producers as regards quality. 

Mr. McDougall: If you think that you could get a sufficient number 

• of men, say 500 or 600 of them in the 'jute producing area in whom the 
Corporation could depend then I would have no objection at all to having 

-the price definitely fixed at the time it is taken over from the cultivator 
and paying him in full. It is all a question of local knowledge as to 
whether you could depend on your men. In the organisation for the 

• grading of cattle to which I referred to a little while ago, when the whole 
lot of them were killed and weighed out after 3 years of control it was 

•found in Scotland that the association had lost only about £30,000. When 
you consider the turn over of this business which worked up to several 
millions of pounds this loss is but a very infinitesimal fraction per pound. 

Mr. Khaiian: What I want to know is that unless that is done or 
- can be done how else would your scheme work after the producer has hand- 
ed over the jute to the hepari at the local depot. Is it your intention that 
"the price should be fixed finally at the'Central Depot? 

Mr. McDougall: Yes, according to the scheme. 

Mr. Jadunath Boy: It seems to me that it is impossible. 
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Ghamnan: As I understand it Mr. McDougairs scheme seems to be- 
this. Lots of bundles of jute are taken to the local depot and there it is 
separated and handed over to the bepari as separate parcels. The bepari 
takes it to the Central Depot as separate parcels and at the Central Depot 
the price is fixed. My point is whether this could be worked in practice?" 

Mr. Ravidas PanUilu : Tf there is only one local association for everr 
20 villagers, I am afraid the producers in their thousands will have to gV 
there. 

Mr. Jach.inath Roy: There will be about 200 to 500 producers in each 
village. 

Mr. McDonaall : That makes the problem simpler. 

Chairman : Let us therefore assume that there will be about 10,000 men 
who bring their produce to the local depot. How will it then simplify the 
problem? 

Mr. McDovaall: My assumption was that there would be 2.500 associa- 
tions with about 20 villages attached to each. According to Mr. Dov on his 
lowest figure we shall have 5,000 villages only. Dive villa.ges to each 
association will give us 1.000 associations. 

Sir T. Vijaraghavachariar : How many villages grow jute in Bengal? 

Mr. Jadunath Roy ■ In East Bengal almost all the villages grow jute. 

Ohairinarv: Is it a practical proposition, in view of your water ways, 
etc., for 20 villages to bring jute to one local depot? 

Mr. Jauanath Roy :Ai each rat villagers from 4 or 5 villages come tO'- 
sell their jute. 

Chairman: That being so would it be a practical proposition to have 
one local dej)ot for every 20 villages? 

Mr. Jadunath Roy: It is not possible. 

Mr. McDoiigall : Then you can have one depot for every 4 or 5 villages. 

Mr. McDougaU: Do I take it Mr. Khaitan that jute is brought by pro- 
ducers in bales? 

Mr. Khaitan : They come in bundles tied up with a string or jute plant 
itself. 

■Mr. McDoiigall: -Is it possible to put a label or something as soon as they 
are received at the depots? 

Mr. Jadnyiaih Roy : The producers do not sell their jute all in one lot. 

Mr. Khaiian: It would be more advantageous to the producer if assor^^ 
ment and grading arrangements could be made in the local depots and 
the price fixed tliere so that the subsequent difficulties of keeping s 
parcels separate and so on would be minimised. 

Mr. McDougaU : T would be in favour of that provided it is possible to- 
get sufficiently qualified men to do that work at the depots. 
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_ Mr. Khaiian : A large number of men are no doubt avadable. 

.private employ at present they are doing that work very well. 

Chairman: From the point of view of the buyer undoubtedly. But as 
n matter of fact we are here trying to secure for the producer his fair 
price. 

Mr. Khaitan : At the present moment there are so many buyers at one 
particular place that the seller is protected by the competition between the 
•.representatives of the various liuyers and as a result of that competition 
the buyer is absolutely protected. 

Chairman : But when once the purchase is made through a local depot 
that competition ceases to exist. 


Mr. Khaitan : There are some graders who are kept at some local 
-depots. They are not very highly paid men but get only Es. 40 or Es. 50 
per month. Those who are a little more intelligent than these people 
may be able to get the jute properly graded. 

Mr. McDoxigall: The manager of the association is there, the repre- 
-eentatives of the village and the village headman are there. They will be 
able to spot if there is any unfairness in the procedure. The books of the 
Corporation will be public property. There can never be any collusion 
'between these men. • Even if the jute is weighed and graded at the pri- 
mary depot it will again be re-weighed at the Central Depot. 

Chairman : The gi’ading of the local depot will be accepted by the 
Central Depot. Is that the idea? 

Mr. McDougall : If possible. If the buyer or the grader or the oflBoial 
,at the Corporation is not doing his work satisfactorily then the Central 
Depot would be showing a loss or a profit. It is for the Corporation to do 
ibis business without any profit-earning -out of those proceedings and there- 
fore in the event of any grader proving to be unsatisfactory he could be 
turned out. The methods adopted in New Zealand for banks are very much 
the same. The graders there go to the country and fix the price of lambs 
They are going to kill say at 32 lbs. per head at the rate of say 8d or so. 

I am speaking from memory but I think the figures are about correct. 
They are only allowed a difference of a quarter of a- lb. per lamb. If 
they bring m iambs showing a greater variation than the margin allowed 
they say, you do not know your business, get out. 

Mr. Khaitan : Let us take to the function of the bepari. He takes over 
•the jute at the local depot. Do you consider the bepari to be an indepen- 
dent person or a servant of the Corporation ? 

Mr. McBougaV. : He will be a commission agent of the Corporation. He 
will make his own transport arrangements for the jute to go from the 
•local depot to the Central Depot; 

Chairman- The btp.'.r), therefore, is not a paid servant of the Cor- 
poration but only receives a commission for his labour. He takes over the 
jute at the local depot and hands it back at the Central Depot for which 
"Service he is remunerated. Is th^t the idea? 

Mr. Khaitan : In other words he is only a carrying contractor. 

Chairman: Therefore at the Central Depot he will be paid the cost of 
transport and a reasonable profit? 
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Mr. McDougall: Yes, that is the idea 

Sir T. Vijaraghavachariar : Would 5 ^ou entrust the whole work of 
grading and carting to bo done on behalf of the Corporation to the beparr 
who will be only a commission agent? 

Mr. McDougall: Is the bepari an expert in the grading and valuing of 
jute? 

Mr. Khattan : At present he takes the risk, pays for the jute and sells- 
it. He does the work quite satisfactorily. 

Mr. McDougall: Then vhy not make the bepari a grader? 

Mr._Khaiian: They will have to be dravm from that class alone. 

Sir T. Vijaraghavachariar: 1 take it that j’ou are not wedded to the- 
details of the scheme. 

Mr. McBoxigall: Not at all. 

Chairman : Would it be possible to make the bepari a grader whether 
he is a paid servant of the Corporation or not? 

Mr. Kkaitan : If he is paid a salary then there may be other compli- 
cations. The present idea of Mr. McDougall is that he will be paid trans- 
port charges for the work he does. 

Mr. McDougall: If it is not inconceivable I do not see any reason why 
the bepari should not be made the actual grader. 

Mr. Khaitan : If you do not separate the carrying contractor from the 
grader there may be difficulties. That is my point. 

Mr. McDougall: It is for you to see to tJiat, I do not worry myself 
about details. 

Mr. Bamdas Pantula : But I am asking this question with a definite pur- 
pose. You say that co-operative associations should not take up the -work 
unless they have their own men. 

Mr. McDfiugall: 1 am trying to prove to you that even with the servants 
of the corporation being responsible for the grading it is utterly impossible 
for the cultivator to lose any appreciable amount with the corporation as a 
public body on which are represented the producers. Their books will be 
open to the inspection of the pubhc; as a matter of fact it wdU be one of 
the bas’c principles of the constitution of the corporation that no profit- 
shall be made in that way. 

Mr. Bamdas Pantulu ; I only wanted to know if in other countries co- 
operative produce organisations allow the business men and merchants to 
do the grading for them, or do they do their own grading? Your idea of 
co-operation is that the co-operative associations have graders from the 
merchants. 

Mr. McDougall: Because they are the'^only experts. I would not trust 
the cultivator to grade. 

Mr. Bamdas Pantulu: So you would not let the co-operative society 
have its own graders? 
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Mr. McDougall :• J. do not think so. The co-operative societies are fully 
safeguarded by having representatives on the .body of the corporation, 
further, if necessary, the manager of the collecting depot can go to the 
central depot and say please let me see your books, how do the erades- 
from our depot turn out?’ 

Mr. Ramdas Pantulu: The point is whether he can employ his own 
grader in the co-operative association. 

Mr. McDovgall: No. 

Mr. Khaitan There is one thing I should like to ask you and that is- 
about the question of price. Do you not think that the success of your- 
whole scheme depends upon the feasibihty of fixing the price for the whole- 
season? 

Mr. McDougall: There maji be no variation in prices. 

Mr. Khaitan: The season begins on the 1st August and goes on till 31st- 
July of the succeeding year. The sowing starts late in Pebruary or in 
March and goes on till April. When sowing takes place in March, at- 
present what happens is that all the big merchants and the big brokers send 
their representatives out to the country and they ascertain in what re- 
lation to the previous year’s sowing the sowing goes on in the present 
month for instance. They make some calculations on the basis of the- 
sowing. If it is, say, seven-eighths of the previous year, then the price- 
tends to rise and if it is one and one-eighths of the previous year, then 
the price tends to fall. That is in the middle of the season (March). After- 
March there is the question of rains. If there is good rain, the price tends 
to fall, if there is bad rain, the price tends to rise. Together with all these- 
have to be taken into account the question of the crop left over in India 
with the cultivators, with the balers and with the mills, and also the- 
stocks left over in countries outside India, e.g., Europe and America. All 
these factors are taken into account in fixing th'e price from day to day. 
With the same amount of rain it is possible in some year to have a longer- 
plant and in some year a shorter plant. On the basis of all these, the 
prices go on varying, especially in March and August. Jute really begins- 
to come in September, although the season commences in August. 

Mr. McDougall:^ When does the harvesting season end? 

Mr. Khaitan: It ends in September. 

Mr. McDougall: So you have practically only two months of harvest. 

Mr. Khaitan: The harvest begins in July, but a small quantity comes in- 
July, the largest harvest is done in August. The retting of the ]’ute is- 
done mostly in August and September and the largest quantity of jute 
comes into the market in September, Octol er and November. So far as- 
Calcutta is concerned, it comes up to December because it takes some 
time to brmg the jute over. I want to know how it is possible to fix one- 
price owing to these difficulties. 

Mr. McDougall: I see no reason why you should not any more than- 
the Sugar Beet Corporation fixes a price for sugar-beet in England which 
extends from the middle of September right on until the middle of 
January. With regard to the price to be paid by the mills, there will of 
course have to be a variation depending on when the mills take over the 
supplies. If, for instance, a miU takes over 60 per-cent, of their supplies- 
in October and November (that is only a hypothetical date) and another- 
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--raill does not want jute until the following July, then obviously the corpora- 
'tion are spending out of their money during that period the increase in 
price to the manufacturer or to the exporter. But with regard to the 
actual price, I see no reason why there should he any vai’iation at all in 
^rice except n? grading and interest on money. 

Mr. Kliaiian: So far as grading is concerned, there must be variation 
in price, but that will be fixed at the beginning of the season or perhaps in 
August. But what about the months, s.ay, from Bebruary to July when 
the conditions change, the condition of the crop, the area under jute, etc. 

McDougall: That does not affect the principle at all. The only 
question is the carry-over that is required. 

Mr. Khaitan : Let me make the point a hit clearer. Suppose in Mai’ch 
or April it is thought by the market that there is going to be a big crop 
next} year and then the rate will have to be fixed at a lower level. This 
will set the buyers not to buy the jute, or they would buy as littic jute 
as possible. They do not buy from March onwards up till, say the end of 
July, because they would hold their hands for the lower price. Let us take 
two h}pothetical cases of rates. In, say, the season 1930-81 the rate is 
fixed at Es. 60, and having regard to the large crop to be grovm from March 
onwards for the season 1931-32, people think that the price ultimately will 
be Es. 40. Now the corporation has taken over jute at Es. 60, but on 
account of the bigger crop next season, it has got to sell a good quantity 
of the jute at the rate of Es. 40 only, the price fixed for the season. 

Mr. McDougall: No, there will be no variation like that at all. The 
variations for the season would be allowed for in the carry-over of the 
corporation. Bor instance, if you had one bad season, the corporation would 
as a matter of business policy take the average of a j^umbor of years into 
accoum. They might say that a margin of 50 per cent, carry-over would 
be required. The price is definitelj’^ fixed to eliminate speculation and 
to eliminate all Ihe troubles that arise with regard to fluctuation. If you 
bad a bumper crop in ana' one veav that made an unduty heavy surplus 
tor the corporation to carry over, then you would have to ask the cultivator 
Co reduce it in, the following vear. It is not inconceivable that as you 
become more stabilised vou might sav to the cultivator “we are asking 
vou to prodTice 10 per cent, more, but we are going to give you 10 per cent, 
more in price for the following year’s crop”. Even if that crop is a 
bumper crop, it will not affect the stability of the corporation at all. 

Mr. Khaitan : This scheme depends firstlv on being able to fix the 
■price, secondly on being able to keep the price as uniform as possible 
-during successive years, and thirdly on the cultivation of jute being con- 
"trolled according to the scheme of the coiporation. 

Mr McDougall : That is so. 

Mr. Khaitan : Another difficulty is about larger or smaller demand be- 
'Cause the corporation mav have calculated on the basis of consumption of 
sav, 80' lakhs of bales, but the demand may have been for one crore 
hales Or, if thev calculated on the basis of one crore. the demand may 
■have been only for 75 lakhs. - ' ’ ^ 

Mr. McDougall : Quite right. 
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' these will have to be taken into account. You' do 

mot think tha+ at would be possible to fix Es. 60 in one vear and Bs. 40 
un the next year? 

Mr. McDougall : I think it would be unfortunate if that had to be 
-done and I see no reason why it should be, provided the corporation use 
.anythihg like ordinary intelligence in carrying over sufficient surplus to 
.avoid famine during any one year. I understand from men in the trade 
that it has always been the custom of the trade to carry over considerable 
.surpluses. 

Mr. ipiaitan : At the present moment the trade carries over stocks, but 
-when prices are made uniform, would it be in their interest to carry over? 
-At present the prices are low, they expect that the prices will rise and 
'therefore to get the benefit .of the higher price they carry over ; but if they 
-expect that the prices will be lower, they do not carry over, and if the 
prices continue to be the same, they would not like to carry over, because 
jute deteriorates. 

Mr. McDoxigall-. It does deteriorate if you keep big stock, but at the 
.same time you must remember that under a scheme of this kind where 
your price is fixed in advance you will not have those violent fluctuations 
'of demand that you have at the present moment. The mills will only 
stake what they require for their actual year’s output. 

Mr. Khaitan: The mills actually keep a stock of nine months, but this 
year, they have got a stock of about eighteen months. 

Mr. McDougall: They have a very terrible situation to face this year. 

Mr. Khaitan. But they keep a stock of nine months because during 
•the active season they get the stuff at a lower price, whereas from March 
onwards they have to pay a higher price. It is in their interests to see 
that the rates are higher in March ordinarily. The mills themselves see 
•to it that the rates are higher in March and that induces the cultivators to 
•sow a larger area under jute. 

Mr. McDougall : I did not think that Calcutta would be responsible for 
such machiavellian tactics. 

Mr. Khaitan : They are tricks of the trade and are followed all over the 
'wotld. 

Mr. McDougall : The poor cultivator has to suffer all the time. 

Mr. Khaitan : Calcutta has men like Mr. Buckley, and others who are 
•very intelligent. 

Mr. McDougall : You do not suggest that the banks lend themselves to 
rthese operations? 

Mr. Bucldey: The Jute Mills do not require money these days, they 
rare too well off. 

Mr. Khaitan: If the prices are actually uniform, why should the mills 
‘Or any baler keep a large stock? He will be sure of getting his stock at 
■a certain fixed price all through the whole season. 

Mr. MhDougodl: It is not inconceivable that the corporation might 
• -allow k tfifling percentage. ' I am talking without seriously considering the 
-point; but it is- hot inconceivable that the corporation might say to the 
unanufacturer : “if yOh take yoiir whole year's supply just now when the 
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stuff is in transit, it ‘saves warehouse charges, you have got aeeommodatiom 
to take your whole year’s supply right away, and we give you the whole 
year’s supply of jute at this moment at a certain percentage less than if 
you take in stated quantities throughout the year”. 

Mr. Khaitan: But even 12 per cent, may not be a sufficient inducement 
to the mill to take it. Let us assume that the average bank rate for the 
year has been 6 per cent. They save 6 per cent, but they suffer insurance,, 
the deterioration in the quahty of the jute, etc., and taking' all these things 
into account, it may perhaps not be a sufficient inducement to the jute 
mill to' buy six months ahead even if they get 12 per cent, a year, I mean 
12 per cent, per year discount on the jute. How does this affect your 
scheme ? 

Mr. McDougall: I do not think it would affect it seriously, because 
if jute merchants do that, it is not inconceivable that we might have to 
take over parf of their warehouse stores. 

Mr. Khaitan : In large warehouses it may have to be done by the central 
corporation. 

Mr. McDougall: Undoubtedly. 

Mr. Khaitan: You say that a certain discount may be allowed to the- 
buyer if he bu 3 'S his requirements for the whole 3 '^ear? 

Mr. McDovgall: I say that it is not inconceivable that a certain discount 
might be allowed. 

Mr. Khaitan: Would not that affect the fixing of the price in up^ 
country ? 

Mr. McDougall: I do not see that it would. You would average 
that out. i 

Mr. Khaitan: We proceed on the actuarial method as is done in the- 
case of life 'insmance. 

Mr. McDougall: Yes. We have established wool growers’ associations 
in England where we store practically for the whole year. While dis- 
cussing the scheme with one o'f the biggest manufacturers in Britain, I 
asked him if he was prepared to support an organisation that would enable 
him to receive his various grades of wool direct from the store. He said 
“Yes, I would heartily support such a scheme. It is not reaUy in our 
interests now-ardays to speculate in wool crops. It i.s better for us to 
Imow exactly 'what the price is and -to get our requirements month by 
month as we need them.” If you eliminate speculation, we know 
exactly how we can quote, whereas at the present moment every manu- 
facturer in the world -is .handicapped as he does not' know at what ’price 
he is going to buy. ’ • i 

Mr. Khaitan: I think I have understood your scheme sufficiently, but 
there is just one passage 'in our paper on which I should like to ask' & 
question. You' say: ' . . . ■ 

“After the raw material is .in ptore it, is a matter of ordinary 
' routine tp supply, by whatever channels are decided on, the 

' ' ' . ' •. -requirements ' of ' ‘manufacturers - ibrnughout the world. 

, -'Existing- storage' capacity .shall be made use of. It 

• V .V . . may be ‘ found necessary' to ' erect extra accommodation for 
the handling of surplus' -jute. Manufacturers ■ will' have- 
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• nothing to gain by-Tefusing to take their year’s supply, to" the 
limit of their storage capacity, whenever the material pan be; 

, despatched to them.” 

The manufacturers have got ' to 'make arrangements for money and' 
have to pay for the jute when, they take delivery. It might suit some 
manufacturers to pay for a .year ahead, it may not suit others to do so. 
How does your last sentence come in then? 

Mr. McDoxigall: The manufacturer buying his stock at present in a 
speculative market goes to the bank and says ‘I want £10,000 to purchase 
a certain quantity of jute.’ The hanker naturally says ‘what about the 
price, how is the market going to go?’ The manufacturer says that it is 
a matter of speculation and it is impossible for him to say. The hanker 
is not sure as to the prices, he is taldng a speculative risk and he is 
not fond of it, whereas in this case he Imows that once the stuff is in 
the manufacturer’s depot he has got a lien on the goods. 

Mr. Khaitan : But why should the manufacturer be under the obligation 
of the bank? He knows he can get h'is jute at the same rate throughout 
the year. 

Chairman: Apart from that, under the existing arrangement the 
banker does not concern himself with the speculative nature of the price. 
Both Messrs. Buckley and Lamond will tell you that they grant loans 
to the manufacturer on adequate security. 

Mr. Buchlcy: We grant loans with a satisfactory margin of 20 or 25 
per cent. . , , . ’ i ■ 

Mr. McBougall: 25 per cent, is a pretty considerable margin and in 
any case you have the assets of the mill to fall back on. 

Mr, Buckley: We take the stocks only. 

Chairman: They grant the advance on existing stocks ■phis 25 per 
cent, margin, not on .prospective stocks, and therefore they are ■ hot 
concerned with any speculative rise or fall in prices. That was the point 
I was. trying to make out. If your scheme comes into force, the manu- 
facturer will not keep any stocks. _ , • 

Mr. Lamond : I take it you would bring that into consideration in 
fixing a rate for the manufacturer. •> 

Mr. McDougaV : I would work it out, as Mr. Khaitan has said, on an 
actuarial basis. I see no reason why it should not be done, it 'is merely 
a .business an’angement. , . . . 

Mr. Bamdas Pantiilu': The producers of jute, like other producers in 
this country, • require some fihance for ‘the production itself and they 
generally borrow from moneylenders in the locality. The Bengal Com- 
mittee have .drawn attention to, the fact .that these ^ people cannot really 
grow jute without some kind of financial assistance. I take it that 
your scheme makes no provision for advancing money to the growers for 
production. ' • ’ 

• Mr. McDpugall: No,. but. at the' same time it is not inconceivable' that 
with a fixed price for the jute it would make the position ' very , much 
easier for credit societies to step in and advance. . ^ 

■ ‘ ' ,@q2 
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Mr. Bamdas Paninlu: I am only asking whether your scheme has 
made any provision in this respect. < 

Mr. McDougall : No, hut there is no reason why it should not become 
part of the scheme or part of a co-operative movement. 

Mr. Bamdas Pantulu: How the indebtedness of the agriculturist is a 
aerious stumbling block in the way of his joining a marketing organisa- 
tion has been pointedly described by the Bengal Provincial Committee. 
They say that he is not an independent agent and he may have to 
apeeulate for the sale of h'is produce to the man who advances the money. 
Poreign export houses are doing something to the agriculturist by offering 
money to him and though they are taking the forward contracts they 
advance at low rates of interest and their entering into competition for 
the produce of jute has also resulted in some increase in the value of 
production. There is no reason to say they are not correct. People who 
advance money play a great part in the production. Of course your idea 
of co-operative societies taking a hand in the matter is an ideal one, if 
it comes into operation some difficulty would be overcome. But as it 
is only 7 per cent, of the population are in the co-operative movement; 
the other 93 per cent, are still under moneylenders and so long- as pro- 
duction cannot be carried on without the help of an advance, somebody 
must make that advance. Until this is done, the producers’ associations 
<3annot function, nor can the jute growers enjoy freedom to part with the 
produce to the corporation. Have you got any suggestions to make in 
this matter? It is a matter very prominently put forward by the Bengal 
Provincial Committee. 

l 

Mr. McDougall: None, excepting that steps should be taken imme- 
diately to start co-operative credit societies in these districts. 

Mr. Bamdas Pantulu: And remove the influence of moneylenders 
■over the people? 

Mr. McDougall : Yes. 

Mr. Bamdas Pantulu: You say: **the association shall limit or in- 
crease the output of each member pro rata according to the requirements 
•of the corporation.” Does the corporation pay both for export to the 
foreign countries as well as for sale to the manufacturers? 

Mr. McDougall: Yes. 

Mr. Bamdas Pantulu: Therefore the words ‘also for foreign markets’ 
should be added to the above sentence. 

Mr. McDougall: I am prepared to make the addition. 

Mr. Bamdas Pantulu: As I understand the proportion, out of 85 
iakhs of bales, 50 are consumed by the manufacturing agents and 35 are 
exported. So you expect the corporation to buy the whole lot. 

Mr. McDougall: Yes. 

Mr. Bamdas Pantulu: Do you contemplate any surplus in the hands 
of the producers? 

Mr. McDougall: No. 

Mr. Bamdas Pantulu : You want the Corporation to take the whola 
and keep the surplus? 

Mr. McDougall: Yes. 
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Mt. -HuTudus Pantului And you tliiiik tlie conmieircial bauks will con* 
tinue to keep their advances with this Corporation. I think the banks 
usually advance only for short terms, say 3 to 6 months. 

Mr. Buclcley: Usually for the season. 

Mr. Bamdas Pantulu: Do you think there will be no financial diffi- 
culty for providing all the money for the surplus? 

Mr. McDougall: I do not anticipate any difficulty at all. 

Mr. Bamdas Pantulu : And now about the payments to the producers 
for their jute. May I know how and when they will be paid? 

Mr. McDougall: This is again a matter for expert advisers to decide 
after a study of the conditions. I have suggested that there should be 
three collecting periods. It may be more. Whenever the first consign- 
ment is ready and dehvered it will be paid for rightaway. 

Mr. Bamdas Pantulu : I want to know the approximate period. 

Mr. McDougall: There will not be any delay at all. 

Chairman: According to your ideas there will not be a delay of more 
than a week on the outside. 

Mr. McDougall: That is so. 

Chairman: Your original idea was that payment would be made after 
the jute has been stored in the Central Depot. You now seem to have 
no objection for payments to be made from local depots when there are 
graders there. 

Mr. McDougall : That is so. 

Mr. Bamdas Pantutu : You want this Corporation for aU the three 
jute growing provinces of Assam, Bengal and Biliar and Orissa. 

Mr, McDougall: Yes. 

Mr. Bamdas Pantulu: Would you advocate any statutory power for 
this body? 

Mr. McDougall : It is absolutely necessary. 

Mr. Bamdas Pantulu : Bor persuasion and propaganda statutory powers- 
are necessary _ | 

Mr. Bamdas Pantulu: Your enthusiasm for restrictions in the case o£ 
grading lies in the fact that India has got a practical monopoly for jute. 

Mr. McDougall: That is entirely so. Bor the last 6 months our 
Government in England have been endeavourhig to force on us with the 
consent of many farmers a system of compulsory marketing, I have 
been fighting this tooth and nail because I feel that 'it is not a sound 
proposition to advocate because the conditions are not suitable. 

Dr. Hyder: Is it your idea that prices beyond a year will be uniform. 

Mr. McDougall: Under normal world conditions I took forward to 
practically no viariation at all. 

Dr. Hyder: Over a period of years? 

Mr. McDougall : At any rate four or five years. 

Dr. Hyder: No variation from year to year? 

Mr. McDougall: Practically no variation. ^ 
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,Dr. Hyder: I have got at heart the object for which you want the 
scheme. During the war States started control of production and foimd 
they could not. stop short of it. If they controlled, for instance, wheat or 
cotton or timber or munitions or broad they had to go at once all along the 
line, and it came to this they had to ration the consumer in the last 
resort. I take it that the Jute Control Corporation would be compelled 
not only to control the area under jute, but also to advance from that 
position and extend the control to manufacture. It might say that it 
ought to get control of the sale not only of jute but of jute products 
ns well. 

Mr. McDougall ; I cannot visualise that. 

Dr. Hydcr: You thinl? your Corporation will secure its object of a 
uniform price over a period of years. I do not wish to enter into a lengthy 
economic argument; I only wish to point out the lesson of the War, 
when we had a similar state of affairs: — the control was pushed forward 
until it came right up to the consumer. If that is the lesson of the 
War I put it to j^ou that your Corporation will have to embark upon a 
very serious task. 

Mr. McDougall: I differ from you. During the war it was a ques- 
tion of practically famine conditions everywhere. Inflation became 
gi-eater and gi'eater — it did not come afterwards, it advanced right through 
the war — and owing to wastage of material and an apparently increased 
prosperity in the world, the demand was far gi'eater than the supply. If 
the various foi'ms of control had not gone the whole hog the consumer 
and the manufacturer would have suffered very greatly. We in England 
had not a sufficient supply of meat or other basic foodstuffs to meet 
the demand, and in order to ensure reasonable prices and supply we had 
to go the whole hog, we had to control right up practically to the 
consumer’s door. But these conditions will not arise under normal 
economic conditions. If you take the analog}' of German cartels, they 
only supply the quantity which the world requires — manufacturers are 
certainly not going to manufacture what the world does not want. ■ 

Dr. Hydcr: Consider this. The activities of your Jute Corporation 
will extend riglA up to the stage of controlling jute products. I will 
take that point later, I put it to you that the Jute Corporation has on 
it all interests, you have elements of conflict, there will be the impression 
that the price secured by the Jute Corporation for raw jute is not the 
price which represents a fair proportion of the price paid by the final 
consumer. 

Mr.^ McDougall: We must assume that the Director of Jute Corpora- 
tion will be reasonable and intelligent people. 

Dr. Hydcr: You say that the Jute Corporation consists of reasonable 
men. This is a Corporation controlled on the one side by consumers 
and on the other by producers. The former will say, ‘You shall not charge 
the consumer a price which is above h's sale price,’ and the latter wiU 
‘You shall not secure a price which 'is below the cost of production 
of the produce.’ Between these two' limits — ^the supply price and the 
demand price — ^it is a case of one monopoly versus another monopoly. 
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:aBd at what point the particular price for the year will settle itself will 
•resolve into a tussle : it is a question of bargaining strength of producers 
and consumers: there is no question of > economics left there. 

Mr. McDougall: I say that mankind, in my opinion, has now reached 
s^uch a stage when we 'can with every prospect of success look forward 
to a board being sufficiently intelligent to hold the balance equal. We 
have many examples of it throughout the world at present. Meat trusts 
•have controlled the price, of meat — cannot tell you for how many 
years. I do not think it is on the whole to the disadvantage of the 
■producer. On the conii'ary even within the last two years meat is one 
of the commodities that has not fluctuated as other produce has. The 
control of meat is in the hands of two parties who are responsible, for 
-all practical purposes, for the price of meat throughout the world. 

Dr. liydor : I am concerned not only ■with the organisation, but also 
vwith the stability of price, and the doubt in my mind grows on general 
theoretical grounds, that the price will be fixed not for a period of years, 
but will vary from year to year. It will be determined by the strength 
of the two parties, and this operation will continue from year to year. 

Mr. McDougall : I am not a Master of the theory of economics. I 
know a little about practical economics, much less than I should like. 

Dr. Hyder: We have got a monopoly throughout. We have not got 
a monopoly for the producing units. 

' Mr. McDougall: If you take my advice, you will leave the competition 
to the manufacturers. It will not aSect the jute scheme at all any 
more than 'intense competition that goes on from day to day amongst the 
individual units of the American meat trust aSects the trust. These 
men between themselves fight a very hard battle. But there is no fight 
so far as outside is concerned. ' 

1 1 ' 

Dr. Hyder: I am concerned chiefly with the interests of the producer 
in India — ^the small man. My position is this. In the case you men- 
tioned there is one monopoly, but we have within this board two warring 
factions, and the particular point where the price will settle 'itself will 
depend upon the bargaining strength of either, and it is perhaps possible 
-that the consumers having a longer purse will push the producers back- 
wards. I 

• I 

Mr. McDougall: If you are frightened that the Directorate of this 
•Corporation are not a suitable body to fix, the price what’ about leaving 
the fixing of the price in the hands of a board of arbitrators the head of 
which would be a high Judicial officer. I should prefer to leave the 
•matter in the hands of the Corporation on , which are represented the 
various interests. , , . ' 

< Dr. Hyder: I am forcibly reminded of a Judge of the High Court in 
'England who was appointed to settle a dispute about wages- between 
masters and, workmen. He said — what principle of law or economics 'is 
involved I do not. know. Here is one party of organised people against 
Another party of organised people. I do not !^ow how to settle the 
’.terms. On what shall I proceed. . . , , 

' Mr. McDougall: That is a question of commonfeens'e.' ' ' 
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Dt. Eyder: That is so; but j'ou know, when it involves money, those- 
gentlemen may perhaps leave commonsense. 

Mr. McDougall: I think men are more reasonable under such conditions- 
than you assume. 

Mr. DevadJiar: I should like to know whether in the course of your- 
tour in Bengal you had come across any expression of opinion on the part 
of the cultivators to have some such organisation in their own interests. 

Mr. McDougall: Unfortunately I have not. The only cultivators I. 
met in Bengal were those on Sir D. Hamilton’s estate in the Sunderbans. 

Mr. Devadhar: When you had discussions with the big merchants, 
did you ascertain from them whether such a demand was ever put forth 
by the cultivators or their representatives? 

Mr. McDougall: I read a considerable amount of literature— on©- 
pamphlet by Mr. Sarker. I had no opportunity unfortunately of discuss- 
ing the scheme with any one. As a matter of fact when I thought of itj 
first I was rather scared at the very idea ; I hesitated to speak to anybody. 
The only manufacturer to whom I made a reference in connection with it- 
was Sir Archy Birkmyre : I lasked him no questions with regard to jute 
control. The only question I asked him was what effect would a differ- 
ence of three to four rupees per maund have on the output, and his- 
reply was quite clear practically none at all. 

Mr. Devadhar: (Last 3 sentences but one of the penultimate paragraph ( 
on ’page 12) That is the estimate you make of the profit to merchants. 
What do you think will be the reception of this scheme by the cultivators- 
who produce the jute. 

Mr. McDougall: I think the cultivators will be very glad to accept it.. 
If you can assure the cultivator a stated price I am not prepared to- 
believe for one moment that the difficulties will be great in convincing 
the cultivator that it is to his benefit. He knows exactly what he is 
going to get, 

Mr. Devadhar : Tou mention that the benefit of siich limitation of 
control would be so many millions to merchants : will the cultivator*- 
have any share of it? 

Mr. McDougall: They are going, to have practically the whole of it. 

Mr. Devadhar: By merchants do you mean cultivators or middlemen. 

Mr. McDougall: The only profit that will come to the merchants is- 
the commission. He will receive no profit on speculation at all, 

'Mr. Devadhar: Let me understand you. Take Es. 4 as the fixed price.-. 
Mr. Khaitan : Mr. McDougall is here talking only of the existing stocks • 
to be taken over by the Corporation in the first year. He is not talking- 
of a permanent state of affairs. 

Mr. Devadhar: If that relates to the first year the benefit which' 
you express in terms of millions to merchants will it be shared’ by the 
cultivator? 

Mr. McDougall: It is conceivable to work this — ^please don’t imagine 
that this is a fixed scheme at all, it is just an outline thrown out tO' 
you for your consideration. If it was possible to work this scheme as 
I have outlined then the corporation would start right away with suffi- 
cient finances in hand to finance them. The cultivator would receive the- 
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.benefit of that in after years as the cost of working would be w 
much less. 

Mr. pevadhar: You propose that the capital should be in the hands 
of Provincial Governments. 

Mr. McDougall: That is very much on the lines of the great public 
concerns in Germany and in other countries. I think the share capital 
should be^ in the hands of the Government. That also is a matter for 
consideration. 

Mr. Devadhar : You have proposed a certain constitution for the Board 
and there are several interests that are represented. 

Mr. McDougall: 1 think you will remember that Dr. Jeidels gave you 
a very clear description of what he would call public companies working 
in Germany and of the proposals he would make with regard to such 
companies that were public utility concerns, that the share capital might 
well be held in the hands of the Government. 

Mr. Devadhar : But he also told us that the general principle should 
be that of self-help. Would that be a form of self-help? 

Mr. McDougall: Undoubtedly. Ultimately, if it is in your opinion a 
better method, then I should see no harm in the cultivators i£ they can 
afford it through their associations taking up the share capital, to that 
being done. 

Mr. Devadhar: So you would not mind keeping it open for the people 
to subscribe towards the share capital? 

Mr. McDougall: That is a matter which will require very great con- 
sideration. Personally being a cultivator and my whole desire being 
in the interest of the farmer, I should say as these associations can 
afford .to take up share capital that it would not be a bad idea. How 
that would work in practice I do not know. I can see no harm in it 
but there might be snags. 

Mr. Khaitan : I suppose your scheme involves the idea that it is 
not to be run for profit. 

Mr. McDougall : Not for profit at all. 

Mr. Khaitan : And in order to do it properly it may be necessary for: 
the corporation, through the Government, to levy a cess or duty to 
meet its working expenses and things of that kind? In view of that 
I think it is your idea that the best thing would be for the Government 
to find the capital and realise interest out of the transaction and levy a 
cess for the purpose of the benefit of the co-operators themselves. 

Mr. Devadhar: How would it be brought within the co-operative 
scheme? How would it bear the standard of being a co-operative organi- 
sation ? 

Mr, McDongall: The corporation itseK will not be co-operative. 'As a 
matter of fact if you look forward to its being a co-operative organisation 
it is impossible. It is far too big. There are too many interests involved. 
It is not only a question of co-operators, it is a question of the whole 
trade. 
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, Mr. Devadliar : Then these co-operative societies should serve as ’ 
feeders and collectors? 

Mr. McDougall: That is so. They at their end occupy the same 
place as the manufacturer at the other end. The producer at one end 
of the rope and the manufacturer at the other. The strands of that 
rope consist of the trade. 

Mr. Devadhar: So to a certaip extent it will be co-operative? And 
beyond that it will be purely industrial or commercial? 

Mr. McDougall: That is so or public utility. 

Mr. Devadhar: On page 10 in the scheme which you have outlined 
under 7 you say Directors of Agriculture should represent the cultivator. 
And in the third paragraph ; Producers should he formed into local associa- 
tions, which shall be co-operative societies and subject to the rules and 
regulations of such. Why not give tliese associations direct representation 
instead of through the Director of Agriculture? 

Chairman: That has been discussed already, and there wag no 
objection. 

Gh. Muhhtar Singh: Page 10, there is a Note: “The interest of the 
producer will be fully safeguarded by the Government holding the. entire 
capital of the Corporation and having the power to dissolve the Corporation 
in the event of monopoly powers being used adversely.” It seems to me 
that you presume that the Government here is always safeguarding the 
interests of the cultivator, but unfortunately they do not. 

'Mr. McDougall: The Government has to safeguard the interests of 
the community. 

Ch. Muhhtar Singh: We feel that the Government will only safeguard 
the interest of the foreign interest, especially in jute. I will give you 
a very recent instance. In the U. P. they have just started a hydro- 
electric scheme and the license has been given to a European firm. 
The cultivator will have to pay one anna for the unit while the licensee 
wall get it at 7 pies, which means a profit of 41 per cent, without risking even 
a pie in the whole scheme and not even guaranteeing the sale of a certain 
specified amount of energy, I am sure, though the whole thing is started 
by the Government it will fail because at that rate it will not he possible 
for the cultivator, to .purchase the current at that rate. When we see such 
glaring instances of the' Government looking at the interests of a foreign 
firm rather than that of the people of the country, 

Chairman : Where has this happened ? 

Gh. Muhhtar Singh: It has happened in the U. P. 

Sir Purshotamdas Thahurdas: To whom do they have to pay? 

Ch. Muhhtar Singh : To the Government. Government generates the 
electricity. It is like this. On the whole of the Ganges canal at different 
falls the Government have put in their turbines and have electricity 
generated. The license has been given to a. firm — ^I am spealdng of liiiQ 
rural area only. There are two sides to that scheme, one is the urban 
and the other the rural development. The Government has given the 
license to Messrs. Martin & Co. They will collect the money from 
cultivators and give it to the Government. 
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SitPurshoUamdas Tliakurdas: That is ■ this diffierenee’ between 7 pies 
.-apd one anna which you call a profit of '41 per cent.? Do vou know 
•whether, anytlmg has been done beyond putting up that turbine? 

Oh. MtLhUar Singh : No. The turbine is put in by the Government 
.-and- lines both high tension and low .tension will be installed by the 
G6vern:tneht land the licensees will not spend a pie in the venture. 

Sir Pul shotto/mdas Tliakurdas: Do Martins do it privately or have 
they floated a private limited company? 

■ . Gli. Muklitai Singh : They floated a limited concern. They advertised 
for 3 or 4 days in the papers about the shares of this concern and forth- 
-with the whole thing was underwritten by. Messrs. Martin & Co.- The 
name of that concern is The Upper Jumna Electric Supply Company. 
Here unfortimately you camrot identify the people with the Government, 
That is our main difficulty and this is whv I am very much in favour of 
this scheme but I feel that there ought to be ' some' method bj^^ ' which 
the interest of the cultivator ought to be safeguarded against these people 
who practically" control the 'Government here. 

- Mr. McDougall: In the first place you are going to have these producers 
.organised through the sales associations in a way that they were never 
organised before. It is inconceivable to me, knowing only Western condi- 
tions, that these organised producers would not have sufficient strength 
to safeguard their interests in a legitimate way. 

Ch: Mukhtar Singh : I gave you the other instance of Bihar in the 
•case of the sugar grower. 

Chairman: But the sugar grower in Bihar at the present moment is 
-not sufficiently organised. Would not that be your point, Mr. McDougall. 

- Mr. .McDougall: Certainly. • ' 

Chairman : The sense of the scheme is to make the jute producer more 
organised and when he is so organised he will be able to protect his 
’interests". ' Whether it will .be a practical proposition in. the present state 
•oi 'his education is another matter, but Mr. McDougall realises all that, 
don’t you ? 

r Mr. McDougall: Yes.- - ■ ^ ; 

Chairman: In fact in his other paper he has pointed out other diffi- 
culties in Indian conditions in the way of co-operation. But his point is 
that if you work in this direction' this ' will be another avenue to- foster 
co-operation among, these jute growers. Undoubtedly there are various 
■other difficulties, but we do not want to stop our- work in the direction' of 
co-operation because of difficulties. 

' Ch. Mukhtar Singh : I want to understand in what way the producer 
•would be able to organise by this method and how he will be able to 
really stand against these interests. If I can understand that it "will have 
•my whole-hearted support. ■ ■ 

Mr. McDougall -. For the first time in his life every producer of jut'e 
in this country would be, a member of P selling organisation. Assume 
-you have about' 300 ’of’ these selling organisations with a Chairman over 
’Chch.' They' would 'represent the united 'strength of jute growers.^, 
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producers will be in an infinitely stronger position than they ever were- 
before. It will be comparatively simple for them to elect representativei. 
on a Central Board who would discuss their problems and bring their 
problems before the legislature. 

Gh. Mukhtar Singh: We are told by the Bengal Provincial Com- 
mittee’s Eeport that generally the producer does not sell his jute in the- 
market. The faria goes to his place and collects his crop and then 
brings it to the association. Thus in your scheme the cultivator will get 
no advantage. This system as in vogue to-day. How will you then 
introduce the system by which the producer will be better organised?' 
Will you have a clause that only the producer will be able to sell? 

Mr. McDougall: But that is the ease. 

Gh. Mukhtar Singh: Will you make it a penal clause by which a* 
faria will be prohibited from collecting and selling? 

Mr. McDougall: Yes. 

Chairman: I did not understand that that was one of the terms of' 
your scheme, but if it is I don’t see how it is going to work. From what 
you have said you contemplate in connection with your scheme that it 
would be made penal or illegal with slight restrictions that anybody other- 
than the cultivator should bring the jute into these local depots? 

Mr. McDougall: There may be local conditions where the cultivator- 
is mostly a servant of spmebody else. I am not prepared to say very 
much about that. 

Chairman : It is not only that. You see local conditions make it less- 
troublesome for the jJroducer to hand over his crops to a faria instead of 
having to take it by whatever means of transport he can get to the* 
nearest local depot. But I look upon it in this way, that as soon as- 
the producer finds that the faria is giving him a price for his jute 
which compares very unfavourably with the price he would get at the- 
local depot he would combine and collect the necessary means for transport- 
and take his produce to the local depot himself, that is the matter wouldl 
settle itself through economic causes. 

Mr. McDougall: If you think that owing to local conditions down 
in the mofussil it is not possible for the farmer to bring his stuff in and 
that no harm would arise at all. 

Gh. Mukhtar Singh : But harm "would arise. 

Mr. McDougall : Well, if hai-m would arise then the cultivator must- 
take the stuff to his selling centre. 

Chairman: I don’t see how that is going to be worked. The culti- 
vator may be too poor for that. 

Mr. McDougall : But these villages are very close together. 

Chairman: They may be, but still the closeness in a part like ‘Eastern 
Bengal with the river cutting across it will present difficulties. 

Mr. McDougall: I can hardly conceive it. Your selling centres appear 
to me to be very close together. Mr, George Morgan, the only man with- 
whom I have had the prmlege and opportunity of discussing the matter 
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:as a practical ]'ute broker clearly indicated to me that there wordd 
Tje no trouble at all on the part of the cultivator taking his jute to th© 
•centre. That may or 'may not he the case, but it is on those lines tluii 
tfchis proposal has been drawn up. 

Chairman: Mr. Roy, would it be possible for every producer to take 
"has jute to the centre instead of giving it to the faria ? 

- Mr.^ Roy: They can transport it to the local market. But if the 
-faria gives a proper price thej^ prefer to give it to him. 

Mr. McDougall: I can hardly believe that when the position is in- 
vestigated you will find that the cultivator will have any real difficulty 
■in taking it to his local depot. 

Chairman : I am trying to find out the implication of the legal restric- 
-tions. Some one brings the stuff to the local depot and the local depot 
has to investigate whether this man is the producer or fai’ia. 

Mr, McDougall: Each cultivator is a member of that association. 

Chairman : The faria may be a cultivator and he may have bought 
"the stuff from another producer. 

Mr. McDougall: That may be but remember each member of these 
collective villages is a member of the selling association. Each village is 
^represented by the head man of the village, let us say or by the elected 
.representative. This man must know the local conditions. I cannot 
assume for a moment that the local cultivator is so unbusinesslike as 
not to know that if he takes that stuff into the local depot he is going 
■to get a certain price. I cannot assume that he would allow someone else* 
to make a profit. 

Ch. Mukhtar Singh: It is not a question of unbusinesslike. I quite 
:see that the cultivator is very intelligent, he knows his profit and can 
•calculate it, but the only difficulty is that he is perhaps indebted to the 
man to whom he has to sell and on account of that unfortunate condi- 
tion he will have to sell to the faria. 


Mr. McDougall: Not necessarily. The faria knows that this man has 
-a crop. If the faria for instance is a money-lender and has money out 
with that producer it is quite true that the faria does not get' his crop 
but it is true that the producer gets his money and then, if he is indebted 
he pays the faria his money. 

Chairman: He may or may not. That is the whole trouble. 

Mr. McDougall: 'What about tke ordinary money-lending trade? 

Chairman : According to' wKat 'w'e have been told df there is no security 
considerable amount of money is lost in that way in these bad debts 
and here the faria had actUaUy 'gi'Ven " a loan on the security of the 
crops. X take it that is your proposition? Then he would not let the 
producer take away the crops because the crop is more or less mortgaged 
•to him and therefore he would be perfectly within his rights in not allow- 
■ing the producer to take away that crop. If on top of that it is part of 
your scheme that if the faria took the crop, himself to the local society 
that would be criminal or illegal on his part, I cannot reconcile mysel!‘ to 
that position. 

Mr. McDougall: Is there to be any serious harm if under such condi- 
tions as that you allow the crop to the local depot? 
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- - Ch. Mukhtar Singh : My difficulty is this that certain' jute societies havfr 
started in this way 'and they could not work simply because the producer 
would not bring his produce' to the local centre and the recommendation 
of the Bengal Enquiry Committee was that unless you advance loans to 
these people from the co-operative society there is no possibility of these 
societies being successful. You are just substituting them with the sale 
societies. How that point \rould be overcome I do not know. 

Chairman : There is this difference. Under existing conditions that 
faria would have taken his jute to anybody. Under this system he can 
dispose of his jute only through the corporation and therefore through its 
local depots, or rather through the local depots working in liaison with 
the central depot of the coi*poration. Therefore the faria must take 
that produce to the local depot and there will be a rate fixed .for the 
amoimt to be paid to him for that produce. That is part of the scheme. 
The cultivator will know what the faria is to get. That is if the culti- 
vator has developed co-operative organisations, if not he will he precisely 
in the same position as he is now, 

Mr. Khaitan : I fear that perhaps a little bit too much has been made 
by us of. this poor man, the faria. According to my information the 
system has been very much reduced during the last 10 years. I do not 
know whether the business of farias has been increased on account of 
the low price of jute. If we otherwise like this scheme put forward by 
Mr. McDougall with the alterations which may be advisable or necessary 
owing to local circumstances of Bengal then I believe that the existence 
of the farias should not be an insuperable difficulty. 

Mr. McDoxigall: The essence of the scheme put forward by me lies 
in the fact that the cultivator will realise a better price for his jute under 
this scheme than he now ’Cam under the present system of trading. Who* 
ever advances money to the cultivator for the pm’pose of growing crops 
during tho season or at any other time, he has got a lien over the crop 
His trade will not be killed by this scheme, but, the cultivator' gets more 
money by the sale of his produce, , and -the balance- that will be available 
after meeting the claim of the faria or the money-lender will go to the 
actual producer of jute, so that he will not be placed in a worse position, 
but will be in a better position under this scheme than he is to-day under 
the present system of trading. Of course there may -be. other difficulties. 

Chairman : In regard to this particular matter Oh. Mukhtar Singh says 
that whatever benefit may accrue from the scheme will in eases where the 
producer must sell io the faria accrue to the latter and not to the 
producer. 

Oh. Mukhiar Singh : I may differ from Mr. Khaitan who thinks that 
the faria only wants his money back because we find he wants to be a jute 
collector and get advantage of that business. 

Mr. Khaitan : I was just going to deal with that problem. The faria 
either actually takes the crop at a fixed- rate or wants his money back. I 
have^ already explained that he will get his money , back, -but so far as Ms 
getting the crop is concerned, if some of the cultivators still entered 
an agreement of that nature these cultivators would continue to b© in, tii® 
same position in which they are to-day : the other cultivators will benefit. 
But I doubt very mu6h, df a scheihe of this kind is successfully brought' 
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into existence, these cultivators will be such fools as to enter into similar 
agTSements^ iti future, aud ■what they will do will be they will agree to 
pay a certain ] ate of interest on the loan taken, and benefits of the scheme 
will go to them. 

Chairman : He will ultimately gain the benefit with the growth of edu- 
cation and co-operation. 

Mr. M cDougall : As a matter of fact your interpretation of the position 
of the faria is exactly the same as Mr. George Morgan’s. He says, ‘Don’t 
you worry about the producer, he can look after himself better than people 
imagine provided he gets a price.’ 

Ch. Mukhiar Singh: My impression is that by the 'creation of co-opera- 
tive sale societies there is a presumption that he gets a better price. 

Mr. JiJiaitan: Otherwise there was no necessity for starting co-operative 
societies. I may ]ust mention the reason why co-operative sales societies 
fail to achieve theh object is that they do not have enough money at their 
disposal to pay to the cultivator. As a result of that what happened was 
they started operations in the same manner as merchants were doing, 
namely, selling forward to the dealers and jute miUs in Calcutta and buying 
jute from the cultivator at the prevailing market rate. 

Chairman: What you are saying is perfectly true of the Bengal socie- 
ties. What Ch. Mukhtar Singh refers to is the experience of a co-operative 
sales society mentioned in the Assam report. He is proceeding on different 
grounds. This is the passage: “The business was not financially a success 
ior various reasons, such as insufficient capital, lack of business experience in 
the trade on the part of the directors and the employees inability to grant 
advances to cultivators to extricate themselves from the grip of the 
Marwaris, and finally disloyalty on the part of the members. The Com- 
mittee thinks that success depends upon the cultivators being enabled to 
clear off the advances they owe to Marwaris, and recommend that Govern- 
ment should gather information ...” That is what Mr. Mukhtar Singh 
has in view. I think what Mr. Khaitan said is perfectly correct, r\e., in 
the end it is the cultivator who is bound to benefit, not the faria, though 
it is also true that at the earlier stage the faria in certain cases will reap the 
benefit. 

Ch. Mukhtar Singh : My information is gathered simply from provincial 
recommendations. 

Mr. McDougall : Cultivators are going to get a good price, and co-opera- 
tion will be enabled to make good progress, under a control of this kind. 

Ch. Mukhtar Singh : Will the same rate be offered for raw jute through- 
out, or win there be different rates. 

Mr, McDougall: Mr. Khaitan has explained to you already that there 
ate districts where the quality of jute is such that ‘it must Secure a 
higher price. , ... 

Ch. Mukhtar Singh : Quality will come unden grading. . Will there be 
any difference in accordance ^th the_ distances of places where jute is 
produced and cold. 
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Mr. McDougaTl : Exactly the same position arose during the war .in 
England. It is for you to consider whether you are going to have a flat 
Tate for jute or a rate according to the distance the jute is carried. In 
Great Britain we had a flat rate. 

Mr. Khaitan ; I do not think you can have a flat rate. 

Mr. McDougall : In my country the carriage rate for cattle was exactly 
the same whether it was within 12 miles of a railway station or 100 miles 
from it. We worked on the railway returns of the previous year the average 
cost and on that based the flat rate the farmer had to pa} . It could have 
•been as easily worked the other way. One thing militates against a flat 
rate, and it is this: the possibility that the land which is near Calcutta 
where carriage rate is very low will be worth more than land at a distance 
of 100 miles. 

Mr. Khaitan : That cannot be helped. 

Ch. Muhhtar Singh : Suppose there is a flat rate. The Corporation may 
mot like the idea of purchasing jute from a distance. 

Mr. McDougall : They have got to take it. The flat rate scheme may 
mot work for jute. It may have to be worked according to cost. 

Ch, Muhhtar Singh: Whatever the produce it will have to be purchased 
at the rate announced. 

Chairman: Under the modifications agreed to by Mr. McDougall the 
licensed beparl has ceased to exist. Payment will have to be made at 
-the various local depots, and if the scheme is to be pursued, the method 
of payment unll be something like this. The corporation will have to fix 
an issue sale price for jute issued from its various depots and it will have 
to fix variable rates for purchase at the various local depots. That is how 
it would work. 

Mr, McDougall: That is so. 

Ch. Muhhtar Singh : Will it not mean that the starting of jute factories 
in other provinces will be difficult? 

Mr. McDougall: Kot at all bec.ause the Corporation will' be glad to 
-supply them. 

Chairman: They will have to bear transport charges. 

Mr. McDougall: These factories muU be supplied with the quality of 
jute they want from the nearest depot. 

Ch. Muhhtar Singh: My point was this. It is Bihar, Assam and 
Bengal, that are producing jute. It is only recently that U. P. has started 
producing it. Suppose there is sufficient ‘quality then it is just likely that 
mills may be started. 

Chairman: The corporation will extend its jurisdiction. In the end 
■it will be an all-India thing. 

Oh. Muhhtar Sin-gh: The whole thing will he calculated on different 
iDasis. One is that a certain quantity of jute will be consumed locally 
■and the balance wiU be exported. It may be that there is a better price 
for jute in foreign markets. What will then happen? 

Mr. McDougall:, The price of jute will be worked out at ports or »t 
millB. 
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Oh. Miihhtar Singh : Suppose the price of raw jute is worked out at 
Jls. 10 a maund : it is both for export and for use in the country. But 
the export market is not in our hands, we oannot control it : in certain 
.years they may not take anything at all, hi other years if there is more 
I profit they may offer a better price. 

Mr. McDovgall: The price of jute is fixed. There should be no varia- 
• tion. 

Oh. Muhlitav Singh: You fix the price of jute, you at the same time fix 
-the quantity. What I mean to say is this ; at the rate you have fixed it 
is just possible you may not be able to sell in the export market. 

Mr. McDongall: But they will let you know then- requirements in 
.advance. 

Oh. Mulch lar Singh : At the same time it is possible, if the export 
market does not take it, there will be a smplus here, and in that case the 
-corporation wi.'l suffer. On the other hand, if there is more demand out- 
side, Indian mills will suffer; will you not make it an essential part of 
the scheme that the first and foremost duty of this corporation wall be 
to suppl 5 '^ Indian market, and then if there be a surplus, the outside markets. 

Mr. Mchongall : There should be enough jute for every one. 

Chamnan. It is precisely Dr. Hyder’s point. 

Mr. Mohougall : You are setting up a co-operation on which are repre- 
tsented foreign mills as well as others, and you are going to give them 
whatever jute they require at the stated price. 

Oh. Mukhiar Singh: I should feel, if we agree to this principle, it is 
a dangerous principle from my point of view, and I can give you an 
•iiualogy. There is difference in the customs duties for wheat and wheat 
flour, oil-seeds and oils. The basic principle is this. Other countries feel 
that their industries should as far as possible be supported. On the same ' 
principle we will sell outside if we cannot consume here. 

iMr. McDongall : If you ara going to staiwe outsiders I can imagine that 
jute growers in this country will ultimately suffer. Is there any variation 
in cotton? Does the Indian manufacturer in this country get it at a less 
-price than that for export. 

• Oh. Mukhfar Singh : There is no question of monopoly here. 

Mr. Khaiian : You remember that there is an export duty of Bs. 4-10-0 
per hale. 

Dll. Mukhiar Singh: I am not speaking of that. 

Chairman: It is really Dr. Hyder’s point. The Goiporation has got in 
its depots, sa^', a million maunds of jute. How is it going to distribute? 
jMillion maunds will be required by manufacTiurers in this country and 
millions for export abroad. The corporation may be compelled to ration 
Tthese two bodies. 

Mr. McDongall : That is, assuming there is not enough jute. 

Mr. Khaiian : It has never happened. 

Oh Mukhiar Singh : Suppose we start with the idea that 2,000 acres 
will give us a lakh of bales ; 80,000 wifi be required for internal consump- 
tion “and 20,000 outside. There is a drought, and the production falls 
short of our expectation. There are only two methods ; distribute in such 
a way that there will be no complaint against us, no matter if you should 
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starve your own mills; the second jncthod is, piovide your own mills and', 
send the surplus outside. I should not like to starve our own mills of 
course if there is any surplus we Avill send it outside. 

Mr. McDoiigall: I think it is after all a matter of detail, that can be 
very well gone into by 'whatever authority you niay set up in the event of 
your accepting my proposal. But why assume a hypothetical ease which 
has never occurred in the histor\ of pile trade up till now? If owing to 
world conditions the demand for jute becomes very much greater than the 
existing supp^ of jute can provide, it is a question of increasing the price 
in order to get greater supplies. If you fix the price at Bs. 5 or Bs. G 
and the amount of jute produced at that price does not supply the market, 
then you can raise yoxir price to Bs 10 a maund, and I am quite sure- 
if you raise your price it will lead to gi'eater profit. 

Oh. Mulihtar Singh : ]\Iy idea is this. The production of an organic 
substance depjends upon so many circumstances. We are making a scheme 
for curtailing the production. We start with the assumption that we can- 
produce much more than the demand. My difficulty is that at a time when 
you expect a certain return and it docs not materialise, it is not within 
your power to increase it for that year. I am not speaking of the next year. 

Mr. McDoiigali • You are carrying surplus stocks. 

Gh. Muhliiar Singh : Would it suffice? 

Mr. McDongali : I should think it would. Except in war conditions have 
3 'ou ever heard of a famine in jute? 

Mr. Khctitan : Not even during the war. 

Ch. Mnhhlar Singh : I could have shown that thcro has been a fluctua- 
tion every year, but I have no figures just now. Even in that case it 
depends upon natural adjustment. Here it is artificial adjustment. 

Chairman : Mr. McDougall has an.swered it by saying that it will hove 
to be considered in detail. I think wc may leave it at that. 

Ch. Muhhtar Singh : There is another point. By this scheme you 
decide beforehand that this must be the price and it means you will 
have to take the interests of the manufacturer into consideration. But it 
is just possible that there might be a fall in the price of manufactured 
goods, and m that case it may not be possible for the mills to take at that 
price, and you will either have to quete cheaper or let the corporation suffer. 
If it is bound to buy it will have to work at a loss. 

Mr. McDougall : I do not think so. As far as I can see I do not tiiink 
that such a case will arise at all. The manufacturer Icnows what he is 
buy'ng his jute at. It may be there mav be less production and less jute- 
might be required : the fanner will produce less jute in the next year. 

Gh. Muhhiar Singh: He will carry over stocks to another year. 

Mr. McDougall: Not the farmer. 

Gh. Muhhtar Singh : In Sugar Acquisition Act 15 of Queensland. 
Government purchase sugar after it has been milled at a fixed price to 
cover the cost of production. The price is fixed by a sugar board con- 
sisting of a Government chairman, 2 growers’ delegates and one millers’ 
delegate. That is the proportion kept under the Sugar Acquisition Act. 
Should not the same method be adopted here? At least the grower must 
have not less than 50 per cent, representation. 
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Chairman : Mr. Mcllougall lias already answered that in answer to 
Mr, Hamdas Pantuiu. What he has stated as purely tentative. He 
agrees that there should be I’ejiresentation of the producer. What he 
consideis to be adequate representation for the producer is to be examined 
by people who are going to examine the details of the scheme. 

Mr. McDotigall ; That is so. I should like to remind Mr. Mukhtar 
Singh that this is a business corpoi'ation. I have the most profound respect 
for the cultivator and his mentality. But I would ask you to remembei' 
this one point. This is a business corporation. Now the cultivator is not 
a businessman. If you are going to load the board with cultivators or make 
half your board cultivators, then I am afraid you are not going to get the 
same business efficiency. It maj' be that so far as fixing the price is con- 
cerned you have to got some other authority. 

Mr. McDougall: You have to introduce some authority which will fix a 
pj’ice. 

Mr. Bamaas Pnntr/hr : The cultivator now gets less than the cost of 
production. 

Chairman • Anyliow I am not sure we will be able to put up a scheme, 
Whoever works out this scheme will have to keej) the balance even. 

Mr. Boy: All the points have been more or less traversed but I will 
tell you as soon as the cultivator gets his jute ready he takes it to the 
nearest market and sells it and with the price obtained he buys his neces- 
sarie.s, and if he is in debt he pays his creditors. How are you going to' 
fix the price? Now when he takes the jute to the market he gets com- 
petitive prices. If you fix the price he won’t get the price he is now 
getting. 

Mr. McDcvgaU : The price would be raised, 

Mr. Bay: But liow do 3 'ou fix the price? 

Mr. McDcngall : We have been discussing that the whole morning. I 
suggested the Coiporation should fix the price in consultation with various 
interests. They will say to the manufacturer ‘What is the highest possible 
price that jute will stand at this moment ?” It is not inconceivable that 
they may not find that even now a price of say six rupees might be 
possible. 

Mr. Boy : Is it not that the price is fixed on the demand and supply ? 

Mr. McDougall: Yes now, but not under control with a monopoly crop. 

Chairman: It is monopoly now. 

Mr. McDougall : It is only a monopoly so far* as the production of jute is 
concerned. 

Dr. Hyder : Mr. Boy is quite right that there is a demand. If there 
was not he could not come to an agreement. 

Mr. Roy : I will tell you how it varies. Now the price ds Es. 4. Three- 
years ago it went up to Es. 20. 

Mr. McDougall: One year it went up to Es. 29. 

Mr. Boy : That was an exceptional year. How are you going to fix it 
at the beginning? 

Mr. McDougall: I don’t think it is a difficult matter. You and Dr. 
Hyder think that the brain of man has not yet sufficiently developed to 
fix fair prices but I think it is a comparatively simple problem. 
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Mr. Boy: I am afraid iu that case the cultivators will not get the 
price they are getting now. 

Mr. McDoiigall: Quite an impossible supposition. 

Chairman . Mr. MoDougall’s point is this — once you establish that 
Corporation, which for the jiurposes of the mills in India and for the foreign 
buyer, will be the only source of supply, that Corporation will be in a 
position to fix and stabilise prices. I admit there are difficulties which were 
pointed out by Dr. Hyder and Ch. Mukhtar Singh. Whether those diffi- 
culties can be surmounted or not is another question. That difficulty may 
arise in attempting to decide between the requirements of the Indan mills 
and the foreign buyer but apart from that 3'ou have dn the Corporation the 
entire stock of jute in j'^our hands and therefore you are in a position to 
fix the price. At the present moment under the present arrangements any- 
body can produce jute and sell it to a buyer. Therefore there is com- 
petition in both directions. The law of supply and demand applies more 
fully if the demand is lai-ge, then naturally the cultivator gets a larger price. 
If the demand is less he gets a low price. But in future all that will 
be controlled. Though how they will be able to maintain prices I cannot 
really see. I am inclined to think there is something in what Dr. Hyder 
and Ch. Mukhtar Singh say. We will have to discuss that. But if it is 
possible to attain that position that the Corporation which is the only 
source from which the mills in India and the outside buyer can get jute, 
then the Corporation fixes prices, and that is the issue price< of jute. Then 
the Corporation fixes correspondingly the purchase price of jute at various 
centres and the cultivator gets that price. 

Mr. Roy : Then the incentive of growing more or less jute according to 
the price he gets will go? 

Chairman : Undoubtedly. There is no doubt on that point. IMr. 
McDougall, because 'it will be a regulated production. 

Mr. McDo2igall: Yes. 

Mr. Boy : Then about the mills, they buy the jute at a certain price 
and thej'^ will have to sell it according to the demand of the mills who are 
buyers ? 

Chairman: No, the buyers are to buy at a price which has to be fixed 
by ihe Corporation. Both the Indian and the foreign buyer have to buy 
at the issue price of jute. Having fi.vcd that price the Corporation also 
fixes the purchase price of jute at various centres. 

Mr. Roy: TTien what about the manufacture of goods? 

Mr. Khaitan: I believe Mr. Boy is referring t-o the prices of hessian. 
Their price would certainly be regulated by supply* and demand but then 
they will bear some relation to the price which may be fixed for jute 
because the whole world wnll be able to get jute only at the price fixed by 
this Corporation and therefore the price of hessian will wnvv on account of 
the varying '•'upply and demand. 

Mr. Boy : But demand does not depend on the prices at wffiich you bu? 
' jute, it depenrls on the demand for manufactured goods. 

Mr. Khnifan: Ihe price of the manufactured jute will depend on the 
supplv and demand but it will still boar some relation to the price of the 
Taw material. 
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Mr. Boy: Only recognised growers are allowed 
that not be hard on other cultivators? 


to cultivate jute. 
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Mr McDongall: Why should it? They are not growing jute at the 
j)resent ^uonienl Are you going to hold up the prosperity of the cultivators 
who are at present producing that commodity for the doubtful few who 
maj be temjated to do it if pilces rise to a very pajing level? It is a 
question of tiic benefit to the greater majoritjn 

Mr. Roy' I understand sometimes they vary the crop to have greater 
3'ield. They do not grow the same crop on the same land every year. 

Mr. McDovgall : That does not affect the position at all. 

Chairman : I thiuh the point is this. Your Corporation in fixing the 
quantity of jute production I suppose will also have to fix the quantity of 
the various grades. 

Mr. McDongall: Oh no. Leave that to supply and demand, to the 
natural conditions. 


Gh. Mnhhtar Singh: He must produce the very best so as to get the 
best price. 

Mr. Khaitan : The Agricultural Department is trying to give better 
seed to the cultivators to get better jute. If you can improve the jute all 
round it will be very helpful to the world. Near Calcutta it is only the 
desi class of jute which is sold, and that quality may be improved. 

Chairman : According to Mr. McDougalTs ideas that w^ould have to he 
stopped. He is going to restrict production. 

Mr. Khaitan: The quantity of production is very different frorn con- 
tinuing the grcwdih of the bad quality of jute. The bad quality of jute is 
grown at the present moment for various reasons. 

. Chairman : But according to his scheme production ’s to he restricted 
and that being so the areas which arc m-vlncinn; what you call the bad 
class of jute will be stopped from further production. 

Gh. Mnhhtar Singh: Not ueeessarilv That will bo verv hard. T w^a^F 
going to suggest that it will be best on this basis. Suppose there are 2,000 
Lres which may be grown under jute. Proportionately it w ill 
Otherwise it means that the cultivator who cannot produce the best quality 
of jute would he deprived of his livelihood. 

Chairman: Then it would depend on the demand iov the various grades. 

Ch. Mnhhtar Singh: When you give a better price for a better gra r 
naturally the difficulty will be in growing the best crop. 

Mr. Khaitan : The price will be fixed according to the qualities. 
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Chairman : But then who is going to use that low quality o±‘ jute? 

Mr. Khaitan: People are using it in the mills for manufacturing gunny 

Chairman: That is my point, the different classes will have to be speci- 
fied. 

Mr. llhaitan : I don’t think that dif&culty will come to very much. 
The Chairman is raising the question that when j'ou control the produc- 
tion of jute you would have to control it to the extent that the various 
qualities that are at present being gi’ouij will have to be divided off into 
quantities that will be fixed. I don’t uhink that difficulty would arise. In 
fact it would be very difficult for the qualitj’’ of jute to be improved within 
the next 20 or 25 years. There are very many difficulties in the way and 
Sir Vijayaraghavacharva \vill be able to support me in that behalf. 

Chairman : Supposing at the present moment the mills of India are 
producing X millions of gunnies and Y millions of hessian and for the X 
m.illions of -gunnies A million tons of jute of a particular grade is required, 
and for the Y million hessian B million tuns of a different grade of jute 
is required. In restricting your production you will have to try to keep to 
the A and B grades, otherwise your mills will be producing more hessian 
than there is a demand for in the market. 

Mr. Khaitan : It is not that the better quality of jute cannot he used 
for the purposes of guuny bags. All that can be said is that because they 
get the lower quality of jute at cheaper rates they go in for the lower 
quality of jute. But in the interest of the cultivator it is highly desirable to 
improve the quality of the jute as far as possible. 

Chairman: But it will force the price of the gunnies, and I don’t know 
what the effect would be. 

Mr. Khaitan: Let us hope for the best. If the cultivator can grow 
only the good quality of jute it will be to his benefit, tliere is not the 
slightest doubt about it. 

Chairman . I think that answers your question Mr. Boy. Your question 
was, will there be a restriction on the production of the different grades of • 
jute and Mr. Khaitan says that this is an unmaterial matter. That is if all 
the agi’iculturists produce the best grade of jute it would be in the best 
interest of the agriculturist and in so far as the market goes they will have 
to use the besi grade of jute. It may increase the price, for example of 
the gunny, but even that he considers to be immaterial. 

Hfr. Jioy: Is it not natural that people will like to have gunny at the 
lowest price possible? Even if thejr use the bad qualit}'^ of jute. 

Mr. Khaitan: We have considered the question mainly from the point 
of view of the agriculturist, how the benefit of the monopoly which India 
now enjoys in respect of jute can really be earned and acquired for the 
benefit of the agriculturist. The Government of India has a monopoly, still 
the disorganised position of the cultivator is such that they do not get the 
benefit of that monopoly. I think Mr. McBougall’s scheme, as a result 
of which that can successfully be brought about, with such modifications 
as may be necessary in the existing circumstances, if it benefits the agri- 
culturists, we ought to welcome it. - 

Mr. Boy : YTiat is the reason that in places round about Calcutta they 
cannot grow better jUte? Is it due to soil or want of sufficient water? 
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Mt. KJiaiian : So far as iny inforiiiaticii goes it is the different kind of 
isoil and tlie want of water which are the main factors, and the climate. 

Mt, Rdmclas Pcintulu: There is a statement here in the Keport of the 
Bengal Provincial Banking Enquiry Committee that the price of the high- 
est grades is brought down by two methods. One of them as; ‘Some- 
times the prices are brought down by another means without altering the 
specifications. When the season for jute opens the mills or rather 
their pmehasers siart buying operations on certain agreed specifications 
.as to the staiadards of the different grades, but after the season advances 
a little, jiut chases of the top gi-ades are suspended bj a concerted action, 
'with the result that later in the season the quality of jute which could 
have been tendered according to the agreed specification against a higher 
grade has in fact to be tendered against lower grades, for, it covald^^iaot 
be sold otherwise. Several witnesses have estimated the loss of the 
growers resulting from this variation of grade specifications as amounting 
to several croics of rupees”. 

Chamnau : It seems to me that your central corporation will have to 
fix not only the total quality of jute which it is going to purchase, but 
also the total quantity for each grade. 

Mr. McDougall: No, I woidd be very much surprised if that had to be 
done. I think Mr. Khaitan has made at qnii^e clear that from the point of 
view of the trade itself it is not necessary. 

Chairman : Therefore you will have to pay different prices for different 
•grades? 

Mr. McDovgall: Oh yes, by all means. 

Chairman: It would be all right from the agriculturists’ point of view, 
whose case Mr. Khaitan was pleading at that stage. But your central 
depot has got jute of various grades and the buyers say they arc aiot 
going to buy the top grades. 

Mr, McDougall: But you see this variation in price will be eliminated. 
'The grade price will be fixed in consultation with manufacturers at the 
actual value, grade for grade, which it is worth in the mill. Bet us assume 
that 3 'ou fix the 1st grade at Es. 6 a maund, and according to the experience 
.-of the manufacturer the next grade is worth say Es. 5-12-0 a maund. That 
iS the price that he can economically manufacture the Es. 5-12-0 as 
compared with the Es. 0 one. So it really does not matter so anuch to 
‘him whether he is buying a thousand bales at Es. 6 or a jbhousand at 
Es. 5-12-0. 

Chairman: Doesn’t it? You said yourself that the manufacturer laaows 
that for manufacturing a certain class of article he requires grade B and 
he cannot pay economically more than Es. 6-12-0 for it. Now then there 
is no restriction on the production of the different grades and when the 
stocks are e.'camined they find that the whole of it is gi-aded, and that the 
cultivator cannot get the higher price they are all payhig in grade A, there- 
fore the depots are full of the Es. 6 grade— 1 aan giving an extreme case— 
and there is nothing of the Es. 5-12-0 grade. What is going to happen to 
the buyer? 

Mr. McDovgall: Then the manufacturer will have to be rationed on 
his grade. 

Chairman: In the end we shall have to end up by also having to 
ration the buyer. 



Mr. McDougall: Kationing acciording to quantity 'is a different thing" 
from rationing according to quality. I should very much prefer to ask 
Mr. Khaitan — he has practical experience of the trade — if a situation of 
that sort 'is likely to arise. 

Mr. Khaitan : I do not think that kind of situation will at all arise. 
What happens is tliis. There is a demand for good jute, for example, 
from mills in Dundee which prepare finer qualities. Then there are 
mills in Germany which produce carpets and even wearing apparel from 
jute and thej^ require the finer qualitj'. Indiarr mills do not take good jute, 
they only make gunnies. There is a demand for all kinds of jute. an(L 
if we can reach a stage when orrly good quality will be grown, even the 
manufacturer will welcome it because he will be able to produce a better 
stuff. But I cannot see that God will give us such a time when only 
the better quality of jute will be gromr. If it can be broright about it 
will be for the good of the country. 

Chairman : That meets your difficulties. 

Mr. Roy: You want to restrict the faria from buying jute from- 
oultivators. 

Chairman : That we have passed over. At one stage it was said that 
there should be legal restrictions against them. We have now modified 
these ideas. 

Mr. Lamond : Imagine a situation like this. The corporation know 
the requirements of local mills. They have got an estimate of the re- 
quirements of export trade. They know the stock they will carry over for 
next year, and they decide what the requirements for the following year- 
will be. The estimate of the area is based on the area required in normal 
circumstances to produce the amount of jute required for the following 
year. The jute is sown. There is a big drop in the demand from outside 
for jute products, and therefore the trade does not require the number of 
bales anticipated. On the other hand you have perfect conditions and 
you get a bumper crop. How are you going to deal with the situation? 

Mr. McDoxigall: I see no I’eason why you should not take the whole 
crop and limit the production for the followfing year. As a matter of 
practice at the outside 30, 40 or 50 per cent, should be the normal 
carry over, and if owing to wwld fluctuation of demand aird supply you 
find yourself wath 20 per cent, more of carry over at the end of the 
period than you anticipated, the farmer will have to gi-ow 20 per cent, 
less in the following year. 

Mr. Lamond : Interest is being added up all the time. 

Mr. McDougall : The interest on that 20 per cent, wall not kill the 
corporation. 

Mr. Lamond: Would you make the mill pay for that? 

Mr. McDougall : It is not inconceivable that* you might. 

Mr. Lamond: Somebody has got to pay for it. 

Mr. Devadhar : In the scheme that you are proposing is any legislation 
to be introduced for the purpose of getting uniform weights and measures? 
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Mr. McDougall: Yes. 

Mr. Devadhar: On ilie lines of Berar Standard Cotton Act. 

Mr. McDougall: I cannot tell you .what it is. On the lines of sim ilar 
institutions which have been started elsewhere. 

il/r. Devadhar : All llie interests will be safeguarded? 

Mr. McDougall: That is so. 

Mr. ipiaitan : At the bottom of page 11, jmu mention that the cost of. 
distribution 'is Ks. 2/8 per maund apart from speculation and profits. 1 
do not know whether the figure is correct. It seems to me to be very 
high. Does it include the railway freight apart from insurance and. 
everything ? 

Mr. McDougall : A"es. I think so. 

Mr. Khaitoti: During the season it almost invariably happens that 
the iwice of jute in Calcutta is lower than the price prevailing in the 
mofussal. so that 'it is not quite plain sailing for the middleman in the 
trade. At present he has to take a long view of the market if he is 
to live in the trade. He cannot be sure of earning his just commission at 
the present moment. Are you quite sure about this Es. 2/8, or did 
you get it from somebody? 

.'l/r. McDougall : In consultation with an officer of the Agricultural 
Department 1 fixed the price at Es. 2/-. He travelled down with Dr. 
Priederich and myself to Sir D. Hamilton’s place. It was at that time 
the idea of a corporation was floating in my mind. He had been in a 
jute anerchant’s office at one time. The next man whom I met who had 
any experience of your jute was Mr. George Morgan. I asked him whether 
he could tell me what the cost of distribution is on the average. He- 
said 2/8- Dr. Hyder has just pointed out that the difference between 
the price paid by the jute mill or the exporter and that received by the 
cultivator is estimated at Es. 2 or Es. 2/8 per maund. 

Mr. Khaitan: Did he say, as I have said, that it includes railway 
freight ? 

Mr. McDougall : Yes, it includes freight and insurance charges. 

Mr. Khaitan: You mentioned the shipper: perhaps it includes baling- 
charges too. 

Mr. McDougall: Eo, I do not think it does. 

Mr. Khaitan: Except baling charges it would include the packing of 
jute into Icucha bales, cartage charges, port freight, railway freight, 
insurance, 'interest on the money that would aremain invested on the 
parcel of jute for the time being from the date of production to the 
date of sale. 

Mr. McDougall: If a man of Mr. George Morgan’s business ability 
tells me that the total cost of distribution is so and so I would expect 
that the whole cost is 'included, but not profits or baling charges for 
export. ' 

Mr. Khaitan : It does not represent middleman’s profits. 

Mr. McDougall: No- 

Mr. Khaitan: Page 11. You say that each association shall limit or 
increase the output of each member -pro rata according to the require- 
ments. Even if your licensing system be successful I can quite understand’ 
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•that limiting can be easily done but as regards increasing it there may 
be difficulties. Suppose yon fix the price of jute at Us. 60 per bale at 
Tvhich rate the cultivator will get Bs. 8 or Ks. 9 per maund in the mofussal. 
If at that time the price of rice be very much higher do you think the 
cultivat'-r would easily agi’ee to increase the area under jute cultivation 
at that fixed rate? 

Mr. Mcp<nigall: Bo. 

Mr. Kliaiian: In these circumstances the price of jute may have to 
be increased. 

Mr. McDoiigctU : It is not inconceivable. 

Mr. Kliaiian : You would agree to the rate being increased during the 
-season. I ask you what would happen in this case. This year the price 
is Es. 60, and next year there is the prospect either of its becoming 
E.S. 40 or 80. The object of the scheme is to keep the piice as uniform 
^s possible. Now, in the circumstances that I am contemplating, the 
price of rice or linseed or sugarcane rises very high. Would you con- 
template increasing the price of jute? 

Mr. McDougall : I think it would be absolutely necessary. You cannot 
•compel the cultivator at the point of the bayonet to produce jute. 

Mr. Kliaiian: You think that such circumstances would arise rather 
-comparatively rarely. 

Mr. McDougall: I think so. So far as I can understand the jute 
fidtuation under- normal conditions it is the best paying crop, and because 
of that I do not think from that point of view that there are likely to 
be difficulties. I contemplate, however, that it is not inconceivable that 
a higher price might have to be offered in order to get a greater area to 
come under jute. 

Mr. Kliaiian: If you wish to keep your prices as good as fixed you 
may have to extend or control the area. 

Mr. McDougall : I won’t be prepared to admit that at all. 

Oil.' Muliliiar Singh : I understand that there are two varieties of jute 
— one grown in swampy soil and the other on a bit of dried land, and that 
in the former nothmg can be grown but jute. 

Chairman : On certain lands nothing but jute can be grown. 

Mr. Kliaiian : A kind of house rice can be grown even on these 
■swampy grounds. 

Dr. Ryder: I have heard of rice growing under 4 ft. of water. 

Sir T. Vijayaraghavacharya: Eice has been reaped in floods 3 ft-, high. 

Mr. McDougall: With regard to that I make no definite statement at 
all. The first gentleman whom I asked about the matter 'indicated to 
me that 80 per cent, of the land would grow -nothing but jute. Another 
gentleman whom I consulted is a very weU Icnown member of the 
Civil Service, Mr. Nixon. I asked him what proportion of land will grow 
nothing but jute. He said it was very small, may be 5 per cent. 

Mr. Kliaiian : Such land is only 10 per cent. 

Mr. McDougall : After seriously considering the situation Mr. Nixon 
■■wi’()te me to say that the maximum was 10 per cent. 
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Mt, KhaitcLn ; As 'regards tlie constitution of tlie directorate you have 
-akeady said that it is only a tentative scheme put forward by you. We 
f -will treat it as deleted. 

Mr. McDoxignJl: I would be agreeable to it with this proviso that it 
must bo a really sound business organisation managed by the best 
business brains that the trade can produce. 

S'T T. Vijayaraghavachanja : I do not propose to criticise your scheme. 
But I feel some difficulty about it. The Indian cultivator 'would certainly 
welcome a scheme under which he would get a fair and fixed price. 
Those of us who have land have suffered from fluctuations. As you 
saj', the fact that jute is a monopoly makes it the easiest to deal with 
amongst any of the crops in India. In fait it is a world monopoh'. 

Mr. McDougall: So far as I am ooncenjcd and so far as I know the 
world produce, it is the only crop at this moment that I should be pre- 
pared to fight for — the only crop that I know of that is likely to lend 
itself to this form off control 

Sir T. Vijayaraghavachanja-. I think yours is the first attempt to make 
an organisation for the purpose, and I think it deserves very careful con- 
sideration. Are you contemplating a corporation which will have the 
sole monopoly or a corporation like the Canadian Wlieat Pool, which will 
just be a private corjioration and stand on its own merits and not on 
legal powers? 

Mr. McDougall : It will be constituted in a legal way with legal powers. 

•Sir T. Vijayaraghavacharya : You will give it a legal monopob*. 

Mr. McDougall: Yes. 

Sir T. Vijayaraghavacharya : Are there not difficulties in this connec- 
•tion—not tliai I tlunk that tiuu wiil be insuperable? For one thing it 
interferes with tlie right of an individual to grow anything on his land 
wuthout any interference from Government. 

Mr. McDougall: Law is always interfering with the liberty of the 
subjects for the benefit of the whole. 

Sir T. Vijayaraghavacharya : There is a peculiar feeling of sanctity with 
regard to land which makes it a little difficult. Supposing you wanted 
to restrict the area, don’t you think it would be a matter almost extra- 
ordinarily difiicult and productive of discontent to prevent men from 
gi'owing or not growing jute for several years? 

Mr. McDougall: That has been put forward to me as an insuperable 
•difficult}'. I cannot see such a case. If I come forward and guarantee the 
cultivator — ^let us say, Bs. 600 for 300 mamids of jute — he will think as 
follows: Under the fluctuatinc? conditions to-day I am receiving Es, 2 a 
•maiind, last year T received Es. 200 for 100 maunds : the Goiporation 
offers me for 80 per cent, of my supply Es. 480. I do not believe for 
a moment that the cultivator will object to the restriction. Ti e our- 
selves have been working out a scheme in England and Scotland for the 
last two years for the control of polatoes. Potatoe is a crop which 
fluctuates enormously — the production may be 4 tons an acre this year, 
next year It may be 7 tons. Potatoes also suffer from very bad keeping 
qualities. The basic principle of the scheme was that farmers would be 
compelled to produce less, but would receive a stabilised jirice. So far 
Qs limitation is concerned the principle is the .same, and I am quite sure 
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■nhat if you can produce a scheme that would enable the farmer to receive 
a good price, the cultivp.tor in Bengal will be very glad to limit his- 
output. 

Sii T. Vijayaraghavacharija : Then there is the question of depriving 
the man the right to grow what he likes. In practical administration I 
visualise great practical difficulties in bringing the restriction into practice. 
There would be charges of corruption, favouritism. Assuming there ore 
9,000 jute gfV)wing villages if you have to restrict the area there would 
be a great deal of difficulty. There w'ould be the complaint that pow’^erful 
landowners wnre able to get a larger area for growing jute than the less 
powerful landowners. 

Mr. MoDougall ; But in a co-operative organisation on which are 
representatives of the people I cannot see that in practice there wall be 
any serious difficulty there at all. I know that the scheme will have to 
be well organised. All these difficulties can be faced, they are not 
insuperable. I know that they wnuld not be insuperable in England 
or any other part of Europe except Bussia of which I do not Imow anything, 

Ch. Mnlditar ySingh ; Did they have any difficulty in the case of 
poppy? “i ^ ‘ . 

Sir T. Vijayaraghavacharya : You may think of salt too. Poppy was a 
controlled crop from the beguming of time. You are accustomed to that 
control and you do not resent it. 

Ch. Muhhtar Suigh : Now thej'^ must be resenting it. There is ir 
reduction in the area under poppy. 

Sir T. Vijayaraghavacharya : Don’t you thinlc in practice there will 
be a great deal of discontent if you attempted restriction by force? 

Dr. H?/dcr: Poppy was concentrated in 2 or 3 districts of XI. P. and 
the manufacture of opium is concentrated at one place. If it had beem 
permitted to be grown all over U. P. we would have been in trouble. 

Sir T. Vijayaraghavacharya : I am thinking of the restriction w’hich 
was attempted in Coimbatore District with reference to a particular kind 
of cotton crop. There was enormous complaint, it w^as given voice to in 
the legislature. I am trying to put fonvard difficulties which are likely 
to arise. 

Mr. McDougall : I can very w^ell imagine these difficulties. At the 
same time the benefits of the scheme are so great that I cannot conceive 
that the cultivator is likelv to be concerned about being asked to restrict 
his output. 

Sir T, Vijayaraghavacharya : A certain amount of education of the 
cultivator is necessary. 

Mr. McDovgall : Even though the cultivator is not educated according 
to your standard and mine, he has, I think, a lot of inlelligenee. He 
is just likely to (realise the benefits of the scheme as myself. 

Sir T. Vijayaraghavacharya: You give it a greater chance by intro- 
ducing it as a voluntary corporation. 

Mr. McDougall: I think it is utterly impossible. 

Sir T. Vijayaraghavacharya: Why give it an artificial protection? 

Mr. McDougall : I am perfectly certain that it will ultimately break 
down as a voluntary measure. 
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Siv T. Vijciyavughavacliatya If the corporation, is composed of 
'.businessmen and ofiors a better price, the natural economic laws Avill 
operate and will mate control possible. 

• 

Mr. McDougall: If I were a cultivator I should say yes to such a scheme 
.as this. Provided you introduce legislation to compel all for the benefit 
.of all I should say I am prepared to consider it. But if you are going 
to leave it to the free wili of the people without introducing the necessary 
legal restrictions then we are going to be where we were. It is exceed- 
ingly dangerous and the result will he chaos. 

Sir T. I'ijayaraghavacharya : Imagine as a practical measure that it 
would be necessary to survey the whole of the jute growing area and 
have a sort of record as to who owns so much land under jute. Other- 
■wise I cannot see how the restriction can be carried out. 

Mr. McDougall : I should prefer to survey the whole area. 

Mr. Ilamdas Patihilu: I thought from the Government communique 
-that they were thinking of restricting the jute area. 

Sir T. Vijayaraghavacharya : We were not consulted about it, and I 
do not remember it. In view of the strong feeling of suspicion that 
■exists won’t it be represented as a measure with a sinister object? 

Oil. Mulchtar Singh : Convince the ryot that it is in his intei’est and 
.he will not resent it. 

Mr. McDougall : I can assure you that if we had a similar situation 
in England there is not the slightest doubt that it would bo in operation 
.at once. I do not consider that there is any such insuperable difierence 
between England and India as to make such a scheme impossible in this 
•country. 

Sir T. Vijayaraghavacharya : I am thinking of the political conditions. 

Mr. Khaitan : Dr. N. C. Sen Gupta has introduced a Bill in the 
Bengal Legislative Council for the restriction of the cultivation of jute, 
-which is still pending. 

Mr. McDougall: If you restrict the cultivation of jute without 
•guaranteeing the price, you are doing a wrong thing. 

Sir T. Vijayaraghavacharya: The whole thing is dependent on a good 
price being assured. 

Mr. McDougall: The only way you can assure the cultivator of a 
good price is to take the Avhole scheme or leave it. There is no half-way 
house. 

Sir T. Vijayaraghavacharya : I see that the difficulties are more in 
practical administration. After all it is a very good thing for the man 
to get a good price in the long run; the farmer’s appreciation of the good 
l^rice and his knowing exactly what profits he would get next year would 
probably overcome all the difficulties. In the first feAV years there would 
he numerous difficulties. 

Mr. McDougall: But there is less difficulty attached to it than in 
almost any other scheme with regard to limitation of output that I Icnow 
■of. You know that the best brains in the sugar trade have been trying 
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for the last five or six years to introduce n similar scheme in sugar. The- 
difficulty there is not internal ‘administration at all although that 
difficulty is just as great as it is liere. It is all a question of international 
agreement. If you have to di'aw up a scheme of this kind by international' 
agreement vdth half a dozen different nations Avhose costs of production 
varj* and Avhere many other items of national interest come in, your 
difficulties would be very great indeed. But here you have only to con- 
sider yourselves and it is so much similar because of it. Your adminis- 
trative difficulties undoubtedly and the business difficulties are very 
considerable and you are tackling a big job, but I suggest to you that there 
is no difficulty that cannot be overcome if you are determined to do- 
it. I'he results likeh’^ to be attained in this case are such that there- 
will be an enormous benefit to the country. 

Sir T. Vijayaraghavacliarya : I admit that if any scheme of control 
were ever to be brought into operation jute is almost the only crop which 
for obvious reasons you can touch regarding price or other things. 

Mr. McDougall : As a practical man I say it is the only crop I would 
touch at the present moment, but I w'ould touch it without gny doubt. 

Sir T. Vijayaraghavacharya : I do feel some such system has got to- 
come at some time or other. 

Mr. McDougall-. It ds quite true that speculative profit will be- 
eliminated, but at the same time if you make the position of the culti- 
vator such as to assure him prosperity, then a far greater profit will 
arhe to the City of Calcutta and to the interests there through the- 
prosperity of the agriculturist. 

Sir T. Vijayaraghavacliarya: Of course you would have very great 
difficulties in constituting due control. I can see some difficulties in the 
proposal about the Jute Central Comm'ittee which is a very small 
organisation compared with this. 

Mr. McDougall: Undoubtedly I know that you will have all sorts of 
wire-pulling. ' 

Mr. Bamdas Pantulu: The Cotton Committee is merely an advisory 
committee. 

Sir Purshotaindas Thahurdas: It makes no profit. 

Sir T. Vijayaragliavachanja: In Cotton Committeas there is no differ- 
ence of racial interests. 

Mr. Bamdas Pantulu : Mr. McDougall is thinking of a scheme which 
wiU watch over the factory and he wants to invest this Committee with 
statutory powers. 

Mr. McDougall : I should like to tell you that during the War I had 
to lock up some men. 

Mr. Khaitan: I doubt whether the men would have to be sent to 
prison. Under Mr. McDougall’s scheme a certain cultivator is required 
to sow a certain area under jute. If he sows more and if the jute is 
not taken up, what is to happen? 
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• Sir T. Viiayaraghavflcliarya: I quite see that so long as you have fK 
monopoly of buying, it is not necessary to make it an offence. 

Chairman: If that is so, you have 'got to take some penal measures 
somewhere. Take the case of mills in Calcutta. You have got by legis- 
lation to enforce that they must take the jute only from the corporation' 
and from no other source. I foresee difficulties in that; in the end you. 
will have to enforce the rule and j^ou will have to send the man to jail. 

ilfr. J.f.ha'ii.an . 'What I submit is that though there mav be some penal 
provisions in the statute, I do not think you will have really to enforce 
them. ^ 

Chairman: That is more than I can say. .4t least it would certainly 
open the door to what you may call illicit trade, and therefore preventive- 
measures have to be taken. 

Mr. McDongnlJ : Fortunateh* you are dealing with a crop that is 
very bulky. If we were dealing with opium or even tea, the position 
would be much more difficult. It is easy tc slip a packet of tea into a 
small boat, but jute is a crop in which it is well nigh impossible to 
imagine that any illicit trade to any appreciable extent can be carried' 
on because of its enoiimous bulk. 

Chairman: It 'is not a question of its being carried, on. You mean' 
that if it is canied on, it will be readily detected? Then comes the 
question of sending some one to jail. 

Mr, McDongall: I think probably you will find that 'it is not necessaiy 
to send any one to jail. The traders are licensed and they have to sign- 
a certain agreement. 

Chairman: Now the arrangement is that all jute goes to the local 
depot, it is then bought over from there and it finds its way to central' 
depots. Therefore the system of what you call licensed dealers has- 
pi’acticalh' disappeared. 

Mr. McDongall: Why should the beparis not be licensed? 

Chairman: They will be carrier — agents of the central organisation- 
and therefore it is "not a question of licensing them, because 'if anybody 
wants to do that work, he will be allowed to do it. According to your 
original scheme by which you contemplated that jute went out 
from the local depot to the bepar'i and through the bepari came- 
back to the central depot, there was need for licensing as a trader, but 
now that need not arise. He may or may not be licensed simply as a. 
carrying-agent. 

Mr. McDongall: But why should he not be licensed as a carrying- 
agent ? ■ 

Chairman: That does not help you. Illicit trade may be stopped in 
jute because it is a bulky stuff and may be more readily caught, but as 
I envisage it, there would be opportunities for the growth of illicit trade. 

Ch. Mnhhiar Singh: I think not, because in every village there is a 
patwari. 

Sir T. Yijayaraghavacharya : Not in Bengal. 

Ch. Mnkhtar Singh : At any rate there is a system by which the crop 
which is grown in every field is Imown. 

Chairman: Not in Bengal. 
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Oh. Muli'htar Singh : How do you find the acreage under different 
cro23S ? ' ; * 

Sir T. Vijayaragha cacharya : The figures in permanently settled provinces 
-are worthless. As 1 view it. in jute fields having only one crop there 
is mo possibility of illicit cultivation. To check the illicit cultivation will 
involve not only a survey but a staff which will go on inspecting all 
the fields. Suppose a farmer has to cultivate five acres, we have got ' 
to see that his cultivation does not extend to the 6th or 7th acre. I 
do visualise in the beginning that there would be a great deal of necessity 
for a staff. I think a survey is almost indispensable for practical adminis- 
tration, and once jmu have the survey, jmu have to have a staff to see 
that the thing is done. I imagine that when it is well known and has 
'been in operation for some years, perhaps there maj^ not be any necessity 
for the staff. I am only pointing out the difficulties. 

Mr. McDoiigall: A survey would certainly be of great advantage. 

Sir T. Vijayaraghavacharya : I certainly think that in principle it is 
veiw necessary and some such scheme will have to be devised some time. 

Mr. McDovgall : The sooner you do it the better. 

Dr. Friedcrich: I think it should be the task of the managing com- 
Toitlee of the local society to detect illicit cuHivation. 

Sir Partthofanidas Thahvrdas : I was not present here in the morning 
•ind if you have already replied to any question you need not repeat the 
■answer, but simply say that you have answered it. In the first instance 
t want to ask you what is the main motive of j’our scheme? Is it to 
improve the security from the bunking point of view or is it a better 
■return to the cultivator? 

Mr. McDougall: The main motive is better return to the cultivator. 

Sir Purshotamdas Thalmrdas : Can you name any other scheme of a 
similar nature in any part of the vi’^orld which has made it a reasonable 
success ? 

Mr. McDougall . No, excej)! quinine in Java; that also is a monofioly 
crop. 

Sir Purshoiamdas Thahtirdas : Java I understand, has more or less 
a sort of autocratic Government where things are ordered by the Dutch 
and have to be carried out by the people. 

Mr. McDougall : That may be. 

Sir Purshoiamdas Thalmrdas ; Do you think conditions in India are 
anything like the conditions in Java and that things are as easy to cariw 
through ? 

Mr. McDougall: I do not suggest that it is by anj- means easy to 
■cany them through, but I suggest this for the benefit of the cultivator. 

Sir Purshoiamdas Thalmrdas : Let me understand this point. The 
Committee which you have recommended is to consist of five buyers’ 
rejDresentativcs. five agiacultural representatives, five middlemen’s and 
one banking representative. They are to have all executive powers, 
including the po'V'er to fix price, etc. Can you indicate to us the rough 
outlines, which may be given in our report, of the basis on wdiich the 
price should be fixed. T?3e grower’s rejn’esentative will always say “ ‘X’ 
rupees is too low” ’, the buyer’s representative wdll say trade is bad and 
the rate must be higher than that paid last j’^ear. ..The middlenian does 
not count; he does not care so long as he gets his turnover. Have you 
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tried to aaceitain fTom. youi’ informants as to \vliat is approximatelv tfjy 
price for growing jute? 

Mr. McDougall: I liave heard it estimated between Bs. 4 to Bs. 5. 

Sir Purshotamdas Thakurdas: What do you think should be the 
average profit which should be allowed to the grower bv such a corpora- 
tion if it came to be started? “ ^ 

Mr. McDougall: That I am afraid I cannot tell you. 

Sir Purshota^ndas Thakurdas : On what basis would you like it to be 
settled? It will be a monster monopoly if it is erected with the help of 
legislation where the foreign buyers across the seas are to have a sub- 
stantial voice, because you indicate that there are to be three repre- 
sentatives of overseas manufacturers. "VvTiat do you think should be 
the minimum profit to be allowed to the Bengal cultivator? 

Mr. McDougall: That I cannot tell you. 

Sir Purshotamdas Thakurdas: Would you not advise us? 

Mr. McDougall : I will not. I loiow nothing about the local conditions. 

Sir Purshotamdas Thakurdas : But you have s_een the standard of 
living of these people. Suppose I suggest to you that the cultivator should 
ask for Bs. 9 a mauiid where the cost of growing is Bs. 4/8. Would you 
call that exorbitant? 

Mr. McDougall: A profit of 100 per cent, would appear to me to be 
a very excessive profit. If the trade will stand Bs. 9 a maund, I do not 
see why the cultivator should not get Bs. 9. But if the output is going 
to be seriously hurt by that price, the probability is that the cultivator 
will suffer very seriously. 

Sir Purshotamdas Thalairdas: On what basis are the directorate to> 
decide or judge this? 

Mr. McDougall: I should say that this matter will have to receive 
very careful consideration. Statistics will have to be examined much 
more carefully than has been possible for me to examine them as to the- 
average pre-war prices, as to all the conditions pertaining to the industry,, 
etc., and it will have to be recognised that prices have to be fixed not 
on a monopoly basis which may ultimately kill the trade but on common- 
sense lines that will enable the cultivator to receive a fair profit. I 
should like to emphasize that if you are out for a monopoly that is 
going to forget all about world conditions but simply make huge profits,- 
then your whole scheme will sooner or later end in disaster. 

Sir Purshotamdas Thakurdas : Can you tell me what you think should 
be a fair profit to the cultivator? As you hesitated to give me a figure, 
I threw out a figure which has drawn you out. What sort of directorate 
could decide this question? Certainly not the sort of directorate which 
you indicate? Has there to be an enquiry beforehand by some persons 
who are not interested as sellers or buyers; can you suggest any line 
by which this can be settled? 

Mr. McDougall: If I were in England, I think I should be prepared 
to make recommendations after thinking out things carefully. Here,' 
not knowing the local conditions, I should say I very much prefer to 
leave it to you and to others who know the local conditions better. 1; 
want a fair 'Board that will be able to take all these considerations into' 
account with an impartial Chainnan. 

yoL, rv, S s 
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Sir Purshoiamdas Thakurdas : Anyway you would agree that the one 
body most interested in this and that should be considered most impartial 
would of course be the Legislature of the province with the Minister -in 
charge ? 

Mr. McDougall : Undoubtedly. 

Sir Ptirshotaindas Tlialmrdas : And you would agree that this question 
has to be settled first before any corporation is started, 

Mr. McDougall: Yes. 

Sir Purshoiamdas Thakurdas : The fundamental to be decided is that, 
whatever the conditions, the minimum profit to the cultivator should 
be so much. 

Mr. McDougall : 1 should be prepared to agree to that. 

Sir Purshoiamdas Thakurdas: You indicate several steps being t-ahen 
before the corporation can start worldiig. I understand from your paper 
that legislation is absolutely unavoidable and is intended to be taken 
from the very start. Then the growers have to be licensed, traders have 
to be licensed and T presume the exporters of 3\ite also have to be 
licensed. ' ' 

Mr. McDougall: Yes. 

Sir Purshoiamdas Thakurdas: In fact anything handling jute will 
have to be licensed. 

Mr. McDougall: Yes. 

Sir Purshoiamdas Thakurdas: Buyers will have to be controlled to 
such an extent that if they do not make over their stocks to you prices 
have to be raised against them for a limited period as indicated in your 
paper, The.a 1 presume that forward trade in jute has to be stopped. 

Mr. McDougall’ Yes, 

Sir Piirshotamdas Thakurdas : All these restrictions have been suggest- 
ed for the benefit of the grower and it is of course a very good motive. 
I wonder whether you have been told of the experience in the Bombay 
Presidency between the years 1870 to 1878 of a similar legislation which 
was tried by the Government of Bombay and which is known and is 
famous as the ‘Cotton Frauds’ legislation. Sir Hugh Cocke may be able 
to let you have some literature which is all available in the reports of 
the Bombay Chamber of Commerce for the years 1870-78. The American 
War was on and Lancashire wanted good cotton. The cotton which went 
from India was indifferent and not up to the standard and orders came 
£rom Whitehall to the Government of India to the effect that measures 
should be taken to see that Lancashire got good cotton. Legislation was 
passed in Bombay (it was all official) that there would be a set of Inspectors 
all over the mofussil areas to prevent adulteration. Four years after this 
legislation was passed, every merchant handling cotton in the Bombay 
Presidency, whether European or Indian, kicked up such a row that within 
three years more the legislation had to be taken off. My point is that 
such measures of control, at anv rate 40 or 50 years back, were liable to 
very serious abuse by petty officials in those areas. I do not know the 
mofussil areas of Bengal, nor do T know much about jute growinp, but 
I wonder whether you have been told of the experiences of a century back. 
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. but at the saiuo time I would ask you to 

^membei that vast progress has been made in the world since those days. 
Om- whole psychology with regard to trade and business generally has 
changed. We have got vast cartel schemes, monopoly schemes which 
m those days were utterly impossible in practice. Accounting at that 
time was merely m its infancy. To-day the accounting profession and 
business control generally have become so much more practical, so much 
more perfect, that what was absolutely inconceivable in those days and 
would have most certainly broken down in utter confusion is now practical 
politics. 


Sir Ptirsliotavidas Thalcurdas: You are now talking of the West- 
America. Can you say the same about things in the rural areas of India? 

Mr, McDougall : Yes, 1 think I can. In those days it would have been 
impossible to set uji your Growers’ Associations with sufficient accounting 
exjierience behind them to make them reasonably perfect. It would have 
been impossible to set up the big corporations a matter of fact, I am 
quite sure that in considering this matter you must realise the vast 
progress that has been made throughout the world in handling all these 
great controls. Exactly the same thing applies to ordinary corporation 
activities, I mean corporations in the big cities, taking over water, tram- 
ways, etc., vdth benefit to the community and with reasonable chance of 
making them really sound organizations. In those days that would have 
been impossible. Take for instance the big milk combine in England 
which deals with, I think, something like 70 per cent. In the days you 
spoke about it was utterly impossible in practice, to-day it works like 
clock-work. 


Dr. Hyder: Is it entirely a combine of producers or are there con- 
sumers in it? 

Mr. McDougall: The milk cartel is not a combine of producers though 
there are a very large number of producer shareholders. The price is 
fixed by a Board. 

Dr. Hyder: I only wanted to know whether in the cartel there is a 
very good percentage of consumers. 

Mr. McDougall: There are not. 

' Dr. Hyder : Is it desirah|e to have in the corporation warring interests, 
the buyers and the producers? 

Mr. McDougall : I do not think the stability of the milk control would 
in any way be hurt. 

Dr. Hyder: I quite agi'ee that we can have rnonopolies, but it must 
consist of one kind of people only, and the considerations that are_ now 
being put forward by the Vice-Chairman lead to the position I mentioned 
that if we push forward one way and the others push forward the other 
way, it will lead us nowhere. 

Mr. McDougall: I cannot agree. 

Sir Purshotamdas Tlwlnirdas: Mr. McDougall has said that th;^'<^ are 
difficulties, but if you want to make for the salvation of the Bengal 

3 s 2 
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cultivator, these have to be got over. Although this is a bold scheme. 

I think it has in it the germs of something very useful. You say; — ■ 

“The retail price of the manufactured article would not be influenc- 
ed to any appreciable extent by the difference of. say, four 
rupees per maund on the raw material.” 

Have you arrived at this conclusion after consulting those who are interested 
in the manufactured article? 

Mr. McDougall : I have already explained to the Committee this 
morning that unfortunately I had very little chance of meeting any of 
the traders. I was searching almost in the dark; the only rejJresentative 
of the manufacturing interest whom I met was Sir Archy Birkmyre who- 
is one of your leading manufacturers, and of course I did not consult 
him about the scheme. I thought it was hardly policy ; I was just 
beginning to think about it then, but I put to him some leading questions. 

I said to him : “It is a terrible position in which the jute grower is in 
now. he is getting a price very much below his cost of production. This 
is absolute ruin io him. Do you think that the difference of Bs. 3 or 
Bs. 4 a maund would appreciably affect the demand for the manu- 
factured arlicle?” I remember him very distinctly saying ‘not a bit.’ 
As a mailer of fact, if he had said ‘ves’, I doubt if mv scheme would 
have been produced. 

Sir Pui'fihoicnmhts Thakurdus: Begarding the directorate, you suggest 
that there should be three representatives of the -Overseas manufacturers. 

I wonder whether, when a country devises a scheme like this in the 
interests of its eulti\"ator, it should give a voice to non-nationals in the 
scheme. 

Ml'. McDougaU : The reason why 1 thought about the Overseas manu- 
facturers is that after all the inoducer is dependent on the overseas 
demand. 1 was just searching after something. Then it struck me that 
the whole of Europe, England being users of jute, would hardly combine, 
and that England being a considerable consumer would also want a repre- 
sentative here and that if we had got to work properly, it was just as 
well to take all the interests into consideration. Provided you safeguard 
the great majority of interests, these men are doing you no harm, they 
would actually do you good by keeping in touch with the world marlcet. 

Mr. McDougaU: ]\Iy idea was to get some advantage to the country 
at large and it is in your interests that you should keep yom’self in touch 
with the people of those countries who are consuming your jute. 

Sir PuvMiotamdas Thahurclas: It would amount to the same thing. 
Y'ou would like the Government which puts up the money for this 
Corporation would see that the Directors should keep in touch with regard 
to the demand for manufactured articles of jute in the world. 

Mr. McDotigall: I think it would be useful. The more jute that is 
consumed the better it is for India. 

Sir Piirshotamdas Thaliurdas : The Indian Jute hlills Association are 
the consumers of raw jute in this country. Otherwise the interests of 
items (1) and (2) under your scheme for the constitution of the Directorate 
are quite identical. 
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Mi: McDougall: But then- interests are difierent. The Indian manu- 
facturer, the European manufacturer and the American manufacturer 
are ail m direct competition. All want to manufacture jute goods. 

Sir PiLTshotamdasThakurdas: How do you say that? If the Direc* 
torate fix a price of Es. 7 per maund. that will be the price at which jute 
will be available for sale in India and abroad. 

Mr. McDougall: Their interests with regard to tlie price of raw jute 
are the same undoubtedly but after all there is a tremendous amount 
of trade rivalry between them. 


T/frthio'das : There niaj no doubt be competition in 
the efficiency of manufactured products but not in the price of raw jute. 

Mr. McDougall : I agi'ee. 

Sir Pui'shotamdas Thahurdas : And it is not necessary in an Associa- 
tion of this nature to give representation to non-nationals. 

Chairman: i lull} see Liiat jioini. in tact }our argument is accora- 
ing to Mr. i\icJJougall s own views that this body will not tix the price 
ot ]ute. 


Sir P iirshotamdas Thakardas : I have only one more question to ask. 
It may be construed to be of a somewhat delicate nature. You, of course, 
must be aware that at the present moment in the political sphere there are 
questions of safeguard looming large for vested interests of British Com- 
merce in India. The chief consumer of Indian raw jute in India is, 
of course, the jute mills the vast majority of which are under European 
management. Bo you think that it a scheme like this is set up it 
would disturb the Britisher’s' vested interests with regard to jute trade 
in this country? 

Mr. McDougall: Nobody could say so. 


Banking facilities by credit co-operation for non-agriculturists. 

(By Dr. A. Eriederlch.) 

In European countries expeiieuco has proved that co-operative credit 
societies are the most suitable banking agencies not only for agriculturists 
but for all middle class and working people. In our paper ‘Einancing the 
cm-rent needs of agriculture’ we have recommended that agricultural credit 
societies should not confine the membership to a special creed, caste 
or calling, to agriculturists or a special class of them but include artisans, 
small traders, officials, etc. Experience in Germany has been that no 
advantage has been gained by establishing separate co-operative credit 
societies for each profession or trade. (Bengal report, page 252, recom- 
mendation 151). Special societies for salary earners are in our opinion 
not objectionable if these, societies are looked upon as thrift societies for 
collecting and investing the savings of their members^ (Bombay, page 
168) We, however, advocate starting societies according to the prin- 
ciple outlined above. There is, undoubtedly, an urgent need for financing 
artisans, cottage industries, traders and shopkeepers. People living m 
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’the country, including rural industries should receive the financial 
hssistance required by them from local credit societies. They, on the 
Other hand, should accommodate themselves to the special requirements 
of non-agriculturists. Where the latter predominate credit societies of 
the “Schulze-Delitzscli" type should be established where it has not 
•already been done and whore required. We fully agree to the considera- 
tions laid down in the Punjab Report (pages 103, 104, paragraphs 153 
'and 154). Smaller towns and even cities offer a large field for co- 
operative enterprize. Co-operative credit societies should especially be 
started at all places where commercial banks do not enter and at other 
places where banking facilities for middle class people and the so-called 
‘small men’ are not sufficient or suitable. The statistics in the Punjab 
report (page 103, paragraph 153) indicate the lack of banking facilities 
fn towns with a jiopulation below 10,000. We have not seen the cor- 
responding figures for the other provinces of British India. 

Various reports have clearlj'^ indicated (a), the defects of financing 
small traders and industrialists by money-lenders (including wholesale 
.dealers and merchants) and (b) the disinclination of commercial banks to 
deal with this class of people who are, generally siDeaking, not able to 
supply adequate substantial securities for credits (vide Bihar and Orissa 
report, page 91, paragi’aph 173). The greatest car^e is without doubt 
required in dealing with these people. On the other hand co-operative 
credit societies can on sound lines serve the financial requirements of 
traders and small industrialists in so far as they are of good character 
and repaying capacity. It is, however, impossible to help people avIio are 
'■hopelessly in debt. 

i 

Non-agricultural credit societies especially urban banks have developed 
'in a satisfactory manner in most provinces of India. The Bombay report 
(page 164) states that from the point of view of banking the societies 
kvhich aim at doing banking business in general, particularly for traders, 
entrepreneurs and artisans, are the most important. “These banks do 
all kinds of banking business, that is, they give loans, credits and over- 
drafts and discount bills. They command good credit and have raised 
a large amount of capital locally. The definite aim of these banks is to 
try to do for the small trader and the small merchant what the bigger 
banks are doing for the big trader -and the big merchant.” (Bombay 
report, pages 164, 165). Urban credit societies in India have, nearly 
everywhere, inspired confidence in the investing iDublic and they can 
therefore attract considerable deposits. In this respect they widely differ 
'from the agricultural credit societies. Urban co-operative banks have 
besides built up sufficient share capital and reserves. We fully endorse 
this policy. We would, however, emphasize the necessity of safeguarding 
the co-operative character of these societies in order to prevent them 
‘becoming of a capitalistic type. 

Shall urban banks do commercial banldng? There is no objection 
against doing all kinds of banking business in so far as it is required by 
the_ members with the exception of futures and lending money on goods 
in. stock. Banking for artisans, tradem, etc., is quite different from bank- 
ing lor agriculturists. Money put’ in trade and commerce can usually 
he turned over much more quickly than , in agriculture. Money demand 
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«nd supply are not bound to the periods of seed and crop There is no 
direct dependence ripon meteorological conditions. Eeceipts anrexpem 
dituie arc usually distributed all over the year. This ^special feature 
requires that urban banks should do modern; advanced baling bu^S 

Wnltl ' * preferably on euxTent account. ^ This has 

been fully recognised nearly everywhere. The gi-anting of cash credits 
denliiig in cheques, collection and discounting inland bills, clearing’, 
remdtnnee business have been promoted and should be furthered as far 
as possible where it has noi yet been done in the past. 

Uibnn credit societies have the advantage of getting a larger percent- 
age of htciatc people who are useful for both business and management. 

Some lines on wliieh the future development of non-agricultural credit 
societies, especially urban banks, should be carried on wlicre it has not 
yet been done may be emphasized. It may be mentioned that the 
sn^gostions except some small modifications noth regard to Indian condi- 
tions have been experienced in the German urban co-operative credit 
movement : — 

1. II orhiutj siihcic. — Development of larger urban societies should he 
aimed at; restrictions with regard to the area of operation may, however, 
be considered in bigger towns. 


2. Mana(jcmcni. — ^It is necessary to have a well trained banker as 
inaiifiger and men of integrity forming the Managing Committee {vide 
As.^ani report, page 142, paragraph 147). 

Jfixing credits for each member should be, as we have already pointed out 
in our paper “Tinanciug the current needs of agriculture” a matter for 
the ilaiinging Committee iii accordance with a special ‘Supervising Board’. 
The general meeting should (a) fix the maximum credit limit within which 
credits may be fixed by the klauaging Committee and Supervising Board, 
and (h) sanction credits to members of the Managing Committee and tke 
Supervising Board. 


3. Supervising Board. — Wc refer to our paper ‘Financing the current 
needs of agriculture’ (I. primary, local societies, point 2c) and recommend 
strongly llial such a Board consisting of 3 — G members should be elected 
by the* General Mcoling of each urban society and that the Co-operative 
Societies Act, 1912, .should accordingly be. amended. It may be mentioned 
that I he klnclagan Committee on co-operation favours our proposal {vide 


report, page, 22, paragraph 3.5). 

4, LiahiliUj. — We share on principle the opinion of the leaders of the 
Indian Co-operative Movement, that non-agx’icultural credit societies 
'urban bank's’, shall be built up on a limited liability basis. It is the 
most expedient legal form with regard to the special feature ot urban 
co-operative societies. On the other hand wo are advocating a broadening 
(if the limited liability in order to secure to the creditors especially the 
dopositor.s further safeguards in case of a failure. We Pi’oposG that the 
limited liability should be amended into an addiUonal liability at least 
equal to the fixed amount of the subscribed shares. Up to now the 
limited liability is being restricted by the subscribed shares. Small shares 
have in consequence small liability. Our proposal is made in accordance 
with the Gei-man Co-operative Societies Act, 3889. The memheis of ti 
societies with limited liability in Germany have usually to take up an 
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additional reserve liability of about 2 — 10 times the subscribed shares. 
TW^here the share is fixed relatively small, the reserve liability is fixed 
relatively high, in order to create a sound business basis. Limited liability 
is equal to a surety taken up with eacb share subscribed by a member. 
This kind of limited liability is a very good safeguard for creditors in case 
of a brankruptcy and therefore is calculated to enhance the confidence 
of the investing public, 

0 . Granting crocliis. — (a) We agree with the Bombay Committee (vide 
page 165, 2nd section) that urban banks should not be allowed to finance 
joint stock concerns. 

(b) With regard to granting credits to bigger men, wo are in favour 
of restrictions being laid down in the Bye-Laws. Larger credits well 
secured should on no condition exceed 50 per cent, of share capital and 
reserves. 

(c) We have no objection to the suggestion that urban j)rimary non- 
credit societies should be financed by urban banks. This depends on the 
special conditions. An agreement should in this respect bo made with 
the respective Central Co-operative Bank (Bombay, page 165, Srd section). 

(d) AVe think it necessary that urban banlis should be permitted to 
advance money on the security of gold and silver, on the formei' up to 
about 75 per cent., on the latter up to about 50 per cent, of the sale 
value. The greatest care is however required in valuing and holding in 
custody pledged gold and silver. 

(e) We accept the view of the Bengal Committee that credit should 
not be advanced against good,s in stock. (Bengal, page 256, recom- 
mendation 191 and Bombay, page 248, recommendation 129.) Wo have, 
however, no objection to granting credits on authorised first class ware- 
house receipts. 

(/) It must bo a rule that co-operative credit societies are not allowed 
to grant clean credits, i.c., credits without surety or any other security. 

(g) Credit on sureties should only be given up to a certain amount. 
The limit should be fixed at the general meeting. It should only be 
given to members who are wcllknown to the jMairaging Committee and 
the Supervising Board. Otherwise a tangible marlcetablo security or 
collateral mortgage should be taken. 

(h) Urban co-operative credit societies should not lock up their deposits 
in long-term credits, otherwise their solvency might be endangered 
(Bombay report, page 166, 2nd section). 

We have, however, no objection to societies with ample deposits grant- 
ing so-called intermediate credit up to about 50 per cent, of the share 
capital and 75 per cent, of their long-term deposits, in conformity with 
the periods for their i-epayment. 

6. Balancing centre . — In so far as possible the central co-operative 
hanks should be the balancing centres for non-agi’icultural urban credit 
societies. Where urban banks are stronger than central banks or where 
the latter do not meet their special requirements they should be allowed' 
to deal directly with the Provincial Co-operative Bank. 
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Every endeavour should be made by the Managing Commitfeee of an 
therefore •— liquidity. Urban banks should. 


(a) keep sufficient cash balance with a central or provincial bank, 

(U) have discount or rediscount facilities with the balancing centre. 

It may be necessary for large urban credit societies to keep accounts 
with commercial banks especially with regard to discounting, clearing, and' 
remittance business. The approval of the Registrar should, however be 
obtained (Bengal report, page 168, paragi-aph 291). 

7. Urban societies should be affiliated to the proposed District 

'Auditing Unions. They should keep well trained and experienced people 
for ^ aiidit, supervision and inspection of urban non-agilcultural credit 
societies. (Vide Punjab report, page 159, recommendation 14 and Central' 
Provinces report, page 408, recommendation 107 ). 

The managers of urban credit societies within a District should meet 
several times a year in order to discuss actual subjects of the co-operative 
work. 

Jjong-term credit. — It should be considered whether the co-operative 
land mortgage banks proposed in another paper are in a financial position 
to advance to a smaller extent long-term mortgage credits to artisans, 
cottage industries, and traders or whether it is necessary to form special 
District Mortgage banks for long-term credit to the above mentioned 
people; Government may assist in supplying the requisite share capital. 

General remarks. — The financing of artisans, cottage industries, trader’s 
and shopkeepers requires the greatest care. On the other hand every 
endeavour in this direction should be made. The Provincial Industries 
Departments should make themselves responsible for technical teaching 
and training required in the various cottage industries (Punjab report, 
page 159, recommendation 14). 

The endeavour which has been made in order to organise the supply 
of raw materials to cottage industries and artisans should be continued. 
Experience in Germany has been that the co-operative work should be 
confined to the supply of the most important raw materials in order to 
be able to buy in bulk. 

Great difficulties ■will have to be encountered in organising the sale 
of the produce of cottage industries, etc. Nevertheless the utmost should 
be done in this direction too. 

Chairman : We shall now take up for consideration the other paper on 
"Banking facilities by credit co-operation for non-agriculturists by Dr. 
FrieJerich. I am quite in substantial agreement with this paper and I 
hope other mejnbers also are. 

Dr. FriedeHch: I wish to make a few verbal alterations in_my paper 
to clear up the position. On page 2 of my paper I have said that Eeeffipts 
and expenditure ought to he normally distributed all over the year . This 
should read as follows: — “Receipts and expenditure are usually distributed 
all over the year”. I am speaking from the standpoint of the artisans and 
I want to make clear the difierence between financial necessities of the 
agriculturists and the artisans. Agriculture depends wholly^ on crop due- 
at certain times but artisans have usually receipts and expenditure through-- 
out the year. 
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. Tjator on- on the same page I say ‘*lt may be mentioned that the sug- 
•gestions have been experienced in the German Urban Co-operative Credit 
Movement”. This should read as follows: — “It may be mentioned, that 
the suggestions except some small modifications with -regard to Indian 
conditions have been experienced in fhe German Urban Co-operative 
Credit Movement”. 

Then on page (3) under point 4 I have said “The members of the 
societies with limited liability in Germany have to take up an additional 
I’eserve liability of about 2 to 10 times the subscribed shares”. I mentioned 
the legal prescription that liabilitj'^ has to be at least equal to the share 
but in practice most societies usually fix the liability at 2 to 10 times the 
share capital. To make it clear it may be added; have “usually” to take 
up. 


Mr. Mukhtar Singh : You say later on “It is, however, impossible to 
help people who are hopelessly in debt”. Cannot you devise some means 
by which rav’ material could be supplied to these people and in that way 
they may he relieved of their debt? 

Dr. Friodenoh : I myself have advocated that in the penultimate para- 
graph of my paper where I say that “the endeavour which has been made 
in order to organise the supply of raw materials to cottage industries and 
-artisans should be continued’^’. 

Mr. Miikhiar Singh: On page (5) you say “The Provincial Industries 
Departments should make themselves responsible for technical teaching 
and training required in the various cottage industries”. Would you have 
any objection to include supply of new patterns, advertising and finding 
out markets outside”? 

Dr. Fricderich: I think it is quite unnecessary to include it here. 
Here I have only referred to a special recommendation of the Punjab 
Committee. In my opinion there is a certain lack of technical teaching 
and training. 

Chairman : Would not the last paragraph meet with’ your (Mr. Muldatar 
Singh) point As I read the note I do not find anv particular hiatus in 
Ihe whole of it. 

Mr. Devadhar: You say “Experience in Germany has been that no 
advantage has been gained by establishing separate co-operative credit 
societies for each profession or trade” and have referred to the Bengal 
Beport page 252 recommendation No. 151. 

Dr. Friederich: I did not only refer in order to strengthen ‘my points 
but I wanted only to refer to statements of Provincial reports and to .ex- 
press my view. 

Chairman: Dr. Eiiederich has referred to the recommendation ■ 'and 
then has given his own view later on. '• 

» ’ . * 

Mr. Devadhar: Your idea is that special societies for the different castes 
-and creeds should not be started?- . i 

' Dr. Friedc-rich : Yes. ' . • - 

Chairman : Is there any use in pursuing this point Mr. Devadhafc.? 'ii-t 
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Mt. Deva(l7i(ir : I want to know whether Dr. Friederich will advocate 
tiny solution to this problem. Would it not be an advantage, apart from 
his view, to bring about co-operation with such people whose common 
'Object is to secure articles at cheaper rates? 

Chairman ; But he has already expressed his view that they should all 
he brought under one co-operative society. 

Dr. Friederich: I see the difficulties in this country, but novortheless 
I am not convinced of the need for separate societies. 

Mr. Ravidar Pantvlu: There is one point with regard to local societies 
in Madras with regard to hand-loom weaving which is an important indus- 
try in Madras. We have found, it necessary to keep the weavers’ societies 
separate. 

Chairman: I think we can discuss these details among ourselves. 

Dr. Friedeiich : I might add that I made this recoram eudation because 
of the success which the movement has attained in Germany where there 
are no separate societies. 

Mr. Devadliar : May I know whether you are in favour of giving the 
power to discount inland trade bills to co-operative banks? 

Dr. Friederich : I have made the point quite clear on page (5) of my 
note where I have said that “it may be necessar^r for large urban credit 
societies to keep accounts with commercial banks especially with regard 
to discounting, clearing, and remittance business. The appioval of the 
Eegistrar should, however, be obtained”. 

Mr. Devadliar: Then I take it that it is a legitimate function of co- 
operative banks to perform? 

Dr. Friederich : Yes. 

Mr, Devadliar: I notice you have agreed with the iwinciple of having 
limited liability societies for non-agricultural credit. May I ask what you 
propose to do with the societies which are alrcadv in existence based on 
the principle of unlimited liability? 

Dr. Fnedorioh : In cases wffiere there are urban societies which melude 
all kinds of professions then I should recommend you to transform them 
into limited liability societies. 

Mr. DevadJuir: If we think that the essence of co-operation lies in 
building of persona! credit, don’t you take away by this recommendation 
the opportunities of building up personal credit of people in urban areas? 

Dr. Friederich : You are in the starting stage, and it m.ay happen, as 
it has happened in other countries, that urban societies may fail. In 
case you have such a failure depositors of such urban banks may lose 
mone 5 ^ and everywhere you vill hear it said, ‘This v/as a society with a 
limited liabi'ity, and depositors have lost their money’. In order to prevent 
this and to secure the depositor in case of failure I recommended on page 
3 the special kind of limited liability. You have perhaps a share capital 
and reserves amounting to 20 per cent, of the. working capital, and in 
case you limit the liability, to 4 times the share capital, you get a guarantee 
of about 80 per cent, of the whole working capital. If there m a loss of 
;;40,pcr cent, of the working capital the whole of it will be covered. It is 
always’ useful ’ to Have 'this land -of limited liability.' . 



1068 


Mr. liavidn.^- Pantulu: ' It .is what we'Cnll tiltiinatc coniributory liabi]ifcy. 
It comes in only at the time of liquidation.. 

• Mr. Devudkai". Page 4 (d). You have made a recommendation that 
urban banks should be permitted i-o advance money on' gold or silver.. 
You would give this privilege to all urban banks irrespective of their posi- 
tion and location. 

Dr. Friedcrich : Only to urban banks which are managed very well; not 
to all. I think this is a necessity in your country. 

Mr. Devadhar: I realise that. At a conference in Nasik Dish-ict I 
lieard a man telling me in a public meeting of co-operators that he could 
not get a loan of Ps. 26 on ten tolas of gold. I fully see the usefulness of 
such a proposal. You would like to say that such a thing should be done 
in places whore there is sufhcient provision for safeguarding the gold and 
silver. 

Clmirnian : It follows from eihcient management. If there are no- 
arrangements for safe custody, they should not do it. 

Dr. Friedcrich . I quite agree. 

Mr. Devadhar: In our recommendations we shall have to make this 
clear. 

Chairman : Surely we arc not going to make unreasonable recommenda- 
tions. 

Mr. Roy . On page 1 you speak of financing small traders and industries. 
Would you define 'small traders and industries’. 

Dr. Friodcrioh : I do not like to define English words because English 
is not my language. I wanted to include all non-agriculturists. 

Mr. Roy : What is the maximum ■‘'ou propose should be advanced to 
them 


Dr. Friedcrich : That depends on the borrowing capacity of the people, 
and the borrowing capacity must bo estimated by the Managing Committee 
and, in case the proposal with regard to a supervising board is accepted, by 
the supervising board too. That is a matter of management, and these 
urban banks must be managed on business linos. 

Mr. Roy: Would they not be competing with other joint stock banks? 

Dr. Friedcrich: I do not think so because these kinds of people have, 
m my opinion, been neglected rather to a large extent by commercial 
banks. Only money lenders and sometimes the indigenous bankers have 
been the banking agencies for these people. 

Mr, Roy: Cannot their interests be served by co-operative credit socie- 
ties which finanbe agi’iculturists ? 

Chairman: This is another class of co-operative societies. These are 
mostly in urban centres, 

Mr. Roy : He says they will nil be limited banks. 

Chairman: Under the present Act there is provision for co-operativo 
credit societies on a limited liability basis. 
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Mr.^ Boy ; There must be some maximmn amount that could be lent. 
Otherwise they would compete with joint stock hanks. 

Chairman: There will be no joint stock banks in the places where these 
:aie contemplated. 

Mr. Boy : Only small loans of say Ks. 100 to small traders. 
Chairman: Yes. 


In conclusion, we would wish to record a few general observations. 

We much regret that time did not permit of the Committee discussing 
their conclusions with us. In justice to ourselves, we must explain that 
the views we have outlined in our memorandum are based on the im- 
jpressions which we gained during a hurried tour throughout a part of 
India only. In the course of that tour, we visited 5 Provinces. In 4 
of them — ^Bombay, Madras, Bengal, and the United Provinces — we were 
.able to do little more than meet the Ptegislrars of Co-operative Societies, 
some of the honoraiy leaders of the Co-operative Movement and a few 
managers of banks. In the Punjab, we were more fortunate. W'e spent 
.8 days in that Province and were able to examine the working of many 
Primary Societies of various kinds — credit, better farming, land consoli- 
•dation and marketing. 

AVe have carefully studied the Reports of the Provincial Banking 
Committees and the evidence given before the Central Committee, and 
the Report ol the Royal Commission on Agriculture in India. As Ihe 
ground has, we think, been fully covered in these documents, we have 
thought it advisable to confine our observations to what are, in our opinion, 
the major defects from which the Co-operative movement suffers and the 
major hindrances to its future development. The defects are technical, 
defects within the organisation itself and its lack of any connection with 
a proper marketing organisation. The hindrances are the poverty and the 
illiteracy of the cultivator. 

All the evidence on the subject goes to show that in many Provinces 
technical defects are still, too apparent. AA^e suggest the appointment of 
banking and accounting experts to the staff of Registrars as the simplest 
and mobt effective method of removing them. Even if the leaders of the 
movement had the time to devote to harassing details, it would be un- 
profitable to use them in this wav. Their energies can be far better utilised 
in the effort to cut new paths through the jungle of inertia which impedes 
progress. 

AVe have endeavoured to explain what a proper system of marketing 
w'ould mean to India. We have not regarded it as our duty to fill in 
details and indeed, with our limited experience, we should be doing a 
great disservice if we attempted to do so but of the truth of the main 
proposition that no progress can be made in the marketing of cultivator’s 
produce which will be of any substantial benefit to him until a Marketing 
Board is set up we have no doubt. We would urge that a thoroughly 
representative Board should be established on the lines we have suggested 
with as little delay as possible. 

AVe were profoundly impressed by the character of the cultivators whom 
wo met. No country possesses better material on which to build a great 
cmlisation. But we were also profoundly impressed by what there is still 
to be done to improve their economic position and by the extent of the 
failure of the Co-operative Movement in that direction, in spite of the 
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good work ■ that has been done by Co-operators. That faihu*e, in our 
■view, has be>'n due to failure to realise that credit organisations alone can 
never provide an effective remedy for the indebtedness of the cultivator. 
His position can only be improved if the full force of the Co-operative 
Movement is brought to boar on him at every point — in the sphere of 
education, of better living, of bettor farming and of marketing. There 
will be no limit to the results which can be achieved if the same enthusiasm 
is shown m promoting development in these ways as has been shown in 
developing the credit movement. 

It has beer suggested that in discussing the economic i)osition of the 
cultivator we have gone outside our terms of reference. Trom that view 
we must emphatically dissent. - in our view, efficient banking is merely 
an aid to economic pi'ogrcss. No improvement in the banking system of 
a country which is so predominently agricultural as India can achieve 
anything if the foundations of the whole economic organisation the welfare 
of the cultivating classes — are neglected. It is for this reason that wo feel 
that the sug.geslions we have made or the improvement of the economic 
position of ihe cultivator require neither juslificalion nor apology. 

In the Iteport of the Hoyal Commission on Agriculture wc find the 
following statement: “If the inertia of centuries is to be overcome, it 
is essential that all tlic- resources at the disposal of the Slate should bo 
brought to bear on the problem of rural uplift'*’.* It is ihe imperative 
duty of the State to act on this advice. Sohiefhiiig more than lip service 
is required. A determined effort can alone bring that problem wliich, in 
our view, is the greatest that confronts India, within monsurenble distance 
of solution. 


A. P. McDOUGALL. 

A. FPTRDBIUCH. 

Chairman-. On my own behalf and on belialf of the Committee 1 thank 
you for havmg takcu all the trouble to como to this country and for kindly 
giving us the benefit of your advice. Wc liud most valuable discussions 
extending over several days over the four papers you were kind enough 
to place before us, and whatever our conclusions may be in regard to these 
papers, let me assure you tliai. vo value very highly Ihe advice yon have 
jilaced before us, and we also value the discussions which have takcu place 
between you and the members of the Commiti.ee. As this is the last 
occasion on which I understand we sliall have ilio pleasure of meeting you, 
I take the opportunity of thanldng you oucc again on my own behalf and 
on behalf of my Committee. 

Mr. McDoiigall: I thank you very much indeed for the kind words you 
have used, oud I can assur.e you that it has been a great pleasure to us. 
I shall look forward, and I am sure my colleague will look forward, to our 
visit to India in ihe years before us with very great satisfaction and 
pleasure. We shall remember the many friends we have made, wc shall 
remember your very great kindness and Iiospitnlity, and I am quite sure 
that we shall, both of us, leave India with ihe best recollections of your 
country. We have endeavoured to give you our views, but it has not 
altogether been an easy matter; ■v\’'e unfortunately did not sec as much of 
the co-operative movement, as much of the land, as much of the peasant, 
as we should haye liked. One word with regard to the cultivator — ^Iie 
■will remain in my heart for, ever. You have got a fine peasant. 
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Dr. Friederich : It gives me very great pleasure to have had the op- 
portunity to eome out to India, especially because I knew that you have 
started in India co-operative societies according to our Baiffeisen model, 
and I was very eager to see these copies o£ our societies and to study the 
special conditions in India. It is in fact impossible to copy the co-opera- 
tive system of another country', but yet the co-operative system is such 
a kind of association that it can accommodate itself to any kind of 
economy. And so I have endeavoured to give recommendations in order 
to accommodate your co-operative system to the special conditions of India. 
But I do not know your conditions as weU as you do, and perhaps some 
of my recommendations may not appeal to you, but nevertheless I havo 
endeavoured to do my duty and to give the best I could give you. 




^I07S 

■0LPPENBIX. 


Mr. Mann Subedar'^ scheme, referred to at page fj5S of this 

The ^examination of the position 'of foreign banks ^in India has re- 
vealed the enormous difficulties of any Indian enterprise operating suceesB- 
fully .agau3st them in the field -of foreign trade. Great humiliation at 
-ithe present position is, however, being felt by Indians, aiid various 
remedies have been • suggested. While not disparaging any of the ether 
remedies which have been suggested, I want to .put forward for the consi- 
deration of the Committee a constructive proposal dn its fiill form. This has 
.never been done. Members of the Comiriittee have only been able .‘to 
guess at the scheme from isolated questions asked of the witnesses and 
of the Foreign Experts. I would, therefore, request theta to examine the 
scheme us a whole and not to pick out any particular part of it and 
judge ft by that. In my opinion the main objection th the foreign ihsti- 
tutions is that they are foreign. The position may be looked at 'by any 
particular critic from the point of view ‘bf tnefehants 'engaged in import 
and export trade, or from the point of view of the pefsohniel of these 
■institutions, or from the point of view of the profits of the trade which 
go to foreign institutions, or from the point Of view of Indian tnOney 
being deposited in foreign institutions. Ilie feeling of intolerance against 
these institutions has been fed from many aspects. Whether the sort of 
co-operation, which I am suggesting, will take away the feeling of humilia- 
tion or intolerance and will satisfy Indian aspirations desiring to have ff 
share in the business, requires a close consideration after the whole 
■picture has been completed. 


Great apprehensions, have been felt in the Indian inind at the Existing 
sitmtiott and these will not he 'allayed until something serious is done. 
The facts to study 'about 'the existing situation in detail are the number 
and growth of foreign hanks in India in the last fifteen v’enrs,- the 'growth 
•of their deposits from about T?s. 10 crores to about Es. 75 crores./and not 
only in the monopoly which they have 'set up in the financing- Of foreign 
trade, hiit the serious c'ompetition which they are offering for internal 
trade, where they have penetrated more and more fincluding the^ acaul' 
sition of Indian banking insfitUtions). 'Their identification with foreign' 
. interests 'in this country and their unfriendly attitude against Indian 
"trade including hankine. insurance and shipping, are . all facts weighing 
heavilv v*th 'Indian T)uhlic -opinion, which, is demanding radical remedies. 
The hostilitv is likelv to grow more on the basis of all reiriedies involving 
rivalry and competition, .and possibly bitterness "tbroush loss any Indian 
■instif'tibion. wbich may be set uP. Forei^ Vanlong interests in India 
are likelv lo suffer a lot more in the long riin by leaving the situation as 
it is. than by nnticinhting it and a^eeing to work on the line'a of equal 
partic-ipation and equal status. ... 


I ‘ -The -proposal is that those foreign hank's, in which the ^Indian .business 
■constitufes a fair or "considerable nortion Of the totaF business, should be 
induced to register themselves in India, with runee capital.^ In this event 
they should offer a substantial share of their capital to the Indian investor 
ip. the form of shares or stock, and -such share 'should hot "be lOss thm 51' 
. Ptir cent. They should have, o.n their Board, -Indian dir, eptorh in pronortion 
to the holding of capital by Indians , in the enternrise... TOO frOedoni' of 
siioh institution's 'to do any and all-Mds of hanHng hhsinOss- in Mat 
. should he unrestricted. 



In order to give a substantial- ^iMuc'ement to these Banks to convert 
themselves into Indian Companies, the following measures should be 
takemr.M ■ 'o-;.: • _ 

1. It should not be lawful for any natural born Indian person or any 
'company -registered' under 'Indian 'daw, ’'to 'deposit their '‘money 'with any 
“ bahk h\ot‘'regist'el'ed 'linder Indian' law. • • ^ ’ ' ' ' ’ 

,bnjy' such banks '.'as' h'rO 'registered under! 'Indjah la!w should ' be 'em - 
. powered to opeh'hranches, wherever they like in India. ’ -Iso foreign bank 
;Should' be 'allowed, to, open, branches at ^ any place ’ located Vihland'' OtitSide 
..the .naunicipaliiraitiv.of the, ports. 'All' foreign' banks, vbp' havC'teidsting 
,,branpbe^;Idpated ! o.utside^ the municipal; limits of the 'ports,' sbould ' be 
/.obliged, !tdiiempi;e /these •branches' within .‘Iw'O years after, the !date of the 
passing of, the Bank Act. ^ .. 

S.' -No-'/bank, registered- in India ■shpuld- be controlled .by. any foreign 
.>pBrson, \or corppration;pr bankv';an4 it' should be -obligatory; on the ^directors 
banks, registered n’n India, to file with the Kegistrar . a 'periodical .deelara- 
! tion that to tbe.best,- of.-tbpir knowdedge and .belief the controIJingi Interest 

• in; their institution has mot passed tp any foreign person' or corporation. 

L! 4. C-nl;' banks registered !in' India •'sbouldlbB eligible'^for 'rediscount Hhi.d 
•iPther faqihtieslby' the Boserve Bank. ' ' . 

' The' advantagc8 'of "ihB‘ proposal. 

Thdian -aspiration to get a'lobk ra”-in ‘the foreign ’eTcchnfig'e business 
' would be- satisfied and a new and ‘safe field would he' opened for Indian 
investors in bank shares, the quotation of wh'ich "wonld ‘becdme'a-Ieatnrs 
of, the Indian stock exchange^ 

.. !2..In,'.the,’ matter of .:pei‘sonnei. and worldwide prganizhtipn, ' ‘India 
'.owould forihwith get' amongst her hanlnn.g institutions well-organised eiiter- 
"pnse.s, -of which any epuntry might be proud. 

' 3/ IThe complaint , with regard t-o lack of touch '■hetween thes'e’'--hanks 
.and, their * Indian customer -will very largely ''disappear. Through^ the 
‘,Ti)ireetops -ns/’.wpli /as 'thrPugh the' younger Indians, ‘ who will be afforded 
A reqsopable opportunity' of" training,, dcaling' in: foreign ‘exchange, -\vhich' 
it.ismow ’cbtnhlained ism closed book to Indians,- will 'be no Ibhger-so, 

..;.,..:.4,.,The,se/dnstitutions, ,, against ,:which there is n' lbt of ‘hostility'nTi’d’ in- 
htblerkncei' directed, at, present, -would 'be' ' entrenches in ' fetrbn'g 'and'' Safe 
.--position .the. principle of “joining'-harids”, 'br hbnblirbhle partnership 
. ^(i,.fbf cp-bperafeon, ' , ■ 

• ■ . ' 15.:.. The .. business .nf , institutions registering' 'themtelves , in Tndra" 'under 
.'Ibis -scheme "swould, not 'Only remain absolutely xihtouched, hut "would 
.''matcnally Increase .through the transfer of deposits! which are af-present 

placed -u'lth institutions whose business in' India is not large enough to 
iustifv an expectation that thev "will register Here. 

,, ,“.^G. '/Tlicr,e -wni ^-he ‘|:be least amount 'of breach with the past", nhd^Vhile 
.satisfyiug/'lndiah. sentiment, /'bahking/ facilities '■'■uall -not- be ' seriously -mur- 
tailpd/forjteade. j 





- themselves would, ..hovfp-yefj ^prbfit' on".accnunt.bf fhe'-lower scale of income-: 

- charges -in-Ihdia <cpmi%ea-\rath/ihe!/United and' /other '-places." 
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Disadvantages,^ 

. 1. Inconvenience will be caused to those institutions, who 3e) not desire 
to register themselves in this country. Such institutions will have to 
secure some working capital from their own country, which will be a 
great advantage to India, or, in the alternative, borrow money from 
banking institutions in India dtid not from the public. 

2. The question of control, i.e., 51 per cent.' Indian holding, may be 
unacceptable for some of these institutions, which would otherwise be 
prepared to register under the Indian law with rupee capital, 

8. A certain amount of cost would have to be incurred in the process 
of conversion and a careful valuation will have to be made with regard to 
shares rr stock offered to the Indian public. 

4, The Indian and foreign Register of shares would have to be kept 
separately, but as the total issue of shares would be large and as they 
may find quotations not only on the Indian stock exchange but in Londop 
and other places, no insuperable difl|cultjr need arise, 
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